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For  Reference 
Do  Not  Take 
From  the  Library 


Evtiy  piTbOii  who  nidliciouily 
culi,  dctdceb,  breaks  or  injures 
any  book,  mdp,  chart,  picture, 
engraving,  statue,  com,  model, 
apparatus,  or  other  work  of  lit- 
erature, art,  mechanics  or  ob- 
ject of  curiosity,  deposited  in 
any  public  library,  gallery, 
museum  or  collection  is  guilty 
of  a  misdemeanor. 

Penal  Code  of  California 
1915.  Section  623 
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America  s  25  key  industries 


I{has  a  32-valve,  M^jhp  engine  that  takes  it  from  0-60  nearly  a  full  second  faster  than  last  year's  moc 
VSJuxury  sedan  available.:  Which  means  the  only  place  you  won't  go  quickly  is  your  local  filling  stati 


IT'S  (QUICKER, 


YET  IT  CONSUMES 


LESS  FUEL. 


(Someone  at  Lexus  is  burning  the  midnight  oil.) 


ia  19  city,  25  hwy.  mpg  rating  making  it  the  most  fuel-efficient 
jentirely  new  LS  400.  A  new  journey.  Inquiries,  800-872-5398. 
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The  Relentless  Pursuit  Of  Perfection. 


HE  VENTILATION  tS 

fine,  BUT  we'd  work 

IN  THE  COLD  ZONES 
IN  THE  LOBBY  AND 

lorth  -facing  rooms. 


E     ARCHITECTURE  of 
building  may  well  be  inspiring.  But 
ne  things  beneath  the  surface  that 
ct  our  attention. 

The  performance  of  your  heating, 
ilation,  and  air  conditioning  compo- 
s.  The  efficiency  of:  your  lighting, 
effectiveness  ol  your  fire  protection 
building  security  systems. 

It's  not  that  we  don't  admire  the 

ic  proportions  of  a  well-designed 

:ture.  'We've  simply  learned  over  the 

i  that  the  way  a  building  works  is 
Proud  Mi 


more  important  to  people  than  the  way 
It  looks.  That  nearly  any  building,  with 
the  ritiht  kind  of  attention,  can  become  a 
comfortable  and  productive  environment. 

Which  IS  why  we  work  to  improve 
the  total  operation  of  your  building  sys- 
tems. I  Which  can  result  in  significant 
cost  savings.) 

If  necessary,  we  can  perform  a 

complete  retrofit,  modifying,  replacing, 

or  adding  equipment.  And  all  without 

an  extensive  upfront  capital  investment, 

since  the  costs  of  improving  the  efficiency 
lwaukee-Bas 


of  the  mechanical,  electrical,  and  lighting 
systems  within  your  facility  can  often  be 
paid  for  by  the  savings  in  energy  usage. 
We  can  even  back  these  improvements 
with  a  written  performance  guarantee. 

As  the  experienced  leader,  we  know 
that  a  building  is  much  more  than  bricks, 
steel,  or  even  stone  columns. 

That's  why  we're  fully  committed 
to  improving  life  in  the  great  indoors.  To 
learn  more,  call  1-800-972-8040  ext.  107. 

JQHNSON 
CONTROLS 

ED  Company 
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up  Front 


EDITED  BY  LARRY  LIGHT 


WE  POLISHED  THE  CRYSTAL  BALL  AND . . . 


TALK  SHOW  Upiophecy:  The  art  and  practice  of  selling 
one's  credibility  for  future  delivery." 

— Ambrose  Bierce,  The  Devil's  Dictionary 


IT  S  OUR  SECOND  ANNUAL 

trip  out  onto  a  limb.  Last 
year,  we  were  right  on  a  pal- 
try h  out  of  10  predictions.  We 
predicted  that  Arnold 
Schwarzenegger  would  make 
a  movie  comeback,  for  exam- 
ple, but  we 
g  0  ofe  d  i  )i 
saying  the 
Fed  would 
hike  rates 
just  a  half- 
point.  So,  in 
the  spirit  of 
often  wrong 
but  never  in 
doubt,  here 
are  10  more 
for  1995: 
CONTRACT  WITH  AMERICA. 
Newt  Gingrich's  agenda 
won't  pass  in  toto  during  his 
first  100  days  as  House 
Speaker,  as  pledged.  The 
Georgia  Republican  will  get 
the  easy  ones,  such  as  a  mid- 
dle-class tax  cut  and  a  hard- 
line crime  bill.  But  he'll  have 
to  wait  on  more  controversial 
fare:  a  capital-gains-tax  re- 
duction, welfare  revamping, 
tort  reform. 

INTEREST  RATES.  The  Feder- 
al Reserve  will  keep  on  tight- 


ening, but  only  in  the  first 
half.  Look  for  the  federal 
funds  rate  to  rise  about  a 
point,  to  6.5%.  To  avoid  spook- 
ing Wall  Street,  CongTess  will 
balance  a  tax  cut  with  spend- 
ing reductions,  so  the  Fed 
won't  fear  budget-busting. 
With  the  economy  slowing 
around  midyear  and  inflation 
under  control,  the  Fed  will 
then  coast. 

STOCK  MARKET.  Held  back  by 
rate  increases  and  a  ratchet- 
ed-down  economy,  the  mar- 
ket will  slump  a  bit 
early  in  the  year.  In 
late  1995,  though, 
continued  strong 
corporate  profits  and 
increased  overseas 
demand  will  perk 
up  Wall  Street's  spir- 
its. The  Dow  will 
hit  4100. 

WORLD  TRADE.  Pass 

ed  with  great  flour-  FRENCH 
ish  by  Congress  in  Costltei 

1994,  the  General   

Agreement  on  Tariffs  &  Ti'ade 
will  get  its  first  test — and  the 
results  won't  be  pretty.  A  nas- 
ty squabble  over  who  will 
head  the  World  Ti-ade  Organ- 
ization, which  oversees  GATT, 


GENERAL  MOTORS.  Th 

world's  No.  1  carmakei 
with  its  North  Ameri 
can  operations  one 
again  profitable,  wil 
spin  off  its  Hughe-j 
Electronics  and  Eled; 
^  tronic  Data  Systems.  ' 
HOLLYWOOD.  Kevi 
Costner,  at  one  tim 
among  a  core  group  d 
PERFECT  WORLD:  AV/r  diid.^  ahead?  marquee-value  leadin 

men,  comes  a  croppe: 


will  turn  member  nations  re- 
sentful and  leery. 
DEBT  CRISIS.  A  major  First 
World  debt  crunch  will  hit 
three  nations  facing  out-of- 
control  budgets  and  political 
paralysis:  Italy,  Can- 
ada, and  Sweden. 
The  World  Bank  and 
International  Mone- 
tary Fund  Vv'ill  have 
to  move  in  to  re- 
structure the  debt  of 
these  industrialized 
countries. 

MERGERS.  Dr  Pep- 
per/Seven-Up will 
WINE:  be  swallowed  by  the 
sips  British  beverage  go- 
liath  Cadbury- 
Schweppes.  Dr  Pepper,  now 
that  it's  back  in  the  pink,  is  a 
good  strategic  fit  for  Cad- 
bury-Schweppes,  which  al- 
ready owns  26%  of  the  Amer- 
ican soft-drink  outfit. 


with  Universal's  summer  rei 
lease,  Waterworld.  The  flic 
is  way  overbudget  and  a  cor 
ceptual  mess.  This  comes  a 
ter  two  Costner  bombs,  TH 
War  and  A  Perfect  World. 
WINES.  Prices  for  class 
French  wines  will  rise  15%  t 
25%  in  the  U.  S.  after  four  le\ 
el  years.  American  consumj 
tion  is  climbing,  and  medic 
ere  recent  vintages  froi 
France  mean  smaller  supplie 
of  the  good  stuff.  In  Noven 
ber,  prices  paid  for  premiut 
Burgundies  were  up  50 
from  a  year  ago. 
SECURITIES  REGULATIOr 
The  securities  industry  wi 
succeed  in  its  campaign  t 
limit  the  information  that  ma 
be  released  about  a  broker 
reputation — namely,  witl 
holding  pending  complaint 
and  details  of  past  ruling 
that  favored  the  brokers. 


SMARTEST  MOVES  OF  19941 


1.  Here's  to  the  investors  who  limited  their  exposure  to  de- 
rivatives, which  were  pounded  when  rates  soared.  Thank 
heaven  not  everyone  is  as  foolhardy  as  Orange  County. 

2.  The  Dream  Team  of  Steven  Spielberg,  Jeffrey  Katzen- 
berg,  and  David  Geffen  got  together.  How  can  this  trio 
lose?  First  beneficiary:  abc. 

3.  Newt  Gmgrich's  Contract  With 
America,  whether  it  works  out  or 
not,  was  the  marketing  coup  of  the 
year.  It  nationalized  the  election 
and  gave  Congress  to  the  gop. 

4.  Self-appointed  peace  broker 
Jimmy  Carter  eased  the  crisis  with 
saber-rattling  North  Korea  and 

  restored  democracy  in  Haiti.  May- 
be even  his  Bosnia  efforts  will  pay  off. 
5.  Bill  Gates  put  the  feds'  antitrust  inquiry  into  Microsoft 
behind  him.  The  result?  Rivals  say  the  software  giant 
hasn't  been  reined  in  at  all. 


THE  DREAM  TEAM: 

Advantage,  abc 


DUMBEST  MOVES  OF  1994 


1.  Bill  Clinton  bet  big  on  passage  of  a  gov 
ernment-heavy  health-care  reform  pack- 
age—and then  handled  things  badly,  se- 
verely wounding  his  Presidency. 

2.  Its  Pentium  chip  flawed,  Intel  treated 
worried  customers  with  arrogance.  It  waitec 
SIX  months  after  finding  the  glitch  before 
offering  replacements  to  any  who  asked. 

3.  Disney's  plan  to  plunk  a  theme  park  in 
history-rich  rural  Virginia  was  a  public-rela- 
tions disaster.  Mickey's  Bull  Run-style  at 

tack  ended  in  a  rout. 

4.  Baseball  owners  forced  a  strike,  ending 
an  exciting  season.  Greedy  players  went 
along.  Result:  long-term  trouble. 

5.  Fidelity  Investments  promised  Magellan 
Fund  investors  $2.3  billion  in  distribu- 
tions before  realizing  it  had  made  an  ac- 
counting error.  Never  mind. 


BASEBALL: 

Popping  out 


PENTIUM: 

Intel  goofs 
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It's  only    by  U"  But  it  can  cover  your  behind. 

UPS  knows  there's  no  proo^  like  written  proof.  So  instead  of  just  hearing  that  your  business  package  was 
delivered,  you  (and  your  boss)  can  now  read  about  it.  Simply  call  1-800-PICK-UPS  and  in  minutes  we'll  send 
you  a  fax  that  includes  when  your  package  was  delivered,  where  it  was  delivered  and  who  signed  for  it.  With  their 
actual  signature.  That  way  when  all  the  finger  pointing  begins,  you'll  have  something  to      ^  ^^^^^^^ 

point  to:  a  UPS  proof- of- delivery  fax.  The  package  delivery  company  more  companies  count  on. 
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Up  Front 


EVERYONE  HAVE 
THEIR  No.  2  PENCILS? 

so  YOU  THINK  YOU'RE  REAL 

informed,  huh?  Let's  test  your 
business-nexvs  acumen  with 
this  little  pop  quiz. 

1.  Whom  did  General  Electric 
install  as  temporary  head  of 
troubled  Kidder,  Peabody, 
pending  sale  of  the  firm  to 
Paine  Webber? 

2.  What  did  investor  Kirk 
Kerkorian  want 
Chrysler  to  do? 

3.  Who  bought 
Channel  1  Entertain- 
ment, the  television 
service  for  schools,  from 
Chris  Whittle? 

4.  How  old  a  company  is  Coca- 
Cola? 

5.  What  is  the  top-selling  ve- 
hicle in  the  U.  S.? 

6.  How  did  Pruden- 
tial Insurance  floui 
tradition? 

7.  Who  squelched  the 
CBS-QVC  deal? 

8.  She's  only  the  second 
woman  to  head  a  Fed- 
eral Reserve  regional 
bank.   What's  her 


TRIVIA 
QUIZ 


RUBIN: 

Boola-boola 


name : 

9.  How  long  was  Robert  Cit- 
ron the  treasui-er  of  Orange 
County,  Calif.? 

10.  What  was  the 
tirst  Las  Vegas  casi- 
no that  ITT  bought? 

11.  Ti'easury  Secre- 
taiy-appointee  Rob- 
ert Rubin  has  what 
common  backgi'ound 
with  Bill  and  Hillary 
Clinton? 

12.  What  was  the 
earlier  career  of  fal- 
len biotech  investor  David 
Blech? 

13.  Which  Federal  Reserve  of- 
ficial's dovish  comments  at  its 


WHITTLE: 

[Cashed  out 


Jackson  Hole 
retreat  caused 
a  Wall  Street 
uproar? 

14.  Who  is  the 
new  chief  exec- 
utive officer  of 
Merck? 

15.  Who  bailed  CITRON: 
out  E uro-  It's  ovef 
Disney? 

16.  What  was  the  downfall 
of  ousted  Continental  Airlines 
Chief  Executive  Robert 
Ferguson? 

17.  How  many  times  did 
e  Federal  Reserve 
raise  interest  rates 
in  1994? 

18.  What  was  Silvio 
Berlusconi's  line  of  work  be- 
fore his  election  as  Italy's 
prime  minister? 
19.  Sears  Roebuck  Chief  Ex- 
ecutive Edward  Brennan 
changed  his  mind  about 
a  major  operating  unit. 
What  was  Brennan's 
decision? 

20.  What  is  adman  Carl 
Spielvogel's  new  gig? 

21.  Name  the  first  Cab- 
inet-level Clinton  ap- 
pointee to  leave. 

22.  Wlio  will  be  the  new 
chairman  of  the  House 

Budget  Committee? 

23.  Whom  did  Michael  Dell  im- 
port to  share  ceo  duties? 

24.  What  American  company 
did  Swiss  drugmaker  Sandoz 
buy? 


Continental! 

More  3idine Jot  your  moim: 


PILOT  ERROR:  CEO  ejected 

25.  What  two  archrivals  in  the 
steel  industry  are  teaming 
up? 

26.  What  is  the  title  of  Sir 
James  Goldsmith's  anti-GATT 
book? 
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THIS  SHOULD  GLADDEN  NEWT'S  HEART 


THE  SECOND  ANNUAL  UP 

Front  readers'  Fax  Survey 
shows  a  group  that  doesn't 
expect  to  collect  a  gold 
watch  from  its  current  em- 
ployer, casts  a  baleful  eye 
on  welfare  spending,  and 
looks  for  the 
best  returns  in 
1995  from  the 
ever-volatile  stock  market. 
A  bunch  that  puts  a  premi- 
um on  self-reliance,  you 
might  say.  Drawing  350  re- 
sponses over  the  fax  ma- 


FAX  SURVEY 


JOB  SECURITY?  Dream  on 

chine  (and  some  from  old- 
fashioned  mail  and  even  one 
via  the  Internet),  our  sur- 
vey is  no  scientific  cross-sec- 
tion. But  it  shows  what's  on 
readers'  minds. 

Take  their  jobs.  In  a  time 
of  rampant  layoffs,  almost  a 
third  feel  less  secure  at 

■  How  do  you  feel  about 
your  personal  job  security, 
compared  with  a  year  ago? 


work  than  they  did  a  yeai 
ago.  And  almost  as  manj 
don't  expect  to  be  around  ; 
year  from  now — whethei 
through  management's 
choosing  or  their  own.  Bj 
decade's  end,  more  than  hal; 

believe  thej 
will  be  history 
On  nationa 
matters,  our  respondents 
target  welfare  as  th( 
worthiest  candidate  for  fed 
eral  cuts.  That's  despite  th( 
fact  that  welfare  spending 
makes  up  a  minuscule  1%  o 
government  outlays.  Socia 
Security,  a  largely  middle 
class  entitlement  progran 
that  pays  out  far  more,  is 
way  down  on  the  cut  list 
Similarly,  most  consider  wel 
i"are  the  biggest  problem,  fa: 
exceeding  those  who  wan 
to  lop  corporate  welfare- 
subsidies  to  business. 

We  asked  what  law  folk; 
wanted  to  see  passed, 
they  had  the  power.  Over 
all,  the  answers  would  warn 
Newt  Gingrich's  heart,  sucl 
as  the  line-item  veto,  a  bal 
anced-budget  amendment 
school  prayer.  Our  fave:  in 
dex  congressional  pay  to  th( 
gross  domestic  product. 


1 

39% 

29% 

■ 

32% 

MORE  SECURE   LESS  SECURE 


SAME 


■  Do  you  expect  to  be 
working  for  the  same 
company  a  year  from  now? 


■  Five  years 
from  now? 


■  To  help  balance  the 
federal  budget,  slice 
which  the  most? 


4% 


15% 


DEFENSE      WELFARE      MEDICARE/  SOCIAL 
MEDICAID  SECURITY 


■  Which  is  a 
bigger  problem? 


18% 


WELFARE:  WELFARE:  THE  SAME  NEITHER  A 
INDIVIDUAL    CORPORATE  PROBLEM 


■  What  will  be  the 
highest  return  invest- 
ment in  1995? 


18%      15%  16% 

STOCKS        BONOS     REAL  ESTATE  COMMODITIES 
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In  today's  uncertain  markets, 
vhen  are'*strength  and  stability'' 
more  than  just  buzzwords? 

When  they're  backed 
by  an  impeccable  balance  sheet 
and  healthy  profits. 


If  you're  concerned  about  the  financial  strengtfi  of 
your  insurance  and  financial  services  organization, 
here  are  some  questions  you  should  ask. 

What's  the  clearest  indicator  of  financial  health? 

A  balance  sheet  of  impeccable  quality,  conservatively 
managed.  Look  at  AIG's  financial 
statements.  You'll  find  $16  biUion  in 
capital  funds;  $  18  billion  of  general 
insurance  net  loss  and  loss  expense 
reserves;  and  $  1.9  billion  m  after-tax 
profits  in  1993. 

How  important 
are  the  designations  awarded 
by  the  rating  agencies? 

■Very  important.  They  provide 
an  impartial,  thoroughly  researched 
measure  of  a  company's  financial 
strength.  AIG  holds  the  highest 
ratings  awarded  by  the  principal 
agencies.  They  are  a  prized  asset, 
enabling  us  to  capitalize  on  business  opportunities  not 
open  to  those  without  these  credentials. 

Are  there  substantial  differences  in  the  way 
insurance  organizations  are  managed? 

Yes.  Take  investment  and  underwriting  philosophies. 
In  investing,  AIG  has  an  insignificant  exposure 
to  high-yield  securities  and  commercial  real  estate. 


which  have  caused  so  many  problems  for  other 

companies.  Return  on  Equity 


AIG 

P/C  IndUBtfy 


'83   '84   '85   '86   '87   '88   '89   '90   '91    '92  '93 

Industry  Jnd  S^P  "iOO  M>iir^cs  Conning 


The  overall  quality 
of  our  assets  is  excellent, 
with  new  cash  flow 
invested  primarily  in 
investment-grade  fixed- 
income  securities. 

We  also  believe 
underwriting  profits 
are  fundamental  to 
the  long-term  stability 
and  health  of  a  company. 

For  years  these  beliefs  have  produced  outstanding 
results.  Including  a  return  on  equity  that  has  consistently 
exceeded  the  industry  average  by  a  wide  margin. 

What  other  qualities  should  I  look  for? 

A  strong  commitment  to  its  basic  business, 
a  diversified  business  portfolio  and  global  presence. 
AIG  is  the  largest  underwriter  of  commercial  and 
industrial  coverages  in  the  U.S.  We  also  have  an 
international  network  second  to  none. 

So  if  you're  looking  for  financial  strength,  stability 
and  commitment  for  the  long  term,  as  well  as  the  other 
qualities  AIG  has  demonstrated  for  years— creativity, 
service  and  a  willingness  to  consider  new  ways  of 
solving  financial  problems  -  we  want  to  hear  from  you. 


AIG 


World  leaders  in  insurance  and  financial  services. 

American  International  Group,  Inc..  Dept.  A.  70  Pine  Street.  New  York.  NY  10270. 


Ask  About  A  Scudder  No-Fee  IRA! 


Today's  global  investment  opportunities 
look  especially  attractive  to  me — 
that's  why  I  own  this  Fundi' 

Loolang  for  .global  diversification?  Then  consider  Scudder  Global 
Fund.  This  puie  no-load  ' 'Vund  invests  primarily  in  stocks  of 

U.S.  and  foreign  companies  that  can  help  you  take  advan- 
tage of  investment  opportunities  the  world  over.  Because 
Scudder  Global  Fund  invests  without  respect 
to  national  boundaries,  your  investments 
aren't  tied  to  any  single  country's  economic  cli- 
mate. This  approach  can  help  reduce  the  risks 
of  mtemational  investing,  such  as  cur- 
rency-exchange fluctuation,  while 
increasing  your  long-term  retiim  poten- 
tial. The  Fund's  share  price  fluctuates. 


Scudder  Global  Fund 
1-800-225-2470  ext  8012 


SCUDDER 

STEVENS  &  (  LARK,  INC  . 


Celebrating  75  years 
ofseninf!  investors 

Contact  Scudder  Investor  Services,  Inc.,  Distributor,  for  the  Fund's  prospectus,  which 
contains  more  complete  information  about  management  fees  and  other  expenses.  Please 
read  it  carefully  before  you  invest  or  send  money. 


BUSINESS 
SCHOOL? 


GMA 


T  A  R  G 
T  R  A  I 


GIVE  THE  GMAT  YOUR  BEST  SHOT! 


GMAT  TARGETED  TRAINING 

is  the  most  customized,  flexible 
approach  to  GMAT  study  ever. 

KAPLAN  GIVES  YOU 

•  live  classes  with  expert  teachers 

•  home  study  materials 
"•practice  test  software 

•  low-cost  access  to  online  help  sessions 

•  a  training  library 

•  extra-help  workshops 

Kaplan  will  create  an  individualized 
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Study  plan  that  targets  your  needs. 
Get  a  higher  score!  Call 

1-800-KAP-TEST 

KAPLAN 


Kaplan  also  offers  effective  courses 
for  the  SAT,  GRE,  LSAT,  and  MCAT. 


How  do  you  travel 

the  industrial 
world  in  just  6  days? 


Head  to  Hannover  - 

the  world's  biggest  industrial  trade  fair. 


Every  spring  Hannover,  Germany, 
)ecomes  the  world's  industrial  marketplace: 
),500  industrial  technology  manufacturers 
rom  60  countries;  400,000  attendees; 
)  days  of  the  world's  latest  technology 
levelopments.  Be  there  and  gain  the  edge 
n  today's  competitive  global  markets. 

From  a  full  service  foreign  visitors  club 
0  timely  seminars  on  the  most  relevant 
ndustry  topics,  the  Hannover  Fair  is  well 
iquipped  to  meet  the  business  and  informa- 
ion  needs  of  its  international  visitors. 


Electric 
Automation 
Technology 

Energy  and 
Environmental 
Technology 

Factory  Equipment 
and  Tools 


Research  and 
Technology 


Power 
Transmission 
and  Control 

Plant 
Engineering 

Subcontracting 
and  Industrial 
Materials 

Lighting 
Technology 


Partner  Country  Indonesia 


HANNOVER 
MESSE  ^95 

APRIL  3  to  8 


urther  information: 
iannover  Fairs  USA,  Inc 


103  Carnegie  Center,  P.O.Box  7066,  Princeton,  New  Jersey  08540,  Tel 


(609)  987-1  202,  Fax:  (609)  987-0092 


There  Are 
12  Hotels  In  A 
9-Block  Area 
And  They're 
All  Designed 
For  The  Business 
.........Tr.weler^_^ 


So  Why  Should 

You  Stay  at 
Crowne  Plaza? 


e  knew  that  you  can  choose  any  hotel  in  the  in 
But  we  heUeve  that  if  you  try  us,  just  once,  you'll  wani 
come  hack  to  Crowne  Plaza"  Hotels  and  Resorts. 

We  know  that  the  miiiute  you  walk  into  a  Crowne  Plaza 
you're  giving  us  a  chance  to  prove  ourselves.  And  we 
so  sure  we  will,  we  hack  our  performance  with  i 
100%  Guest  Satisfaction  Guarantee.^"^* 

Crowne  Plaza  Hotels  and  Resorts  offer  you  a  relaxin 
atmosphere,  spacious  guest  rooms  and  well-equipped  fit 
facilities.  Plus  all  the  husiness  services  you  need  to  help 
your  stay  as  productive  as  it  is  comfortahle.  It's  all  hecai 
want  you  here. ..not  across  the  street.  And  our  attitude 
performance  show  it.  Discover  the  difference  for  youn 

It's  All  In  The  Attitude' 


CROWNE  PLAZA' 

HOTELS  RESORTS 


For  Reservations, 
Call  1-800-2CROWNE 

(1-800-227-696?)  Or  Your 
Travel  Professional 


Readers  Report 


WHERE  THERE'S  S^OKE, 
THERE'S  INSIDER  TRADING 

In  your  article  "Insider  trading"  (Cov- 
er Story,  Dec.  12),  it  strikes  me  that  in- 
sider trading  in  the  stock  market  bears 
a  strong  resemblance  to  another  type  of 
cheating  associated  with  another  type 
of  gambling:  playing  poker  with  a 
marked  deck.  After  the  cheat  makes  his 
money  from  the  uninformed,  he  dispos- 
es of  the  marked  deck  and  claims  his 
gains  were  due  to  superior  skill.  By  then, 
who  can  disprove  him?  Let's  not  forget 
that  gambling  produces  neither  prod- 
ucts nor  services.  It  is  based  on  the  big- 
ger-fool theory — ^just  like  the  market. 

Wayne  L.  Stephanoff 
Las  Vegas 


I  would  propose  that  the  government 
make  sentences  for  insider  trading  very 
severe.  If  the  punish- 
ment were  a  stiff  pris- 
on  term  and  heavy 
fines  for  any  involve- 
ment, no  matter  how 
much  money  was 
made,  then  you  would 
see  many  people  think 
twice  before  they  get 
involved  with  making  a  quick  buck. 

Diego  Scaglione 
Belleville,  N.J. 

"The  company  knows  of  no  reason 
for  the  heavy  trading  in  its  stock. " 

Anyone  i"eleasing  that  comment  in 
the  midst  of  secret  merger  talks  believes 
in  the  old  adage:  "Where  there's  smoke, 
there  must  be  spontaneous  combustion." 
You  have  two  companies  "secretly" 
locked  in  merger  negotiations  for  a  week 
or  so,  during  which  time  the  prospec- 
tive acquiree's  stock  price  "mysterious- 
ly" rises  60%  on  heavy  trading.  How- 
ever, it  appears  that  everyone  at  the 
negotiating  table  was  too  busy  to  no- 
tice the  runup — or  to  speculate  on  what 
or  who  may  have  caused  it.  Right. 

In  just  about  every  instance  men- 
tioned in  your  article,  the  companies 
could  have  prevented  some — perhaps  a 
large  part — of  the  gun-jumping  that  ap- 
pears to  have  occurred  if  they  had  acted 


promptly  in  accordance  with  standard 
guideUnes  issued  by  all  of  the  major  U.  S. 
stock  exchanges  and  market  systems: 

■  Restrict  access  to  material  informa- 
tion to  the  least  possible  number  of  ex- 
ecutives and  advisers. 

■  Monitor  market  activity  continuously. 

■  "If  unusual  market  activity  should 
arise  . . .  make  an  immediate  public  an- 
nouncement of  the  matter"  (NYSE  List- 
ed Company  Manual). 

m  Request  a  halt  in  trading  until  the 
news  can  be  widely  disseminated. 

To  the  extent  that  they  disregarded 
these  clear-cut  directions,  the  compa- 
nies listed  in  your  survey  failed  in  their 
duty  to  promote  a  fair  and  equitable 
market  in  their  securities.  The  oldest 
rule  of  investor  communications  applies 
here:  When  in  doubt,  disclose. 

William  Braznell 
Larkspur,  Calif. 


WHEN  IN  DOUBT.  DISCLOSE 

"To  the  extent  they  disregarded  the  exchanges' 
clear-cut  directions,  the  companies  listed  in 
your  survey  failed  in  their  duty  to  promote  a  fair 
and  equitable  market  in  their  securities." 


WHAT'S  SO  RADICAL 

ABOIT  A  TAX  CUT?  

Not  only  do  I  take  strong  exception 
to  Rudi  Dornbusch's  analysis  in  "You 
can't  cut  taxes  and  balance  the  budget" 
(Economic  Viewpoint,  Dec.  12),  but  I 
am  sick  and  tired  of  pseudo-intellectu- 
al, ivory-tower  types  who  use  words 
like  "radicalism"  to  describe  Newt  Gin- 
gi'ich  and  the  Contract  With  America  in 
an  attempt  to  frighten  people  into  their 
camp. 

Is  it  radical  to  want  fiscal  respon- 
sibility? Is  it  reckless  to  allow  people  to 
keep  more  of  their  earnings?  Is  it  per- 
verted to  shrink  the  size  and  scope  of 
government?  The  ugly  truth  is  that  the 
distorted  view  that  government  can't 
balance  its  budget  or  that  tax  cuts  re- 
sult in  deficits  has  resulted  in  the  ever- 
increasing  growth  of  government. 

Jim  Baumgardner 
Hillsboro,  Ore. 
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Rudi  Dornbusch  demonstrates  that 
economics  is  still  an  art  and  not  a  sci- 
ence. All  tax  cuts  are  not  bad  (nor  are 
they  the  same),  and  all  balanced  bud- 
gets are  not  good.  A  $500-per-child  tax 
credit  would  clearly  be  a  stimulus  to  the 
economy  since  it  puts  more  money  in 
the  hands  of  the  people  who  need  it  to 
spend  on  their  family.  A  capital-gains 
tax  cut  that  rewards  long-term  invest- 
ment would  provide  the  financial  stabil- 
ity and  fuel  for  long-term  growth  with- 
out cutting  deeply  into  tax  revenues. 

Gerald  M.  Lavey 
Humble,  Tex. 

THE  NATION  IS  STILL  PAYING 
FOR  REAGANOMICS  

Regarding  your  article,  "Deja  voodoo 
all  over  again?"  (News:  Analysis  &  Com- 
mentary, Dec.  12),  I  was  dismayed. 
George  Santayana  was  right:  Those  who 
fail  to  learn  the  lessons  of  history  are 
doomed  to  relive  them. 

The  country  is  currently  $4.6  triUion 
in  debt,  mostly  as  a  result  of  the  finan- 
cial policies  of  the  Reagan  Administra- 
tion. The  interest  payments  on  that 
huge  amount  have  severely  restricted 
the  government's  ability  to  operate.  I 
sincerely  hope  that  our  new  (and  old) 
members  of  the  Senate  and  House  see 
through  these  flawed  theories. 

A.  F.  Frost 
Roswell,  Ga. 

PCs:  WHERE  RIGGER 

ISNT  BETTER  

I  am  only  13  years  old,  but  I  am  an 
avid  follower  of  computers  and  read  your* 
magazine  every  week.  I  find  many  of 
your  articles  very  interesting.  Howev- 
er, it  makes  me  a  little  uneasy  when  I 
see  articles  emphasizing  to  go  big,  now 
("Home  PCs  for  the  holidays,"  Technolo- 
gy &  You,  Dec.  12).  I  have  a  486  DX2/66 
microprocessor  and  a  hard  drive  with 
500-odd  meg  (and  a  few  extras,  such  as 
a  modem),  the  exact  description  of  what 
you  call  "a  power  user's  dream  just  a 
couple  of  years  ago."  Suggesting  that 
such  a  machine  is  outdated  disturbs  me. 
I  understand  that  the  computer  industry 
progresses,  and  things  get  outdated. 
But  the  new  hardware  doesn't  brighten 
your  day  like  new  hardware  used  to. 

Right  now,  I  can  run  any  IBM-compat- 
ible program  at  speeds  that  don't  create 
inconvenience.  I  have  multimedia  and 
"edutainment"  to  my  heart's  content. 
And  I  can  do  calculations  correctly  (un- 
like some  other  machines  I  know).  In 
my  opinion,  the  computer  market  is  at  a 
point  where  bigger,  better,  faster  won't 
be  bigger,  better,  and  faster  until  a  big- 
ger, more  impressive  advancement 
comes  along. 

Zack  Michaelson 
Winston-Salem,  N.  C. 


FDA  DELAYS  HURT  MORE 

THAN  JISTRISINESS  

From  his  "Reality  Check"  (Up  Front, 
Dec.  12),  it  is  evident  that  John  Carey 
has  not  adequately  contemplated  the 
impact  of  Food  &  Drug  Administration 
delays  on  the  availability  of  treatment 
advances  for  patients  and  on  the  pros- 
pects for  the  health  of  medical  research 
and  development. 

His  statement  that  fda  approval  is 
desirable  from  a  marketing  perspective 
demonstrates  a  failure  to  understand  that 
the  principal  goal  of  both  physicians  and 
health-care  manufacturers  is  to  improve 
health  and  avert  suffering  as  promptly 
and  effectively  as  we  can.  His  aids  exam- 
ple obscures  multiple  real  problems. 

A  case  in  point:  An  FDA-instigated, 


WHAT  PRICE  DRUG  SAFETY? 

"Patients  in  [other]  countries  receive 
benefits  of  new  treatments  much  earlier 
than  we  do." 


several-year  delay  in  the  approval  of 
transvenous  implantable  defibrillators 
for  preventing  cardiac  arrests  caused 
by  ventricular  fibrillation  has  resulted  in 
numerous  patients  being  unnecessarily 
subjected  to  open-heart  operations,  with 
the  inevitable  risks  and  mortality. 

Compare  clinical  outcomes  in  the  U.  S. 
with  developed  countries  where  the 
time  for  regulatory  evaluation  of  new 
products  is  typically  many  years  short- 
er. There  are  no  current  examples  of  di- 
minished patient  safety  as  a  result  of 
more  efficient  regulatory  assessment  in 
either  Canada  or  Western  Europe.  And 
patients  in  those  countries  receive  the 
benefits  of  new  treatments  much  earli- 
er than  we  do,  even  though  in  many  cas- 
es the  treatments  were  actually  devised 
by  U.  S.  physicians  and  corporations. 

Dr.  David  G.  Benditt 
Professor  of  Medicine 
University  of  Minnesota 
Minneapolis 

As  the  FDA  proves  new  products 
are  safe  and  effective,  many  devices 
with  future  possible  diagnostic  impli- 
cations will  never  be  used.  Small  com- 
panies, such  as  ourself,  will  not  sell 
a  new  product  that  generates  $3,000 
to  $5,000  per  year  if  we  have  to  pay, 
up  front,  $10,000  to  $20,000  to  get  it 
approved  by  a  bureaucratic  FDA. 

Donald  A.  Jorgensen 
Kent  Laboratories  Inc. 
Redmond,  Wash. 

Your  Reahty  Check  is  typical  of  some- 
one who  has  never  needed  a  new  treat- 


ment or  participated  in  a  new  dru 
study.  If  someone  has  advanced  Alz 
heimer's  disease,  is  given  a  drug  alread. 
shown  to  be  safe  (keeping  in  mind  tha 
nothing  can  be  guaranteed  100%  safe] 
and  the  person  shows  a  complete  recov 
ery  within  days — that's  good  enough  fo 
me.  To  approve  all  treatments  the  sam 
way  is  unfair  to  people  who  need  an 
are  willing  to  take  a  chance  vdth  a  ne^ 
treatment  in  a  controlled  manner. 

William  Blaze 
Walworth,  N. 

NATIONSRANK: 

TO  TIE  OR  NOT  TO  TIE  

We  are  quoted  in  the  business  wee 
ailicle  "NationsBank:  An  excess  of  zeal? 
(Finance,  Nov.  28),  and  we  are  disaf 
pointed.  Many  of  the  quotations  are  ina( 
curate  and  out  of  context.  Additionall; 

comments  that  would  signi: 
icantly  change  the  tone  of  th 
article  were  omitted. 

Contrary  to  what  the  art 
cle  attributes  to  us,  we  d 
not  beheve  there  was  any  tj 
ing  or  coercion  on  the  pai 
of  NationsBank  in  conne( 
tion  with  our  industrial  revenue  bon 
issue  or  our  discussions.  In  fact,  we  e> 
plicitly  stated  there  was  no  tying:  "N 
one  at  NationsBank  ever  stated  that  is 
suance  of  their  letter  of  credit  was  cor 
tingent  upon  them  acting  as  bon 
agent — we  know  there  is  no  tying." 

What  appear-ed  in  print  is  not  wh£ 
we  intended  to  say  or  actually  believe 
Tyler  N.  Crafto 
Senior  Vice-Presider| 
Lynn  F.  Howari 
Vice-President  for  Financjf 
Consolidated  Engineering  C 
Atlant 

Editor's  note:  Our  reporter's  yiotes,  base 
on  two  interviews,  are  dear  on  this  poin 
They  do  not  show  Crafton  and  Howar 
denying  that  the  incideyit  was  tying  an 
do  show  them  say  ing  tlmt  tliey  were  heat 
ily  pressured  by  NationsBank.  Based  o 
that,  and  other  information,  we  stand  b 
our  story. 


HOW  TO  REACH  BUSINESS  WEEK 

LEnERS  FOR  READERS  REPORT 

All  letters  must  include  an  address  and  daytime  and 

evening  phone  numbers.  We  reserve  ttie  rigtit  to  edit 

letters  for  clarity  and  space. 

Mail:  Business  Week,  1221  Avenue  of  ttie  Americas, 

39tti  floor,  New  York.  NY  10020 

Fax:  (212)  512-4721 

Internet:  bwreader@mgfi.com 

SUBSCRIBER  SERVICES 

For  individual  subscriptions,  corporate  subscriptions, 
renewals,  ctianges  or  problems,  and  single  copies. 
Phone:  (800)  635-1200  or  (609)  426-7500 

COPYRIGHT  PERMISSIONS 

Before  quoting  or  reproducing  editorial  material. 
Phone:  (212)  512-3396 
Fax:  (212)  512-4938 


14  BUSINESS  WEEK  /  JANUARY  9,  1995 


setter  From  Flight  1268 


IRLINE  SAFETY:  THE  VIEW 
ROM  THE  COCKPIT 


't  didn't  take  long  for  my  nerves  to 
act  up.  As  I  listen  to  the  preflight 
.briefing  for  United  Airlines  Flight 
18,  Captain  Hank  Krakowski  casually 
,es  that  a  cloud  ceiling  has  settled  at 
)  feet  above  Chicago's  O'Hare  Intei-- 
;ional  Airport  and  that  it  might  be 
)wing  by  the  time  the  Boeing  737-300 
nbles  down  the  runway  Atlanta- 
ind  at  6:50  a.m. — one  hour  away.  To 
i  to  my  jitters,  First  Officer  Alan 
iwford  points  out  that  conditions  are 
rse  in  Atlanta:  a  cloud  ceiling  of  400 
t  with  fog.  I  gulp.  Should  we  even 
itemplate  flying  under  such  condi- 
tis?  Is  it  too  late  to  go  back  home  and 
wl  into  bed?  "Don't  worry,"  Krakow- 
assures  me  cheerily.  "We  can  bring 
!  plane  in  as  long  as  we  can  see  the 
mnd  50  feet  before  landing." 
Uh-huh.  A  55-ton  jet  plane  traveling 
more  than  200  mph,  carrying  128  peo- 
and  more  than  12,000  pounds  of  ex- 
sive  aviation  fuel?  I'm  finally  fulfilling 
felong  dream  of  sitting  in  the  "jump 
it" — the  chair  behind  the  captain  and 
)ilot — to  experience  what  flight  is  like 


from  the  vantage  point  of  the  cockpit. 
But  now  I'm  not  so  sure.  The  issue  on 
which  I  justify  this  reporting  trip — air- 
line safety — has  become  all  too  real.  In 
September,  a  usAir  737 — similar  to  the 
one  I'm  on — careened  6,000  feet  into  a 
hillside  outside  Pittsburgh,  killing  the 
132  people  on  board.  That  was  quickly 
followed  by  two  fatal  American  Eagle 
accidents,  including  one  just  90  miles 
from  here  in  Roselawn,  Ind. 

A  trip  in  the  cockpit  is  an  education  in 
flight  safety.  I've  been  up  since  before 
dawn.  When  I  arrived  at  United's  flight 
operations  center  at  O'Hare  at  5:50,  the 
cockpit  crew  was  ah*eady  at  work.  Kra- 


We're  making  our 
approach — then  the 
visual  display  of  the 
runway  goes  blank 


"WE  TRUST 
NOTHING":  United's 
Krakowski  gives 
Kelly  a  tour 

kowski,  who  has 
flown  aircraft  of  one 
sort  or  another  for 
24  years,  led  me 
through  a  maze  of 
busy  offices  a  floor 
below  the  C  Con- 
course. We  proceed- 
ed to  a  room  fllled 
with  pilots  where  he 
Mnd  Crawford  pored 
I  iver  weather  charts, 
examined  the  day's 
flight  path,  and  stud- 
ied a  printout  detail- 
ing our  plane's  me- 
chanical history. 

Because  of  the 
poor  visibility,  Kra- 
kowski immediately 
requested  more 
fuel — in  case  we  had 
to  circle  Atlanta.  The 
only  other  concern 
was  clouds  above 
Tennessee  that  might  cause  tui'bulence. 
Pilots,  Ki'akowski  explained,  aren't  both- 
ered by  snow  or  clouds — only  thunder- 
storms. "Flying  through  one  of  those  can 
cause  structural  failure,"  he  intones. 
Translation:  A  thunderstorm's  shifting 
winds,  lightning,  and  extreme  tempera- 
ture changes  can  rip  a  plane  apart.  "We 
avoid  them,"  he  deadpans. 
ICY  WINGS.  As  we  entered  the  cockpit  30 
minutes  before  flight,  Krakowski  and 
Crawford,  a  former  Air  Force  pilot  who 
once  flew  U2  spy  planes,  began  prepar- 
ing for  flight  following  a  highly  stan- 
dardized set  of  procedures.  There 
seemed  to  be  a  strict  routine  for  every- 
thing, including  eating  breakfast  in  the 
cockpit.  To  start,  the  plane  generators 
are  turned  on,  cabin  pressurization 
checked,  collision  avoidance  system  test- 
ed, and  so  on,  using  the  same  order  on 
every  mission  to  avoid  mistakes.  Noth- 
ing is  left  to  chance:  There  are  six 
checks  during  the  flight — before  pushing 
back  from  the  gate,  before  takeoff,  after 
takeoff,  while  descending,  just  before 
landing,  and  after  arriving. 

As  we  prepare  for  takeoff,  a  wet  snow 
is  falling,  and  ice  is  the  big  wony.  About 
20  minutes  before  departing,  our  plane  is 
de-iced  with  the  new  Type  2  fluid,  which 
is  supposed  to  keep  the  wings  ice-free 
longer  because  it  isn't  as  water  soluble. 
Krakowski  and  Crawford  open  the  side 
windows — which  function  as  the  cockpit 
escape  route  in  a  crash — and  scan  the 
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Letter  From  Flight  1268 


CHICAGO 


wings  at  least  three  times  to  be  sure  no 
snow  has  accumulated.  Ice  reared  its 
ugly  head  again  on  our  return  flight — 
at  7,000  feet,  during  our  descent.  Kra- 
kowski  used  a  system  that  heats  the 
wings  and  engines  to  prevent  buildup. 

Despite  the  snow  and  low  clouds,  our 
takeoff  goes  smoothly.  Once  airborne, 
our  cramped  cockpit  (6  feet,  6  inches 
high  by  8  feet  wide — and  cold, 
thanks  to  uncarpeted  steel  floors) 
turns  into  a  computer  junkie's 
dream.  A  digital  map  charts 
our  progress  to  Atlanta 
against  the  flight  plan,  and 
constantly  checks  to  make 
sure  the  pilots  are  on  course. 
A  collision  avoidance  system 
displays  the  altitude  of  the 
few  planes  in  our  vicinity  and 
can  suggest  evasive  action 
should  one  wander  too  close. 
And  a  flight  data  system  spits 
out  information  on  Atlanta's 
worsening  weather,  provided  by 
personnel  back  at  United's  Elk 
Grove  Village,  111.,  headquarters. 
The  pilots  begin  to  discuss  the 
possibility  of  a  rare  autopilot  land- 
ing while  monitoring  a  steady 
stream  of  instructions  from  air 
traffic  controllers  along  the  way. 

Best  of  all,  if  any  of  the  systems 
should  shut  down,  there  are  back- 
ups that  provide  the  same  data. 
This  came  in  handy  during  our  re- 
turn from  Atlanta.  Banking  left  in 
cloud  cover  at  5,000  feet,  our  flight 
director,  a  visual  display  that 
shows  pilots  whether  they  are 
correctly  lined  up  with  the  run- 
way, temporarily  went  blank. 
Though  my  heart  stopped,  Kra- 
kowski  and  Crawford  soldiered 
on,  relying  on  two  other  gauges 
which  provide  the  same  data,  just 
not  in  graphic  form.  I  didn't  find 
out  about  these  displays  until  af- 
ter we  had  landed. 

Of  course,  the  primary  backup 
is  the  human  eye.  Before  ascend- 
ing to  the  cruising  altitude  of 
35,000  feet  on  the  return  to  Chi- 
cago, the  pilots  look  out  the  win- 
dow to  confirm  that  a  jet  has 
passed  overhead — even  though 
the  collision  system  registered  its 
passing.  And  during  our  35-min- 
ute  layover  in  Atlanta,  Krakowski 
and  I  walk  around  the  plane,  check- 
ing for  cracks  or  ripples  in  the  steel 
and  for  hydraulic  leaks,  any  of  which 
can  doom  the  aircraft.  Computers  might 
have  provided  the  information,  but  says 
Krakowski:  "We  trust  nothing." 

Conditions  en  route  to  Atlanta  dic- 


tate that  we  rely  on  technology  to  an 
extraordinary  degree.  As  soon  as  we 
reach  our  500-mph  cruising  speed  on  our 
600-mile  journey,  we  start  hearing  air- 
traffic  reports  about  a  low  cloud  cover  at 
Atlanta's  Hartsfield  International  Air- 
port that  is  forcing  planes  to  abandon 
landings  there.  And  40 
minutes  into 


CAPTAIN'S  LOG: 
CHICAGO  TO  ATLANTA 


6:40  A.M.:  As  we  prepare 
for  takeoff,  snow  begins  to 
fall.  Pilots  see  that  plane  is 
de-iced.  They  open  side  win- 
dows to  see  that  the  snow 
isn't  sticking  to  the  wings. 


7:31:  After 
holding  at 
20,000  feet 
for  traffic,  we 
are  cruising  at 
33,000.  Because 
Knoxville  is 
engulfed  by  fog,  our 
alternate  airport  is 
switched  to 
Birmingham. 


7:45:  Pilots  start 
checking  fuel  and 
talking  about  how 
much  it  would 
take  to  reach 
Birmingham 
should  we 
have  to 


divert. 


8:06:  Weather  has 
grown  worse  in  Atlanta. 
Planes  are  stacking  up,  so 
we  slow  down  and  pilots 
start  plotting  when  to 
divert,  should  fuel  be- 
come low.  / 


■ 

« 


8:18:  Plane  is  being 
buffeted  by  turbu- 
lence. ATC  has  told 
us  to  enter  a  holding 
pattern.  Pilots  have 
done  more  fuel 
calculations  (by 
hand)  and  decide 
to  land  using  the 
autopilot,  a  very 
rare  event.  • 


8:39: 

Descending 
into  the 


* 

* 

•  clouds  for  final 
^  approach.  Con- 

•  tact  the  tower  to 

•  confirm  autopilot 
^   approach.  Pilots  redo 

•  fuel  calculations 

•  again.  Call  out  land- 
'  ing  checklist.  Landing 
I  gear  lowered. 


ATLANTA 


BIRMINGHAM 


the  flight  we  learn  that  Knoxville  is  coi 
pletely  fogged  in,  so  we  must  switch  oi 
alternate  landing  site  to  Birminghai 
Ala.  That  causes  a  flurry  of  calculatir 
by  the  crew  to  determine  how  much  fu 
it  would  take  to  reach  Birminghar 
Then  comes  the  bad  news:  20  minut' 
before  our  scheduled  landing,  we're  to 
to  circle  at  24,000  feet  and  are  warn( 
that  we  may  be  there  for  up  to  30  mi) 
utes.  The  pilots  start  calculating — I 
hand — how  long  they  can  wait  and  st 
have  fuel  enough  to  make  Birminghaii 
Fortunately,  after  10  minutes,  we'i 
cleared  to  start  our  approach. 

Now  my  heart  really  begins  to  be 
faster.  Because  visibility  is  so  poc: 
Krakowski  has  decided  to  go  ahes 
with  the  autopilot  landing.  "You'; 
lucky,"  he  says.  "We  hardly  ever  ( 
this."  How  lucky  do  I  feel?  Not  vei 
Krakowski  says  pilots  average  abo 
one  weather-related  autopilot  landii 
a  year,  but  assures  me  that  pilots  tra 
for  them  often. 

WELCOME  LIGHTS.  Krakowski  star 
by  plugging  the  landing  strip  coorc 
nates  into  the  system,  even  thouj 
the  plane  is  guided  by  a  radio  signal 
the  end  of  the  runway.  My  nervoU; 
ness  is  piqued  by  the  air  traffic  co 
trollers  who  are  barking  orders 
planes  buzzing  around  Atlanta 
crowded  skies.  As  we  descer 
through  clouds,  the  cockpit  gro\ 
darker.  The  crew  lowers  the  Ian 
ing  gear  and  wing  flaps.  The  engii 
thrust  and  yoke  move  eerily  ( 
their  own,  controlled  by  compu 
ers,  though  Krakowski  rests  h 
hands  on  the  controls,  prepared 
take  over  if  need  be.  With  600  fe 
to  go  and  clouds  obscuring  tl 
runway,  I  can  only  hope  we're 
target.  Seconds  later,  miy  praye 
are  answered — flashing  ligh 
appear  straight  ahead  as  tl 
clouds  part. 

No  cloubt  I  feel  safer  for  t 
experience,  no  small  matter 
me.  I've  been  a  nervous  flier  f 
more  than  a  decade,  after 
flight  I  was  on  plunged  1,0' 
feet  in  an  air  pocket  as  we  d 
scended  for  landing.  Since  the 
I  haven't  been  able  to  sleep 
the  eve  of  a  flight.  But  knowii 
that  the  guys  (and  women)  i 
front  are  as  manic  about  safe 
as  I  am  helps.  Despite  the  nerv 
wracking  headlines,  the  folks  ba 
in  the  cabin  might  rest  easier,  too 
they  saw  what  I  saw  in  the  cockp 
KEVIN  KEL 

Chicago  correspondent  Kelly  used 
cover  airlines. 
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Nicholas -Applegate  HAS 

TURNED  THE  WORLD  UPSIDE  DOWn! 


You'd  be  surprised  at  all  the  good  thnigs  you  can  tmd 
when  you  turn  the  world  upside  down  and  give  it 
a  good  shake.  That's  why  Nicholas-Applegate  takes  a 
"bottom-up"  approach  to  global  investing  — an  approach 
that  focuses  on  the  growth  prospects  of  individual 
companies,  rather  than  on  economic  trends. 

We  vigorously  shake  up  the  financial  data  on  over 
24,0(J()  companies  worldwide  to  remove  the  distortions 
caused  by  accounting,  tax  and  cultural  differences.  This 
allows  us  to  compare  the  world's  top-ranked  companies 
to  each  other  regardless  of  what  country  or  industry 


they  are  in... and  choose  those  we  think  are  best  tor 
our  Worldwide  Growth,  International  Growth,  and 
Emerging  Countries  mutual  tunds. 

In  this  right-side  up  world,  you  may  find  it's  more 
profitable  to  turn  things  upside  down  for  a  change. 
To  find  out  more  about  our  international  funds,  please 
call  us.  We'll  send  you  a  fict  kit  with  a  prospectus 
containing  more  complete  intormation  about  charges, 
expenses  and  the  risks  associated  with  gk4^al  investing 
(including  political  and  currency  risks)  to  read  carefully 
before  you  invest.  Call  today  1-800-551-8043. 


Nicholas 


Applegate"  mutual  jund^ 


Nicholas-Applegate  Securities,  Distributor  600  West  Broadway,  30th  Floor  San  Diego,  CA  92101 
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Enough  about  employee 
benefits.wiiat  about 
employer  benefits? 

Virginia  manufacturers  pay 
the  lowest  worlcers  compensation  rates 

in  the  country. 

Virginia  is  the  northernmost  right-to-worlc 
state  in  the  country 

Virginia's  corporate  income  taxes 
haven't  increased  since  1972. 

Virginia  has  been  named  the  best  fiscally 
managed  state  in  America! 

80%  of  the  U.S.  market  is  located  within 
500  miles  of  Virginia. 

Virginia 

The  BonoM  Line  State 


For  more  information  contact:  Wayne  Sterling,  CED,  Director,  Virginia  Department 
of  Economic  Development,  P.O.  Box  798,  Richmond,Virginia,  23206-0798,  1-804-371-8202. 

"^Finanaal  World.  "The  State  of  States"  ranking.  May  12. 1992;  May  15,  1993. 
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WELL'S  REVENGE 
;  1984  Palimpsest 

Peter  Huber 

e  Press -SyApp*  $22.95 


VHY  BIG  BROTHER 
SN'T  WATCHING  YOU 


""^  ver  since  George  Orwell's  1984- 
appeared  in  1949,  there  has  been 
_U  no  forgetting  its  searing  vision  of 
ncious,  totalitarian  state  that  uses 
ihnology  to  maintain  a  vise-grip  on 
izens'  thoughts.  The  infamous  year 
ly  now  be  a  decade  past,  American 
mocracy  intact,  and  Soviet-style  com- 
inism  all  but  gone.  But  198^,  like  Or- 
U's  name,  retains  its  power  as  an  em- 
am  of  technological 
rusion.  It's  fascinating 
wonder  what  Orwell's 
il  Big  Brother  might  ac- 
mplish  with  today's 
panding  array  of  com- 
ter  networks,  Infi) 
ghways,  "smart  cards," 
^  satellites,  artificial  in- 
ligence,  and  miniatur- 
d  video  cameras. 
Actually,  very  little, 
^es  Peter  W.  Huber  in 
;  intriguing  and  stylisli 
w  book,  OrwelVs  Re- 
ige:  The  1984  Palimp- 
d.  We  have  nothing  to 
ir  from  technology,  says  Huber — at 
ist  not  so  long  as  free-market  forces, 
ther  than  government,  determine 
w  the  technologies  get  used.  A  sen- 
■  fellow  at  the  Manhattan  Institute 
•  Policy  Research,  a  conservative 
nk  tank,  Huber  seeks  to  discredit 
t  only  198i  but  also  Orwell  as  a 
nker  and  every  aspect  of  the  social- 
ti  in  which  he  believed. 
Huber  begins  by  reminding  us  how 
avily  1984's  Party  members  depend- 
on  the  "telescreen"  to  maintain  their 
Id  on  the  populace,  then  points  out 
w  technically  flawed  that  idea  is.  Or- 
•ll's  telescreen  is  a  TV-like  box  in- 
lUed  in  every  room  in  Airstrip  One 
!ad  postwar  Britain)  that  the  Party 
es  both  to  beam  propaganda  to  the 
ales  and  to  keep  an  eye  out  for  any 
;ns  of  subversion.  In  fact,  television 


ORWELL'S 
REVENGE 

THE1984PALIMPSEST 


HUBER 


was  just  becoming  popular  when  Or- 
well wrote  his  dark  satire,  and  many 
fellow  Britons  misunder-stood  the  new 
gizmo  as  being  able  to  observe  their 
most  intimate  moments.  While  ac- 
knowledging Orwell's  writing  genius, 
Huber  argues  that  such  a  surveillance 
network  would  be  impossible  to  main- 
tain and  operate — especially  in  the 
world  of  1984,  where  the  masses  are 
kept  ignorant  and  besot- 
ted with  Victory  Gin.  The 
network  would  require 
not  only  qualified  techni- 
cians but  also  countless 
sober  citizens  to  monitor 
their  fellows. 

And  if  the  telescreens 
don't  work,  says  Huber, 
then  the  rest  of  Orwell's 
vision  falls  apart,  too.  Or- 
well conceived  of  his  tele- 
screen network  as  being 
under  the  Party's  sole 
control — much  the  way 
the  British  Broadcasting 
Corp.,  where  he  had  re- 
cently worked,  served  as  the  wartime 
mouthpiece  for  the  British  government. 
But  today's  Internet,  a  global  electron- 
ic-mail network,  and  the  500-channel 
Info  Highway  envisioned  for  the  future 
show  that  deregulated  communications 
markets  actually  enhance  democracy 
by  allowing  an  unlimited  multitude  of 
ideas  to  circulate,  says  Huber.  If  people 
don't  like  what  they  see  on  TV,  they 
can  change  channels.  On  the  Internet, 
they  can  even  create  their  own  "chan- 
nel," or  discussion  group,  to  serve  any 
community  that  shares  an  interest.  And 
things  will  only  get  better,  Huber 
writes,  if  new  communications  and 
computing  technologies  dissolve  the 
remnants  of  IBM's  and  at&t's  old 
monopolies. 

Huber  goes  about  his  flaying  of  Or- 
well in  a  rather  ingenious  and  fitting 


way.  To  create  his  palimpsest  (a  "writ- 
ing material  used  one  or  more  times 
after  earlier  writing  has  been  erased"), 
he  first  scanned  Orwell's  novels,  essays, 
letters,  and  even  wartime  radio  tran- 
scripts into  a  PC — with  198^  consum- 
ing exactly  590,463  bytes  of  memory. 
This  let  him  quickly  search  Orwell's 
oeuvre  for  early  expressions  of  ideas, 
descriptions  of  particular  scenes,  even 
figures  of  speech  that  later  show  up  in 
198Jt  and  elsewhere — connections  he 
uses  to  expand  his  critique  to  the  whole 
of  Orwell's  thinking. 

Then,  Huber  composes  his  own  book 
as  a  clever,  contrapuntal  mix  of  fiction 
and  essay.  His  computer  searches 
turned  up  many  instances  where  Or- 
well's thinking  contradicted  what  he 
eventually  propounded  in  198^.  Using 
these  passages  and  other  colorful  bits  of 
Orwell's  writing,  Huber  constructs  a 
sequel  involving  a  character  called  Eric 
Blair  (Orwell's  given  name)  and 
O'Brien,  1981^'?.  torturer-antagonist.  He 
has  O'Brien  discover  Orwell's  wrong- 
headed  thinking  and  find,  for  instance, 
that  some  phone  phreaks  have  quietly 
liberated  the  telescreen  network.  Al- 
ternating with  episodes  of  this  story  is 
Huber's  computer-aided  analysis  of  Or- 
well's thought,  served  up  as  a  lucid  but 
extremely  critical  essay  backed  by  79 
pages  of  notes  and  citations. 

Is  198Jt  hereby  relegated  to  the  mem- 
ory hole,  its  vision  and  author 
thoroughly  discredited?  Hardly,  for  as 
clever  as  Huber  is,  he  focuses  his  attack 
quite  narrowly.  Indeed,  he  has  used 
Orwell  simply  as  a  foil  against  which 
to  rhapsodize  over  free-market  capital- 
ism as  it  applies  to  the  telecommuni- 
cations business.  Huber  is  well  known 
in  that  industry  for  The  Geodesic  Net- 
work, a  lengthy  white  paper  advocating 
total  deregulation  of  the  national  net- 
work and  all  its  services,  which  has 
shaped  policy  debate  since  it  was  pub- 
lished in  1987. 

Clearly,  as  Huber  insists,  there  are 
more  choices  than  ever  on  our  tele- 
screens, whether  we  call  them  TVs  or 
PCS.  On  the  other  hand,  even  as  the 
ethers  fill  with  information,  there's  rea- 
son to  question  whether  a  free  market 
in  telecommunications  will  bring  liber- 
ating benefits  to  the  masses.  Most  dis- 
cussions of  the  Info  Highway  now  cen- 
ter on  using  it  as  an  ultra-efficient  sales 
and  marketing  channel— useless,  it 


iUBER  SAYS  THAT  HIGH  TECH,  FAR  FROM  BEING  AN 
DRWELLIAN  THREAT,  ACTUALLY  SPURS  DEMOCRACY 
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ON  A  FRIDAY. 


DO  YOU 


KNOW 


WH  E  RE 


YOUR 


O  Relax.  If  you're  CareLine,  Inc.,  you  know  where  all  your  ambulances  are.  At  every  moment.  Right  down  to 
the  nearest  intersection.  Thanks  to  a  revolutionary  new  tracking  system  made  possible  by  a  distributed  computing 
solution  using  Microsoft*  products.  O  CareLine  is  a  top  provider  of  emergency  medical  services  in  the  U.S. 

I! 

They  needed  an  efficient,  cost-effective  way  to  respond  to  a  growing  number  of  emergency  calls.  The  solution?  f 

i 

O  A  computer-aided  9  1 1  dispatch  system,  built  by  AmencanTriTech,  a  Microsoft  Solution  Provider  On  a  foundation 
of  Microsoft  products,  including  Windows  NT'"  Server,  part  of  the  Microsoft  BackOffice  family  O  The  new  system 
enables  CareLine  dispatchers  to  pinpoint  ambulances  by  satellite.  So  the  right  vehicle  goes  to  the  right  place  in 
the  shortest  amount  of  time.  Lives  are  saved.  Along  with  money  O  Walter  Arndt  is  Senior  V.R/C.I.O,  at  CareLine: 
"We've  shortened  response  times  while  cutting  costs,  and  our  people  are  working  more  efficiently  on  a  system 
that's  incredibly  easy  to  use.  With  lower  hardware  costs  and  shorter  training  time,  this  system  is  25  percent  less 
expensive  to  purchase  and  maintain  than  other  computer-aided  dispatch  systems  on  the  market."  O  To  get  more 
information  on  how  Microsoft  can  help  you  gam  business  advantage  using  computers,  call  (800)  437-3  I  I  9,  Dept.  E4V. 

JLANCE 


Miciosoft 


WHERE  DO  YOU  WANT  TO  CO  TODAY?" 


©  1 994  Microsoft  Corporation,  All  nghts  reserved  Microsoft,  Where  do  you  wont  to  go  todoy',  and  Windows  NT  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countnes 


YOUR  OPPONENTS  SPAN  THE  GLOBE. 

And  the  competition  is  only  going  to  get  tougher.  You've  seen  the 
winners  use  strategic  standardization  management  and  contormity 
assessment  to  engineer  sc;me  pretty  dynamic  husiness  solutions.  Now, 
you  can  know  what  they  know:  "Gainiiig  a  Competitive  Edge  in 
Glohal  Markets"  is  the  conference  where  you  can  learn  from  the 
winners  how  these  strategies  can  work  tor  yon.  You'll  also  henefit 
from  sessions  dealing  with  the  latest  developments  in  Emimmmeiital 
Management,  Healthcare  Informatics,  the  Information  Sulierhighway 
and  the  recent  changes  tor  Military  Specifications. 


'95  CONFERENCE 

W-A-S-H-l-N-G-T-O-N 

MARCH  23  &  24 

You  must  be  there. 


D  •  C 


To  register  and  tor  more  intormation  cal 

1'800'417'0348 
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EARN  MATCHING  MILES^ 

EVERY  TIME  YOU  FLY. 
ENROLL  TODAY  AND  GET 

2500  BONUS  MILES. 

OVER  300  TRAVEL  AQENCIES  AND 

$1  BiLLlON  SALES  VOLUME. 
CALL  NOW  TO  REACH  YOUR  LOCAL 
TRAVEL  NETWORK  AGENCY: 

OWN  YOUR  OWN 
TRAVEL  AGENCY 
FRANCHISE 


COMPLETE  TURN-KEY 
5  WEEK  TRAINING  PROGRAM 
BUYING  POWER  AND  CLOUT 
BACKED  BY  A  $6  BILLICf ! 
TRAVEL  CO7300+  UNITS 
NO  %  ROYALTY 

,  CALL  1-800-669-9000 


Money  Making 
Discovery  For 
Sales  Executives! 

Imagine  finding  a  hidden  universe  with 
thousands  of  emerging  private  firms  where 
last  year  one  in  seven  expanded  employ- 
ment by  over  25%,  and  the  5,000  fastest 
growing  grew  by  an  average  of  23%  ... 
creating  502,000  new  jobs  and  the  need  for 
almost  every  kind  of  business  product  or 
service  -  everything  from  office  equipment 
to  disability  insurance  to  real  estate. 

A  little  known  sales  tool  that  tracks 
these  companies  is  making  money  for  sales 
executives  who  use  it.  Called  the 
CORPTECH  DIRECTORY,  it's  the  only 
resource  available  that  uncovers  America's 
emerging  sector  of  technology  manufac- 
turers. Think  of  it!  While  most  of  the 
economy  is  hurting,  these  companies  are 
growing.  CorpTech  gives  you  their  names, 
geographic  location,  growth  rates  for  each 
company,  plus  names,  tides,  and  respon- 
sibilities of  their  1 1 1,000  key  executives. 

"Great  investment  ...  made  money  by 
quickly  and  easily  identifying  customers  for 
specific  products,"  Mike  Mueller,  Manager, 
Mitsubishi. 

Free  fact  kit  shows  20  money-making 
ways  this  sales  tool  can  revitalize  your  sell- 
ing efforts.  Call  1-800-333-8036  or  mail 
name  and  address  to  CorpTech,  DeptBSW, 
12  Alfred  Street,  Wobum,  MA  01801. 
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would  seem,  to  those  who  can't  afford 
connection  or  lack  the  skills  to  mak 
use  of  it.  In  the  meantime,  Orwel 
book  remains  as  artful,  disturbing,  am 
demanding  of  our  attention  as  ever. 

BY  JOHN  W.  VERIT 
Verity  is  Information  Managemen 
editor. 


BOOK  BRIEF 


MONSTER  TRUCKS  AND  HAIR-IN-A  CAN 

By  Bill  Geist 

Putnam  •  223pp  •  $21.95 

LAND  OF 
THE  LOWBROW 

Mary  Hart,  a  self-described  "broad 
cast  journalist,"  co-anchors  one  o 
America's  most-watched  TV  shows,  En 
teriainment  Tonight.  The  secret  of  her- 
and  ET^s— success?  Her  legs!  For  years 
legions  of  male  viewers  have  tuned  in  t 
gawk  at  them,  and  she  obliges  with  th 
Mary  Hart  Leg  Cross — left  over  right 
toe  pointed.  "Are  they  teaching  that  a 
the  Columbia  Journalism  School?"  won 
der-s  Bill  Geist  in  Monster  Trucks  an 
Hair-in-a-Can:  Who  Says  Americ 
Doesn't  Make  Anything  Anymore? 

These  days,  who  knows?  After  al 
writes  Geist,  this  is  the  Age  of  Amuse 
ment,  defined  "by  peoples'  need ...  to  b 
constantly  entertained."  The  book  is  a 
amusing  voyage  through  the  largel 
fringe  vocations  born  during  this  epocl 
We  meet  the  musclemen  who  do  battl 
on  American  Gladiators,  the  cable-T 
kingpin  who  operates  the  Fish  Channe 
and  the  mechanic  who  builds  the  mon 
ster  trucks  that  crush  autos  for  sport- 
a  "sport"  that  draws  15  to  20  millio 
American  spectators  annually. 

Perhaps  the  best-wrought  portrait  i 
that  of  Jim  Reid,  "the  used  golf  ball  kin 
of  Florida,"  who  forsook  a  $250-a-wee^ 
job  at  Disney  World  to  dive  into  lakes 
retrieve  golf  balls,  and  sell  them.  By  th 
time  Geist  meets  Reid,  his  company  i 
grossing  $1  million,  and  Reid  is  relaxini 
on  his  yacht  while  his  minions  keep  div 
ing  to  satisfy  America's  craving  fo 
cheap  golf  balls. 

Geist,  a  CBS  Sunday  Morning  corre 
spondent,  delivers  enough  chuckles  ti 
keep  the  pages  turning.  However,  thi 
quality  of  these  pieces  varies  widelj 
and  a  few  of  them  stretch  on  far  to* 
long.  Still,  if  you  ever  daydream  abou 
changing  jobs,  read  Monster  Trucks 
There  are  more  possibilities  than  yoi 
ever  imagined. 

BY  KEVIN  KELL 


Big  pLin.s  can  start  at  fifty.  Or  forty-five.  No  rocker  on  tlie  porcfi;  no  fisfiing  on  tlie  lafte. 

Xliere's  sonietliintf  you've  wanted  to  do  afl  your  fife.  A  second  career.  For  you,  tomorrow 
isn't  alf  tfiat  far  a\\   \.  It  starts  long  fiefore  your  pension  or  sociaf  .security  luck  in. 

Equitafjfe  can  i.  Ip  make  it  liappen.  Witli  an  array  of  mutual  fiuid-s,  variable  annuities  and 
life  insurance  —  ideas  ■.    lielp  you  plan  tlie  future  —  some  tliat  even  lielp  defer  taxes. 

To  find  out  more  ab  uit  tliese  products,  including  charges  and  expenses,  ask  your  agent  for 
a  prospectus.  Be  sure  to  r  ad  it  carefully  before  you  invest  or  pay  money. 

And  do  it  soon.  Because  some  tilings  you  just  liave  to  do  for  yourself.  For  tomorrow. 


)[Dpany,  New  York,  NY,  which  are  subsidiaries  of  Equitable.  Mutual  furrds,  variable  annuities  and  variable  life  insurance  are  distributed  through  Equico  Securities,  Inc.  (Equicol,  New  York,  NY,  and  are  offered  by  prospectus  only.  GE-94-188 
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Technology  &  You 


EDITED  BY  STEPHEN  H.  WILDSTROM 

CD-ROMs:  A  MUST 
FOR  THE  OFFICE? 


What's  round,  noisy, 
and  should  proba- 
bly be  found  in 
more  offices? 

A  CD-ROM.  Drives  that  read 
these  high-capacity  disks 
have  become  standard  ecjuip- 
ment  on  personal  computers 
sold  for  home  use,  and  one 
major  mail-order  vendor, 
Gateway  2000,  includes  a  CD- 
ROM  drive  on  all  desktop 
units.  But  the  drives  are  still 
rare  in  the  office.  Perhaps 
that's  because  cd-roms  ftrst 
won  wide  use  for  multi- 
media games.  I'm  not 
suggesting  that  you 
spend  your  working 
hours  playing  Mijst. 
But  I  do  think  it's 
time  you  considered 
putting  a  CD  player — 
and  audio  capability — 
on  your  desktop. 

The  most  obvious 
reason  for  adding  a  cd- 
ROM,  or  making  sure 
your  next  computer 
comes  with  one,  is  that 
it's  the  easiest  way  to  in- 
stall software.  Popping  one 
CD  into  the  drive  is  a  lot  less 
trouble  than  putting  in  one 
floppy  disk,  then  another,  a 
dozen  or  more  times  to  load 
a  typical  office-software  pro- 
gram onto  your  hard  disk. 
Cheap  and  easy  availability 
of  a  wealth  of  reference  mate- 
rials and  effective  new  mul- 
timedia computer-training 
materials  also  earn  cd-roms 
a  place  in  the  office. 
POKEY  PARADOX.  More  and 
more  software  is  turning  up 
in  the  CD  format.  And  pro- 
grams shipped  on  cd-rom 
generally  offer  some  sort  of 
bonus.  For  example,  the  CD 
version  of  Borland  Interna- 
tional Inc.'s  Paradox  data- 
base includes  an  extensive 


set  of  videos  that  use  narra- 
tion and  on-screen  animation 
of  the  program  to  teach  you 
how  to  use  the  software.  The 
disk  also  illustrates  multi- 
media limitations:  It  includes 
an  on-screen  version  of  the 
Paradox  documentation  that 
is  hard  to  read  and  painfully 
slow  to  use — even  on  a  fast 


Pentium-equipped  machine. 

Software  on  cd-rom  is  a 
convenience,  but  reference 
materials  offer  something 
special.  Finding  street  ad- 
dresses and  Zip  Codes  in  a 
distant  city  can  be  a  tedious 
chore.  SelectPhone  from  Pro 
CD  Inc.  (508  750-0055)  crams 
the  contents  of  every  U.  S. 
phone  book's  white  pages,  and 
then  some,  onto  five  CDs  for 
$160.  A  speedy  search  pro- 
gram (like  many  other  cd- 
roms,  SelectPhone  works  on 
both  Windows  machines  and 
Macs)  allows  you  to  search 
the  database  using  an  assort- 


ment of  variables,  including 
name,  street  address,  Zip 
Code,  or  phone  number.  A 
separate  volume  covers  Can- 
ada, and  if  you  need  regular 
updates,  subscriptions  are 
available. 

Other  offerings  cover  a 
vast  range.  Microsoft  Book- 
shelf, at  $65  for  a  Mac  or  for 
an  IBM-compatible  PC,  pro- 
vides a  full  set  of  desktop  ref- 
erence materials,  including 
dictionary,  thesaurus,  and  al- 
manac. At  the  other  extreme 
of  specialization,  government 
agencies  offer  data  ranging 
from  detailed  census  informa- 
tion to  the  federal  budget. 
Prices  vary  widely.  Contact 
your  nearest  Government 
Printing  Office  bookstore  for 
prices  and  availability. 
SOUND  ADVICE.  Training 
may  be  the  most  innova- 
tive use  of  the  new  medi- 
um. Educational  cd-roms 
from  Allegro  New  Media 
Inc.  (800  424-1992)  for 
Windows  word  processing 
(Microsoft  Word  and 
WordPerfect)  or  spread- 
sheets (Excel  and  Lotus 
1-2-3)  show  what  can  be 
done.  These  disks,  at 
around  $40  each,  let  you 
watch  and  listen  to  an 
animated  lesson. 
(Earphones  can  keep 
the  noise  under  con- 
trol  so  your  co- 
workers don't  start 
circulating  peti- 
tions in  protest.) 
Then,  with  just  the 
click  of  a  button,  load  a  file 
into  your  word  processor  or 
spreadsheet  to  practice  what 
you've  just  been  watching. 

You  can  add  a  cd-rom  play- 
er and  sound  card,  which  you 
will  need  for  Windows  multi- 
media applications,  for  as  lit- 
tle as  $200.  Unless  you're 
really  comfortable  with  the 
innards  of  a  PC,  get  a  drive- 
sound  card  package  to  avoid 
compatibility  problems.  As 
usual,  Macs  are  a  bit  more  ex- 
pensive and  a  lot  easier.  But 
whatever  you  own,  it's  time 
to  realize  that  CD-ROMs  and 
multimedia  are  not  just  for 
kids  anymore.  S.W. 


BULLETIN  BOARD 


SPEAKERPHONES 
VOICES  LOUD  AND  CLEAR 

Are  you  tired  of  huddling 
around  the  office  speaker- 
phone  for  teleconferences — 
and  then  sounding  like  a  ' 
swamp  creature  at  the  other 
end  of  the  line? 

At  $995,  the  SoundStatior 
from  Polycom  Inc.  (800  451- 
0995)  Is  a  pricey  but  elegan 
solution.  You  plug  j^^.. 
the  device  Into  a 
standard 


telephone  jack — any  line  | 
that  supports  a  modem  or  i 
facsimile  machine  will  do.  \ 
Use  the  dial  pad  to  place  or 
answer  a  call,  as  you  would 
with  a  normal  telephone, 
and  the  three  high-fidelity 
directional  microphones,  oni 
in  each  corner  of  the  sleek, 
triangular  unit,  pick  up 
voices  from  anywhere  In  a 
room.  Polycom  also  offers 
extension  mikes  for  large 
rooms. 

SOFTWARE 
INTERNET  ASSISTANT:  A  GIFT 

Free  software  from  Microsoft 
Corp.?  It's  true.  The  Redmond 
(Wash.)  giant  is  offering  the 
Internet  Assistant  for  Word  at 
no  charge.  The  program  con- 
verts documents  created  with 
Word  for  Windows  Into  the  Hy- 
pertext Markup  Language 
(html)  that's  used  on  the  Inter- 
net's World  Wide  Web.  Internet 
Assistant  can  also  let  you 
browse  through  the  Web.  Mi- 
crosoft says  copies  will  be 
available  for  downloading, 
probably  by  mid-January,  from 
its  Web  server. 


QUESTIONS?  COMMENTS?  techandu@mgti.com  on  Internet  or  fax  (202)  383-2125 
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PRESENTING  THE  EARTH'S  MOST 
IMPRESSIVE  SOURCE  OF  POWER 


AND  THE  SUN. 


Rising  over  hills  and  mountaintops  everywhere 
>  one  of  the  most  powerful  4x4  vehicles  under  the 
un.  Jeep  Grand  Cherokee. 

What  helps  make  this  vehicle  so  superior  is  that  it 
ontatns  the  only  V8  engine  cption  in  its  dass.*  Which,  in 
urn,  helps  give  it  the  greatest  towing  capacity  in  its 
lass.  Its  technologically  refined  5.2  litre  engine  is  home 
J  a  multi-point  fuel-injection  system  and  is  capable  of 
•reducing  220  horsepower.  That  translates  into  an 
mpressive  0-60  mph  in  8.1  seconds." 

There  is,  however,  a  brain  behind  all  this  brawn. 
^  feat  in  engineering  called  Qtiadra-Trac.®  It  gives  Jeep 
jrand  Cherokee  Limited  the  ability  to  read  road 


conditions  and  determine  automatically  which  4WD 
setting  is  most  suitable  for  maneuvering  around  a 
sometimes-stubborn  Mother  Nature. 

While  Jeep  engineers  continue  to  revolutionize 
the  world  of  four-wheel  drive,  they  never  compromise 
what  made  ours  revolutionary  in  the  first  place:  the 
Jeep  heritage.  Possibly  the  feature  most  responsible  for 
making  Jeep  Grand  Cherokee  the  most  impressive 
4x4  on  the  horizon.  For  more  information  or  the 
dealer  nearest  you,  please  call  1-800-925-JEEP 

There's  Only  One  Jeep?..  ^ 

A  Division  of  the  Chrysler  Corporation.  EHS 


Ward's  Middle  Sport-Utilily  Class.  **Cai  uiu}  Driver  !99-i  Buyer's  Giiuh'.  Always  wear  your  seat  belt.  Jeep  is  a  registered  trademark  of  Chrysler  Corporation. 


I 


Explore  the  Multimedia  Universe  with  Acer. 


Multimedia  technology  takes  your  computing 
experience  to  a  new  dimension.  And  with 
Acer  Pentium-based  PCs  driving  your 
multimedia  software,  a  new  universe  of 
video,  sound  and  three-dimensional  infor- 
mation is  yours  to  explore. 

Acer  multimedia  systems,  supercharged 
with  Pentium  c  o,  cssors,  stand  out  from  the 
crowd  with  then  ^  xJting,  high-tech  designs. 


They're  mission-u  dy  with  high-speed  CD-ROM 


drives  and  best-of-class  CD  multimedia  software.  Plu: 
fax/modems  for  access  to  the  outer  limits  of  the 
Internet  and  online  services. 

The  OOBE'"  "Out-Of-Box  Experience"  make; 
setup  as  easy  as  1-2-3,  right  out  of  the  box.  Am 
with  the  Acer  Computer  Explorer,  your  maiden  . 
voyage  takes  off  without  a  hitch.  Never  has 
Pentium  power  been  so  easy  to  use.  And  at  these 
prices,  it's  never  been  easier  to  afford. 


And  here's 
yourrocket 
ship. 


ACQR  i4 

The  Industry  Source  Means  Value. 

Call  1-800-391 -ACER  for  more  information. 
AcerXpress  Fax  Back  System:  1-800-554-2494  Acer  BBS:  1-408-428-0140 


Acer  and  the  Acer  logo  are  registered  trademarks  and  AcerPower  and  OOBE  are  trademarks  ot  Acer  America  Corpootion  and  Acei,  Incoipofaled  inlel  and  the  Iniel  Inside  logo  are  legisiered  irademaiks  and  Pentium  and  the  Pentium 
Processor  logo  are  trademarks  of  Intel  Corporation  All  other  brands  and  product  names  are  trademarks  or  registered  trademarks  of  their  respective  companies  ©  1994  Acer  Amenca  Corporation  All  rights  reserved 


Economic  Viewpoint 


BY  GARY  S.  BECKER 


PROP  187  IS  FINE 

-NOW  REWRITE  FEDERAL  LAW,  TOO 


VIEWPOINT: 

Immigration 
rules  should 
encourage 
high-skilled 
applicants. 
How  about 
auctioning  off 
some  slots  to 
the  highest 
bidders? 


Gary  S.  Becker,  the  1992  Nobel 
laureate,  teaches  at  the  University 
of  Chicago  and  is  a  Fellow  of  the 
Hoover  Institution 


There  was  bitter  controversy  during  the 
recent  midterm  elections  over  the  state 
referendum  in  California  on  Proposi- 
tion 187,  which  would  disqualify  illegal  ahens 
from  education  and  health  benefits.  The  case 
for  greatly  reducing  the  number  of  illegal  en- 
trants is  overwhelming,  but  the  criteria  used 
in  determining  who  can  enter  legally  need 
changing. 

Stiff  quotas  on  the  number  of  legal  immi- 
grants were  put  into  place  during  the  1920s. 
But  the  number  of  illegal  aliens  did  not  grow 
rapidly  until  the  past  couple  of  decades,  when 
travel  became  cheaper  and  the  desii'e  to  immi- 
grate exploded,  partly  because  of  the  bene- 
fits provided  by  the  welfare  state.  Still,  re- 
markably little  is  being  done  to  discourage 
illegal  entry. 

FEW  TEETH.  Anyone  caught  is  flown  or  bussed 
back  to  where  he  or  she  came  from,  most  of- 
ten Mexico.  Many  of  these  simply  turn  around 
and  enter  the  country  again — some  have  been 
caught  more  than  a  dozen  times.  Such  token 
punishment  encourages  aliens  to  enter  ille- 
gally, since  it  usually  takes  years  to  receive  a 
legal  permit. 

The  1986  Immigration  Control  &  Reform 
Act  attempted  to  put  some  teeth  into  the  dis- 
tinction between  legal  and  illegal  entrants  by 
requiring  companies  to  check  whether  a  job 
applicant  had  the  right  to  be  in  the  country. 
Any  employer  who  knowingly  hires  illegal  ali- 
ens is  subject  to  sizable  fines  or  jail  terms. 
But  an  apparently  thriving  market  in  bogus 
immigration  documents  has  undermined  these 
sanctions. 

To  address  this  point,  the  drafters  of  Prop 
187  added  lengthy  jail  terms  or  fines  to  the 
California  penal  code  for  persons  convicted  of 
either  using  or  selling  false  documents  con- 
cerning resident-alien  status  to  obtain  a  job  or 
for  any  other  purpose. 

Most  of  the  controversy  over  Proposition 
187  continues  to  center  on  other  sections  that 
deny  illegal  immigrants  access  to  publicly 
funded  schooling  and  nonemergency  health 
care — illegal  aliens  would  still  receive  emer- 
gency care — and  require  school  and  health  of- 
ficials to  check  whether  patients  and  students 
have  the  right  to  be  in  the  country.  These  sec- 
tions make  good  sense  to  me.  Why  is  it  more 
objectionable  to  require  of  school  officials  and 
health-care  administrators  what  already  is 
demanded  of  employers?  And  why  should  in- 
I  dividuals  who  are  ineligible  for  these  bene- 




fits  because  they  live  in  another  country  ga: 
eligibility  by  entering  the  U.S.  illegally?  ' 

Pi'oposition  187  received  more  than  60'i 
of  the  vote  in  California,  despite  the  oppositic 
of  most  of  the  major  newspapers  in  the  stat 
Some  opponents  consider  it  a  smoke  scree 
for  efforts  to  cut  back  on  Mexican  immigr; 
tion.  On  a  recent  trip  to  Mexico,  I  was  aske 
about  this  law  more  than  about  the  Nort 
American  Free  Ti'ade  Agreement  or  other  i: 
sues  concerning  relations  with  the  U.  S.  T 
help  allay  fears  of  a  cutback  and  possibly  r(* 
duce  the  incentives  to  enter  this  country  ill(| 
gaily,  the  U.  S.  could  give  special  priority  t 
Mexican  applicants  at  the  same  time  that 
forcefully  restricts  illegal  entry  from  thei 
and  other  nations. 

But  the  overwhelming  case  for  tougher  po 
icies  toward  illegal  aliens  doesn't  justify  cal 
for  a  cutback  on  all  immigration.  Newcomei 
have  added  enormously  to  the  culture  and  v 
tality  of  the  U.  S.  and  many  other  nations  i 
the  Western  hemisphere.  And  immigratic 
can  hardly  be  seen  as  posing  a  thi-eat  to  Ame: 
ican  culture  when  the  foreign-born  are  a  muc 
smaller  fraction  of  the  population  than  the 
were  50  or  100  years  ago. 
TOO  MODEST.  However,  the  criteria  for  enti 
should  be  changed  to  favor  those  who  wou 
contribute  most  to  the  economy  and  woul 
not  require  subsidies  from  taxpayers.  On 
way  to  do  this  is  to  assign  greater  priority  1 
young,  skilled  immigrants — the  1990  Imm 
gration  Act's  steps  in  this  direction  are  muc 
too  modest.  Younger  skilled  workers  also  ai 
less  likely  to  become  a  burden  by  being  unen 
ployed,  going  on  welfare,  getting  sick,  or  n 
ceiving  old  age  support. 

A  radical  change  in  admission  poHcies  no 
being  pushed  by  some  House  Republicar 
would  introduce  a  waiting  period  of  sever 
years  before  any  immigrant  is  eligible  for  Me( 
icaid,  welfare,  or  other  government  program 
But  if  radical  departures  from  current  polic 
are  feasible,  a  better  approach  would  be  t 
follow  a  suggestion  I  made  in  this  space  Ion 
ago  (BW— Mar.  2,  1987):  to  auction  off  mar( 
immigration  slots  to  the  highest  bidders.  Sue 
a  policy  would  automatically  give  priority 
skilled  applicants,  since  they  would  tend  i 
bid  the  most  for  the  right  to  immigrate. 

The  U.  S.  will  benefit  from  even  larger  nui^ 
bers  of  immigrants  if  illegal  entry  is  curtailei 
and  if  young,  skilled  applicants  either  direci 
ly  or  indirectly  receive  top  priority. 
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486,  Pentium,  PowerMac... 

No  matter  how  fast  your  PC  is, 
t  can't  outrun  a  power  problem 

(Get  UnmteiTuptible...starting  at  $119) 


it  don't  have  the  time  for  power  problerns  on  your 
C?  Don't  worry.  They'll  always  make  the  time  for 
)u.  It's  not  if  a  power  problem  will  occur,  but 
1.  Due  to  household  appliances,  poor  wiring,  bad 
her  or  even  other  ofSce  equipment,  power  prob- 
are  as  inevitable  as  death  and  taxes. 

■J  THE  NEXT  THREE  MONTHS,  MORE 
\N  30,000,000  PCs  WILL  BE  HIT  BY 
POWER  PROBLEMS... 

In  fact,  you  have  better  odds  of  winning  the  lottery 
of  escaping  the  sting  of  power  problems  on  your 
Dne  study  discovered  a  typical  PC  is  hit  over  lUO 
i  a  month,  causing  keyboard  lockups,  hard  drive 
age,  and  worse.  And  since  sags  and  blackouts 
;sent  more  than  85%  of  power  problems  likely  to 


Back-UPS 
4    0  0 


APC  UNINTERRUPTIBLE  POWER  MEANS 
SAFE  DATA,  HAPPY  COMPUTERS 


Sealed  no-maintenance  internal  battery 

grovides  instant  power  in  event  of  sag  or 
lackout,  protecting  your  data  from  loss 


Over  3,000,000  satisfied  APC  users.., 


Surge  protection  backed 
by  up  to  a  $25,000 
insurance  policy  protects 
valuable  computer 
hardware  from  loss 


Filters  remove 
eletromagnetic 
interference 


Site  wiring  fault  indicators 
automatically  diagnose 
dangerous  wiring  conditions 

Audible  and  visual 
alarms  alert  you  to 
power  problems 

Signals  your 
computer,  saves 
your  data  (APC 
software  required) 


Raw 


OA. 


Safe  AC 


APC 


ffl 


R(  )S(  )Fr 

six  )WS 
IPAHBLE 


APC  Vnmlerriiptihle  Power  Suppliei  pruviJe  uiitjnt  Ihittcry 
backup  to  protect  your  data  from  loss  and  your  hard  drive  from 
damage.  Units  are  even  backed  by  up  to  $2S,000  m  lifetime 
surge  protection  insurance. 

hit  your  computer,  standard  surge  suppressors  are 
literally  powerless  to  protect  you.  And  a  study  in  a 
recent  PCWcck  showed  that  the  largest  single 

cause  of  data  loss  is  bad  power,  account- 
-  ,  ing  for  almost  as  much  data  loss  as  all 

other  causes  combined. 


Protect  yourself  before 

YOU  KICK  yourself... 

Get  mstantaneous  battery  backup 
power  from  an  APC  Uninterruptible 
Power  Supply  and  prevent  keyboard  lock- 
ups, data  loss,  and  hard  disk  crashes. 
Surge  protection  performance  is  even 
backed  by  up  to  a  $25,000  Lifetime  Equip- 
ment Protection  Guarantee. 

Ask  for  APC  at  your  computer  reseller 
today  or  call  for  your  FREE  handbook. 

Starting  at  just  $  11 9,  an  APC 
UPS  is  serious  protection  no 
serious  computer  user  should 
be  without. 


VCHOICE 


utgxAK  ronf  C«nt«S40» 


PC  World 

Top  20 
Upgrade 


"Don't  take  clhinLL>s...get 
the  ultimate  protection... 
from  APC.  "-PCWorld 


This-  IS  the  best  computer 
related  purchase  I  have  ever 
made!  Has  saved  me  hours 
'.if  re-f)rogrammtng... " 
Carol  Irx'ine,  Wizard  Assoc. 

"  We  reduced  our 
maintenance  costs  the  first 
year  hy  S0%  m  repairs  of 
equipment.  *" 

Valentin  Gonzalez,  Pfizer 

"Our  server  was  running  a 
project  when  it  lost  power... 
messed  up  all  the  data  files. 
It  took  four  days  to  recover. 
But  we  don't  worry  anymore 
since  we  got  APC...  " 
Tony  Chen,  DeAnza  Systems 

"We  were  working  on  a 
state  hid  when  the  power 
went  off.  APC  saved  the  day 
and  year  and  future. ..ahout 
SOO  pages  of  data  saved 
thanks  to  APC.  " 
Ravi  Iyer,  Software  Gallena 

"A  power  surge  did 
significant  damage  to  all  rjf 
our  systems  except  those 
protected  hy  APC.  The  APC 
units  were  undamaged..." 
C.  Jeffrey,  C.  Jeffrey  Eng. 

"APC  has  virtually 
eliminated  downtime  in  our 
corporate  network... " 
Kurt  Roemer,  Searle  Corp. 

"Pinver  went  out  ichile 
processing  pavroll!  If  not  for 
APC  we  would  hair  had  a 
walkout! " 

Suzi  Higgason.  OSI  Inc 


Home  office  user  Don  I  raux 
knows  first  hand  ahout  APi 
reliability:  "It  ought  to  ht 
against  the  law  to  buy  a 
computer  tvithout  an  APC 
Back-UPS  ISO.  I  recently  Into 
a  direct  lightning  hit  righi 
outside  the  house. ..my 
computer  never  blinked. " 


"APC  lets  me  sleep  better  at 
night.  How  much  would  i 
you  pay  to  get  hack  that  one, 
file  you  worked  all  day  to 
cimiplete  for  the  boss  who 
gets  on  the  plane  at  8:00 
a.mf  Ycni  should  assume 
that  you'll  buy  a  UPS,  not  ^ 
that  it's  some  luxury  item. "  i 
R.  Morella,  Westinghouse 

"A  f tower  surge  wiped  out 
the  PAT  tables  on  all  PC's 
not  protected  hy  APC.  Now 
have  APC  installed  on  all.." 
Craig  Post,  Comm.  Tech. 

"Before  I  purchased  the  UPS 
I  had  to  put  in  at  least  two 
hard  drives  at  SI 000.  With 
APC  products. ..no  new  hard 
drives  m  two  years!" 
S.  Foreman.  LSP 


lutions 


Free  60-page 
handbook 

What  arc  the  causes  and  effects 
of  pou-cr  problems^  The  most 
common  power  protection 
mistakes?  Call  for  your  free 
handbook  today!  Please 
reference  Dept  ftj 


AMERICAN  POWER  CONVERSION 

800-800-4APC 

401'7SS-2797  fax  I  800-347-hAXX  faxback 
132  Fairfirounds  Rd.,  W.  Kingston  RI  02892  USA 


WHO'S  WORKING  LATE 
AT  THE  OFFICE 
AFTER  EVERYONE  BUT  YOU 
HAS  GONE  HOME? 


It  may  well  be  an  employee  of  ARAMARK. 

We  work  late  at  offices  and  factories, 
at  banks  and  airlines  -  at  all  kinds  of  companies,  in  fact. 

Maybe  even  yours. 

So  it's  quite  possible  you  met  someone  from  ARAMARK 
during  your  long  work  day. 

It  could  have  been  this  morning  when  you  hugged 
your  little  one  goodbye  at  one  of  our  on-site  child  care 
centers...  then  walked  down  the  hall  to  your  office. 

Or  maybe  when  you  took  a  break,  we  were  restocking 
the  vending  machine  and  making  sure  you  had  enough 
coffee  to  get  through  your  meetings. 

It  could  be  you  shared  a  joke  with  an  ARAMARK  food 
service  manager  as  you  passed  through  your  cafeteria 
serving  line.  "What's  good?"  you  asked.  And  she  laughed, 
"Two  weeks  in  Cancun  would  be  good." 

Perhaps  you  were  there  when  the  ARAMARK  truck 
pulled  up  with  the  afternoon  delivery  of  fresh, 
clean  uniforms  for  the  crew. 

Or  maybe  late  in  the  evening,  as  you  were  finishing 
off  your  "to  do"  list,  someone  with  a  little  star  logo  on  his 
shirt  came  in  to  clean  your  office  for  tomorrow. 

But  then  again,  maybe  you  haven't  met  ARAMARK  yet. 
We  can  fix  that.  Just  call  us  at  1-800-ARAMARK. 

And  don't  work  too  late,  okay? 

'  ARAMARK 

Managed  Services,  Managed  Better. 


hts.  Uniforms,  Child  Care,  Medical  Services,  Facilities  Management,  Magazine  and  Book  Distribution. 


Economic  Trends 


BY  KAREN  PENNAR 

SQUEEZED  BY 
HIGHER  INTEREST 

Individuals'  losses  outweigh  gains 

As  rates  marched  steadily  upward 
this  year,  consumers  watched  their 
mortgage  and  installment-loan  costs 
rise.  In  part,  these  increased  payments 
are  being  offset  by  higher  returns  on 
savings  and  other  financial  assets.  An- 
alysts at  Goldman,  Sachs  &  Co.,  for  in- 
stance, observe  that  personal  interest 
income  has  risen  Wc  or  more  in  every 
month  since  March.  And  that,  say  the 
Goldman  economists,  will  dilute  the 
negative  impact  of  rising  rates  on  con- 
sumer spending. 

But  interest  income  is  not  the  cush- 
ion for  spending  that  it  appears  to  be, 
says  Stephen  S.  Roach,  economist  at 
Morgan  Stanley  &  Co.  Roach  argues 
that  more  than  50%  of  interest  income 
is  derived  from  "imputations"  by  gov- 
ernment statisticians.  These  are  esti- 
mates of  the  implicit  return  on  long- 
term  investments  such  as  pensions  and 
insurance  policies.  Such  imputed  in- 
come isn't,  of  course,  money  that's 
available  to  pay  off  consumers'  bills. 

THE  INTEREST  GAP  WIDENS 
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Thus,  says  Roach,  any  increase  in  im- 
puted interest  income  can,  at  best,  give 
consumers  "a  warm  and  fuzzy  feeling," 
akin  to  the  wealth  effect  derived  from, 
say,  watching  the  value  of  your  stock 
portfolio  rise. 

In  dollars  and  cents,  it's  more  mean- 
ingful to  look  at  what  consumers  must 
shell  out  in  interest  costs  and  compare 
that  with  actual  cash  interest  received. 
Roach  figures  cash  interest  by  deduct- 
ing the  portion  of  interest  income  that 
the  government  imputes  from  total 
interest  income.  This  comparison  shows 
that  interest  income  hasn't  covered 
interest  costs  since  1991.  For  1994, 


Roach  estimates,  interest  paid  will  ex- 
ceed cash  interest  received  by  about 
$80  billion.  Roach  concludes  that  the 
bite  from  higher  rates  will  soon  slow 
spending. 


A  WORLD  OF 
TIGHTER  MONEY? 

Exports  of  U.S.  capital  may  dry  up 

Rising  U.  S.  interest  rates  are  likely 
to  reverberate  far  away — in  emerg- 
ing markets.  Many  countries  in  Asia  and 
Latin  America  have  been  beneficiaries  of 
large  capital  flows  from  the  U.  S.  in  the 
past  couple  of  years,  as  investors  sought 
higher  returns  than  they  could  obtain 
at  home.  Indeed,  in  1993  the  U.S.  was 
the  biggest  net  capital  exporter  in  the 
world,  despite  its  own  national  savings 
deficiency  and  need  for  capital.  It  func- 
tioned largely  as  a  global  intermediary 
for  funds,  shipping  billions  of  dollars 
overseas,  even  as  billions  of  yen  were 
flowing  into  U.  S.  investments. 

But  this  year's  rising  interest  rates 
have  already  slowed  America's  capital 
exports  markedly.  Now,  says  economist 
William  Sterling  of  Merrill  Lynch  & 
Co.,  countries  that  have  relied  on  cap- 
ital imports  to  finance  domestic  sav- 
ings shortfalls  are  especially  vulner- 
able. Mexico,  for  instance,  was  forced 
into  a  dramatic  Christmastime  devalu- 
ation, cutting  the  peso  loose  from  its 
moorings  to  the  dollar  and  letting  it 
depreciate.  Sterling  says  Colombia,  In- 
donesia, and  the  Philippines  may  also 
feel  the  pinch  of  higher  U.  S.  rates. 

If  the  flow  of  foreign  capital  to 
emerging  nations  slows  down,  others 
may  have  to  follow  the  route  Mexico 
has  taken  and  let  their  currencies  float 
downward  against  the  dollar.  Addition- 
al measures  may  include  raising  domes- 
tic interest  rates  and  cutting  govern- 
ment spending. 


CONSUMERS  KICK 
IP  THEIR  HEELS 

They're  spending  big  on  recreation 

America  has  turned  in  a  spectacular 
growth  performance  in  1994,  in 
part  because  consumers  have  contin- 
ued their  free-spending  ways.  Fueling 
this  boom  have  been  purchases  of  con- 
sumer electronics,  sporting  gear,  and 
other  leisure  goods  and  services. 
Since  the  first  quarter  of  1994,  spend- 


ing on  entertainment  and  recreation  hi 
risen  at  an  annual  rate  of  10.5%,  accor 
ing  to  the  Commerce  Dept.  That's  ; 
most  twice  the  5.5%  growth  rate  f 
overall  consum 


THE  ENTERTAINMENT 
ECONOMY  GROWS 
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CONSUMER  SPENDING 
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ENTERTAINMENT  ASA 
SHARE  OF  TOTAL 
^  CONSUMER  SPENDING 
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spending 
much  faster 
the  6.9%  grow 
in  health-care  oi 
lays.  As  a  resu 
the  share  of  tl 
consumer  doll 
going  for  f\ 
jumped  sharp! 
to  8.1%,  in  tl 
third  quarter 
1994  (chart). 

Indeed,  recrc 
tion  and  ente 
tainment  accou 
for  a  full  40% 
the  gi-owth  of  c( 
sumer  spendir 
adjusted  for  inf 
tion,  over  the  past  six  months.  The  lil 
Ij'  reasons?  With  strong  job  gi'owth,  p(| 
pie  have  more  to  spend  on  luxuries, 
the  same  time,  the  slower  growth 
health-care  costs  is  freeing  up  mon 
for  more  pleasant  items. 

By  Michael  J.  Mam 


IRAs:  NO  SPUR  TO 
NET  SAVINGS 

A  tax  break  may  not  be  justified 

Both  President  Clinton  and  Repi 
lican  lawmakers  have  signaled  tl 
they  intend  to  restore  the  tax  dedu 
ibility  of  individual  retirement  ; 
counts,  the  tax-deferred  savings  ve 
cles  that  were  popular  for  a  few  ye 
in  the  early  1980s,  before  their  use  v 
sharply  curtailed.  Because  of  their  t 
deferred  status,  iras  clearly  cost 
U.  S.  Treasury  money.  But  it  was  ne 
obvious  that  iR.\s  had  the  intended 
feet  of  increasing  net  savings. 

Many  economists  and  bankers  s 
pected  that  people  were  simply  shift 
savings  from  other  accounts  into  IR 
Now,  a  new  study,  by  economists  0 
zio  P.  Attanasio  of  Italy's  Univers 
of  Bologna  and  Thomas  C.  DeLeire 
Stanford  LIniversity.  confirms  the  s 
picion:  Most  of  the  money  flowing  i 
IRAS  comes  from  existing  savings.  1 
ing  data  for  1982  to  1986,  the  eco 
mists  found  that  less  than  20%^  of 
contributions  represented  addition, 
national  savings.  This  paltry  sh 
casts  doubt  on  the  wisdom  of  open 
up  an  enormous  tax  loophole. 
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HEY  CAME,  THEY  BARGAIN-HUNTED, 
HEY  BOUGHT 


U.S.  ECONOMY 


lOUSEHOLDS: UPBEAT 
ABOUT  THE  PRESENT 


COMPONENTS  OF 
CONSUMER  CONFIDENCE 

i  OPECTATIONS  ■ 


To  hear  some  of  the  retailers 
tell  it,  consumers  didn't  deck 
'  malls  with  as  much  green  in  December  as  store  own- 
.  would  have  liked.  But  if  you  want  to  know  how  much 
ength  consimiers  brought  to  the  fourth  quaiter,  you  had 
,ter  ask  the  shoppers  themselves.  As  the  data  show, 
I'll  get  a  story  different  from  the  retailers'  humbug. 
Phrough  November,  households  were  flush  with  in- 
ne,  reflecting  strong  job  growth  in  the  second  half  of 
•4.  Add  in  prospects  of  a  tax  cut,  and  it  should  come  as 
surprise  that  consumer  confidence  in  December  rose  to 
i^year  high  (chart)  or  that  shoppers  used  their  credit 
ds  with  abandon  during  December. 

The  cautious  view  on  hohday 
sales  that  has  come  from  retailei's 
mostly  covers  department  stores, 
but  that's  not  where  consumers 
did  most  of  their  Christmas  shop- 
ping. Stores  that  specialize  in 
electronics,  toys,  and  goods  for 
the  home  from  armchairs  to 
lemon  zesters  posted  strong 
sales.  And  often,  consumers  by- 
passed more  expensive  chain 
stores  to  find  better  deals  at  dis- 
nt  houses  or  in  catalogs,  which  are  not  included  in 
st  of  the  holiday  surveys. 

^e  popularity  of  electronics  and  home  products  was 
ed  in  the  latest  Johnson  Redbook  RepoH.  The  survey 
orted  that  for  all  of  December,  sales  at  department 
I  chain  stores,  including  discounters,  were  up  3.3% 
m  November  and  10%  from  a  year  ago.  The  excellent 
wing  for  the  month,  which  included  one  extra  shopping 
'  compared  to  1993,  reflected  a  strong  final  week  of 
is.  Buying  in  the  pre\aous  three  weeks  suggested  only 
duster  holiday  activity. 

DESPITE  the  mixed  reports  from  retailers,  consumer 
nding  appears  to  have  been  strong  enough  to  lift  eco- 
nic  gi'owth  last  quarter  at  a  rate  similar  to  the  third 
irter's  sturdy  4%  pace.  And  judging  by  the  uptrend 
actory  orders  through  November,  manufacturers  will 
ry  plenty  of  impetus  with  them  into  the  new  year,  es- 
ially  with  the  lift  from  improving  foreign  demand, 
'onsumer  outlays  through  November  clearly  showed 
)ng  momentum.  Adjusted  for  inflation,  real  spending  on 
ds  and  services  rose  a  healthy  0.5%  in  November,  af- 
an  even  stouter  0.6%  gain  in  October.  Even  if  De- 
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WHY  CONSUMERS  ARE 
ON  A  SHOPPING  SPREE 


cember  buying  remains  unchanged  from  November,  con- 
sumer spending  is  on  track  to  rise  at  an  annual  rate  of 
nearly  5%  for  the  quarter. 

Durable  goods  have  been  topping  most  shopping  lists. 
In  November,  consumei-s  pumped  up  their  spending  on  au- 
tos,  furnitui'e,  apphances,  and  other  big-ticket  items.  In 
fact,  from  July  to  November,  sales  of  furniture  and  ap- 
phances rose  at  an  annual  rate  of  28%,  the  strongest  four- 
month  pace  in  the  36-year  history  of  the  data. 

Why  the  buying  fervor?  One  reason  is  last  year's  home 
buying  frenzy.  It  usually  takes  at  least  12  months  before 
new-home  buyei*s  can  afford  to  pui'chase  some  furnishings. 

The  key  to  the  latest  shopping  splurge,  however,  is 
that  consumers  have  some  cash  to  spend.  Income  gi'owth 
in  the  fourth  quarter  is  turning  out  to  be  exceptionally  ro- 
bust. Although  personal  income  dipped  0.1%  in  November, 
it  had  surged  by  1.4%  the  month  before  after  healthy  in- 
creases in  the  two  preceding  months. 

Adjusted  for  inflation  and  tax- 
es, real  disposable  income  is  on 
a  pace  to  rise  at  the  best  annual 
rate  in  two  years.  Even  if  De- 
cember earnings  do  not  rise, 
fourth-quarter  income  increased 
at  a  rate  of  more  than  6%  (chait). 

It's  little  w^onder,  then,  that 
consumers  are  in  such  high  spir- 
its. The  Conference  Board's  in- 
dex of  consumer  confidence  rose 
nearly  two  points  in  December, 
to  102.2,  after  an  11-point  surge  in  November.  It's  the 
highest  reading  since  June,  1990. 

Households  are  increasingly  upbeat  about  their  pre- 
sent situations.  That  component  of  the  overall  index  has 
jumped  nearly  20  points  since  October.  The  Board  at- 
tributes that  spurt  to  falhng  unemployment.  In  pailicular, 
the  number  of  households  who  say  jobs  are  "plentiful"  is 
rising,  while  those  who  say  jobs  are  "hard  to  get"  have  fall- 
en sharply. 

THOSE  AniTUDES  show  up  in  spades  in  consumers' 
willingness  to  buy  on  credit.  From  Thanksgi\dng  tlirough 
Christmas  Eve,  MasterCard  International  Inc.  reports 
that  sales  authorizations  for  its  card  jumped  35.2%  from 
the  same  period  in  1993.  Visa  Holiday  Spendtrak  report- 
ed a  25.6%  increase  in  purchases  made  with  Visa  cards. 

MasterCard  also  said  cai'd  use  at  discount  stores  soared 
63%  from  a  year  ago,  while  Visa  reported  a  39%  increase 
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in  discount  activity,  larger  than  any  other  retail  category. 

Of  course,  that's  good  news  for  inflation,  as  price  con- 
tinues to  be  foremost  in  the  mind  of  consumers,  but  it's  not 
so  good  for  the  bottom  lines  of  traditional  department 
stores.  Many  retailers  had  to  mark  down  prices  in  order 
to  reach  sales  goals,  and  that  will  cut  into  store  profits. 

The  only  potential  downer  about  plastic-driven  holi- 
day sales  is  that  household  spending  in  the  first  quarter 
may  suffer  if  heavy  credit-card  bills  force  shoppers  to 
take  a  break.  Many  economists  have  ah'eady  built  that  sce- 
naiio  into  their  forecasts  for  1995.  Despite  the  good  grow^th 
in  incomes,  the  saving  rate  remains  historically  low,  as 
spending  rises  apace  with  income.  And  those  holding  ad- 
justable-rate mortgages  will  continue  to  see  their*  month- 
ly payments  readjusted  upward. 

ONE  SECTOR  that's  not  likely  to  suffer  at  all  in  coming 
months  is  manufacturing,  especially  durable  goods.  Con- 
sumers' recent  binge  on  big-ticket  items,  in  addition  to  the 
ongoing  boom  in  equipment  spending  by  businesses,  is 
keeping  order  books  fat  and  production  lines  rolling. 

Factory  orders  for  durable  goods  rose  a  strong  3.4%  in 
November,  and  bookings  for  both  October  and  November 
stand  well  above  their  third-quarter  average  (chart).  In 
fact,  they're  on  track  to  gTow  more  in  the  fourth  quarter 
than  they  did  in  each  of  the  two  preceding  quarters. 

It's  not  just  domestic  demand  that  is  keeping  plants 


ORDER  BOOKS 
GETFAHER 


busy.  Expoi-ts  are  shipping  at  an  increasingly  rapid  rai 
now  that  Europe  is  well  on  its  way  to  recovery.  Th: 
strength  will  pick  up  some  of  the  slack  when  U.  S.  d' 
mand  starts  to  wane  in  1995.  Although  U.  S.  exports  ■ 
goods  and  services  dipped  0.6%  in  October,  to  $59.7  billio 
foreign  shipments  during  the  past  three  months  are  u 
nearly  12%  from  the  same  period  a  year  ago. 

The  snag  for  the  trade  deficit  is 
that  U.  S.  demand — especially  by 
consumers — still  brings  in  gobs 
of  imports.  They  rose  0.6%  in  Oc- 
tober, to  $69.8  bilMon,  as  the  trade 
gap  widened  to  $10.1  billion  fr-om 
$9.4  billion  in  September. 

That  import  wave  could  taper 
off  in  coming  months,  since  re- 
tailers ordered  heavily  from 
abroad  this  year.  Since  import- 
dominated  goods  such  as  cloth- 
ing were  the  very  items  that  didn't  sell  well  this  holidj 
season,  many  stores  are  unlikely  to  reorder  ft'om  foreig 
suppliers  anytime  soon. 

Excess  inventory  also  means  that  merchants  vrill  ha\ 
to  move  those  passed-over  items  at  deep  discounts  i 
January.  To  be  sure,  cash  registers  ringing  up  marke( 
down  prices  will  not  sound  sweet  to  retailers,  but  hearin 
the  clerk  say  "50%  off  will  be  music  to  consumers'  ear 
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JAPANESE  SHOPPERS  AREN'T  MIRACLE  WORKERS 


Consumers  in  Japan  got  off  to  a 
shaky  start  in  the  fouilh  quar- 
ter, and  the  uneven  reports  on 
oseibo — gifts  given  at  yearend — 
raise  concerns  about  shoppers'  abil 
ity  to  rev  up  Japan's  recovery. 

Inflation-adjusted 
household  spending  fell 
0.4%  in  the  year  ended 
in  October,  led  by  a 
steep  6.1%  drop  in 
households  that  do  not 
rely  on  wage  income — 
mostly  the  self-em- 
ployed and  elderly. 

The  news  fi-om  wage 
earners  was  a  bit  better: 
Their  spending  rose  for 
the  third  straight  month,  increas- 
ing 2.6%  from  a  yeai'  ago.  That  was 
the  largest  advance  L  more  than 
two  years.  Early  repoi  ! on  oseibo, 


LABOR  MARKETS 
REMAIN  SLACK 
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pared  down  their  gift-buying.  That 
suggests  household  spending  weak- 
ened as  1994  drew  to  a  close. 

Puny  income  gains  and  job  jitters 
are  prompting  consumers  to  keep 
their  wallets  shut.  Some  yearend 
bonuses  were  below 
those  handed  out  in 
1993,  and  real  wages 
and  salaries  in  October 
were  up  just  0.6%  from 
a  year  ago. 

Moreover,  the  labor 
markets  remain  slack. 
In  November,  Japan's 
unemployment  rate 
dipped,  from  3%-  to 
2.9%.  That's  high  by 
Japanese  standards,  especially  be- 
cause it  misses  the  vast  number  of 
underemployed.  And  the  ratio  of 
job  offers  to  job  seekers  stayed  at  a 


however,  indicate  that  co^isumers       low  0.64  in  November  (chart).  Also, 


Japan's  leading  index  fell  to  50  in 
October,  down  from  58.3  in  Septem- 
ber. The  latest  number  is  at  the 
point  between  readings  of  economic 
growth  and  weakness. 

With  consumer  fundamentals 
still  soft,  it's  not  surprising  that  the 
government  has  lowered  its  eco- 
nomic forecast  for  the  fiscal  year 
ending  in  March.  Real  gross  domes- 
tic product  increased  in  the'first 
three  periods  of  1994,  with  a  gain  of 
3.7%  at  an  annual  rate  in  the  third 
quarter. 

Now,  though,  Tokyo  says  real 
GDP  will  gi'ow  by  just  1.7%  in  the 
fiscal  year,  down  ft-om  its  initial 
forecast  of  2.4%.  And  vrith  Japan's 
economy  increasingly  powered  by 
consumers — rather  than  exports  or 
businesses — the  reluctance  of  shop- 
pers to  spend  may  hmit  the  vigor 
Japan's  upturn  for  most  of  1995. 
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Qrdinarily,  you  wouldn't  think  of  financial  people  as  being  the 
philosophical  type.  Then  again,  Smith  Barney  is  no  ordinary  company.  We've 
developed  a  very  definite  philosophy  about  investing.  It's  based  on  three  guiding 
principles,  practiced  and  perfected  for  well  over  a  century. 


INVESTINC3  Versus  Trading. 

Investors  take  the  long  view.  They  understand  a  short-term  drop  means  little  in 
the  life  of  a  quality  investment.  (Since  1925,  stocks  have  outperformed  every 
other  major  investment.)"  Traders  tend  to  buy  and  sell  with  the  ups  and  downs 
of  the  market,  while  investors  see  patience  as  their  greatest  virtue. 

We  Do  Our  Research. 
Promising  investment  opportunities  are  only  found  if  you  look  hard  for  them. 
At  Smith  Barney,  many  investments  have  to  be  approved  by  our  Investment 
Policy  Committee,  a  group  with  more  than  two  hundred  years  of  combined 
investing  experience,  before  they  can  ever  be  recommended  to  you. 

Know  Where  You're  Headed. 
Helping  you  define  your  financial  goals  is  as  important  as  helping  you  reach 
them.  It's  the  philosophy  every  Smith  Barney  Financial  Consultant  lives  by. 
It  may  not  be  the  meaning  of  life,  just  the  means  to  help  get  more  out  of  it. 

Smith  Barney 

We  make  money  the  old-fashioned  way.  We  earn  it. 


'1994  Smith  Barney  Inc  Member  SIPC  'Source:  Ibbotson  Assoclates- 
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MEXICO 


MELTDOWN 


Zedillo  and  his 
team  bungled  the 
crisis.  Can  they 
revive  confidence? 


Over  the  past  few  months,  through  a 
presidential  election  campaign  and 
an  inaugural  ceremony,  a  debate 
raged  in  the  upper  reaches  of  Mex- 
ico's government.  Faced  vi^ith  mounting 
trade  deficits,  never-ending  political  ten- 
sions, and  increasing  concerns  among 
international  investors,  should  Mexico 


bite  the  bullet  and  sharply  devalue  the 
peso?  Despite  arguments  that  financial 
markets  would  shake  off  the  effects  of  a 
carefully  constructed  devaluation,  both 
the  outgoing  President,  Carlos  Salinas  de 
Gortari,  and  his  successor,  Ernesto  Zedil- 
lo Ponce  de  Leon,  steadfastly  refused  to 
countenance  such  a  move. 

Then,  less  than  three  weeks  into  his 
term,  Zedillo  did  an  abrupt  about-face 
when  a  new  flare-up  of  political  tension 
in  the  southern  state  of  Chiapas  put  even 
more  pressure  on  the  currency.  Only  days 
after  Finance  Mirdster  Jaime  Seira  Puche 
had  told  global  money  managers  that 
nothing  of  the  sort  was  planned,  t  he  new 
government  tried  to  devalue  the  i  so  by 
15% — and  then,  with  hard-currei  \'  re- 


sei-ves  mnning  low,  let  it  fall  by  more  tl  i 
twice  that  (chart). 

For  a  country  that  had  staked  its 
utation  on  sound  economic  managenut 
a  strong  currency  to  combat  inflatirj 
and  heavy  inflows  of  foreign  cash  to  sa! 
tain  growth,  the  comedown  is  humblig 
Admits  one  Zedillo  aide:  "No  one  I'cJ 
ized  to  what  extent  the  economy  w  a> 
ing  held  together  with  pins." 
"100%  ERROR-FREE."  The  strains 
hardly  over.  Faced  with  widening  in\ 
tor  dismay  and  competition  from  hi 
\  I.  S.  interest  rates,  Zedillo  will  now  h,-| 
to  mount  a  crash  campaign  to  keep  <ii 
cu  rency-market  mess  from  fueline  n  . 
si\  ?  inflation,  sandbagging  the  eciiim 
an.  :  perhaps  dealing  a  blow  to  the  li;' 
woi  North  American  Free  Trade  Ag  c 
men  .  Already,  corporate  Mexico  is  sfld 
deriiig  at  the  thought  of  coming  up  \v 
more  pesos  to  pay  interest  on  its  $.'!0  i 
lion  111  foreign-currency  debt.  Shoit-t 
rates  have  shot  past  80%.  And  eci 
mists  ai'e  sharply  scaling  back  estimui 
for-  Mexican  gross  domestic  produc  ii 
1995.  I 

Zedillo  is  expected  to  announce  hhii 
onomic  plans  by  Jan.  2.  They  may  incjd| 
short-term  stabilization  aid  orchestal 
ed  by  the  Clinton  Administration  n| 
the  Federal  Reserve,  as  well  as  lonEl 
term  measures  to  keep  Mexico  onlh 
reformist  path  Salinas  had  blazed.  Mi 
ico  needs  some  $14  billion  over  the 
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PURCHASING 
POWER  HAS 
BEEN  SHARPLY 
ERODED  BY  THE 
PESO'S  PLUNGE 


.  months  to  cover  maturing  govern- 
;nt  and  bank  debt  denominated  in  for- 
currency,  plus  $10  billion  more  to 
id  its  cuiTent-account  deficit,  estimates 
ring  Securities  Ltd.  analyst  Damian 
aser.  And,  admits  one  Mexican  gov- 
iment  official,  "unless  we  come  up  with 
)rogi-am  that's  100%  credible  and  100% 
ror-free,  we'll  be  facing  a  debacle." 
Even  if  the  program  is  error-free, 
ernational  fund  manager's,  feeling  be- 
lyed  by  the  Zedillo  administration's 
msy  handling  of  the  currency  collapse, 
ly  provide  Mexico  with  only  modest 
ms.  They're  also  calling  for  the  resig- 
tion  of  SeiTa,  who  alienated  many  with 
i  prickly  demeanor  through  the  crisis, 
however  attractive  they  make  them- 
ves,  money  just  won't  be  available," 
fs  Mark  Turner,  Boston-based  inter- 
tional  bond  guru  for  Putnam  Invest- 
!nt  Management.  "The  spigot  has  been 
•ned  off." 

ARACTER  QUESTION.  Sources  in  Mexi- 
City  indicate  Zedillo's  new  reform  plan 
11  boost  the  pace  of  privatization  and 
obably  propose  the  sale  of  the  state 
ctrical  utility  cfe.  It  also  is  expected  to 
lude  as  much  as  a  10%  cut  in  govern- 
:nt  spending  and  cancellation  of  bud- 
i  increases  that  had  been  planned  for 
Jcation  and  other  key  social  progTams. 
'xicans  may  also  be  told  that  curbs  on 
aries  must  continue. 
Whatever  r-efonns  Zedillo  attempts  will 
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require  deft  maneuver- 
ing. Salinas  was  some- 
times  criticized  at 
home  for  being  too  so- 
licitous of  foreign  in- 
vestors. But  the  woo- 
ing was  necessary  to 
convince  the  world  that 
Mexico  was  a  depend- 
able place  to  invest. 
Zedillo,  an  economist, 
is  trying  to  prove  to 
critics  that  he  possess- 
es political  skills  by 
splitting  his  time  more 
evenly  between  foreign 
and  domestic  listeners. 

Still,  the  market  fi- 
asco raises  questions 
about  the  character  of 
Zedillo  and  his  finan- 
cial team.  Salinas  and 
his  advisers  viewed 
their  $17  billion  trade 
deficit  as  a  necessary 
inconvenience  to  mod- 
ernize the  country. 
Since  domestic  sav- 
ings were  insufficient 
for  the  huge  invest- 
ments companies  are 
making  to  modernize,  Mexico  needed 
foreign  savings. 

The  reasoning  worked  for  most  of 
Salinas'  six-year  term,  but  with  one 
catch.  Mexico  pi'oved  more  successful  at 
attracting  portfolio  investment  from  mu- 
tual and  pension  fimds  than  at  garnering 
direct  investment  in  factories.  By  the 
time  the  crisis  broke,  Americans  and 
other  foreigners  held  $50  billion  worth  of 
Mexican  shares,  some  26%  of  the  total 
market. 

But  as  political  turmoil  inci'eased  in 
1994,  investors  became  more  and  inore 
picky.  The  August  elections  seemed  to 
show  that  Mexico  had  turned  the  corner. 
The  September  murder  of  a  leading  poli- 
tician spooked  the  markets  again.  Despite 


To  restore  faith  in 
the  peso,  President 
Zedillo  may  slash 
J\/-M^  spending  and 
WL  ^  fl  keep  interest  rates 
high  in  hopes  of  maintaining 
discipline  in  the  markets 


that,  Zedillo  and  Sen'a 
liehaved  as  if  the  econ- 
omy were  running  on 
autopilot  and  that  polit- 
ical concerns  were  most 
important.  In  fact, 
many  obseivers  say  the 
entire  currency  crisis 
could  have  been  avoid- 
ed had  Salinas  and  ex- 
Finance  Minister  Pedi'o 
Aspe  taken  advantage 
of  low  U.S.  interest 
rates  in  1993  to  issue 
long-term  government 
debt.  Instead,  they  con- 
tinued financing  Mexi- 
co's current-account 
deficit  via  short-term 
paper. 

When  the  Fed  raised 
interest  rates  in  1994, 
Mexico  was  obliged  to 
follow  suit — and  got 
squeezed,  just  like 
hedge  funds  that  also 
were  being  fueled  by 
short-term  credit.  Sah- 
nas  could  have  deval- 
ued the  peso  oi-  raised 
domestic  interest  rates 
last  fall,  wlien  currency  wonies  broke  out 
anew.  But  he  didn't  want  to  be  the  third 
President  in  a  row  to  leave  office  amid  a 
currency  collapse.  And,  some  say,  he  did- 
n't want  to  see  higher  interest  rates  im- 
peril Mexico's  gTowth. 
COOLING  TENSIONS.  Zedillo  faces  a  hard 
battle  at  home  and  abroad  to  restore  the 
credibility  of  his  month-old  presidency. 
But  Mexico,  even  in  crisis,  is  still  in  funda- 
mentally better  shape  than  it  was  during 
the  troubled  1980s.  Its  government  budget 
runs  only  a  modest  deficit,  and  inflation 
has  dropped  fi-om  160%  in  1987  to  7%-  now. 
The  cheaper  peso  also  should  improve 
Mexico's  global  competitiveness  and  give 
a  major  boost  to  exports.  And  tensions  in 
Chiapas  appear  to  be  cooling. 

In  putting  his  1995  plan 
together,  though,  Zedillo 
must  mind  one  simple  les- 
son: If  your  country  wants  a 
strong  currency,  you  have 
very  little  room  to  make 
mistakes.  At  a  time  of  huge 
international  financial  fiows 
and  mounting  competition 
for  capital,  even  one  step  off 
the  straight  and  narrow 
may  do  you  in. 

Bij  Elisabeth  Malkin  in 
Mexico  City  and  Geri 
Smith,  Joan  Warner,  and 
William  Glasgall  in  New 
York 
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DEALMAKERS 


MILKEN  VS. 


Three  years  ago,  Michael  R.  Milken 
was  sitting  in  a  California  prison 
camp.  He  had  lost  his  career,  more 
than  a  billion  dollars  in  fines,  and 
his  freedom,  but  his  Wall  Street  anten- 
nae and  sense  of  irony  were  intact.  As 
he  watched  investors  pour  billions  into 
biotechnology  almost  indiscriminately, 
Milken  recalls  quipping  to  a  friend:  "If 
you  can't  find  a  Nobel  laureate,  just  find 
somebody  majoring  in  chemistry  and 
you'll  be  able  to  get  a  couple  hundred 
million  dollars." 

Today,  however,  some  of  those  same 
companies  seem  like  great  investments 
to  Milken.  On  the  day  he  finished  serv- 
ing his  prison  sentence  in  1993,  Milken 
was  handed  a  death  sentence:  a  diagno- 
sis of  metastasized  prostate  cancer.  He 
vowed  to  beat  it,  and,  through  radiation 
and  medication,  he  is  in  remission  and 
symptom-free.  But  the  odds  say  he  may 
have  just  a  few  years  to  live,  and  he  is 
not  content  just  hoping  and  praying  for 
a  break.  He's  determined  to  find  a  cure. 

Milken,  48,  is  not  the  first  wealthy 
cancer  patient  to  become  an  overnight 
patron  of  research.  But  it's  likely  that 
the  scale  of  his  efforts  of  the  past  22 
months  is  unprecedented.  Through  Cap- 
Cure,  a  prostate-cancer  foundation  he 
started,  the  former  Drexel  Burnham 
Lambert  Inc.  financier  has  written 
checks  to  70  different  scientists,  spon- 
sored scientific  meetings,  and  is  trying 
to  organize  a  wide  variety  of  resources 
for  researchers,  from  videoconferenc- 
ing to  tissue  banks.  In  September,  Milk- 
en started  his  own  biotech  company. 
Cancer  Bioscience  Corp.,  in  Lexington, 
Mass.,  focused  on  prostate-cancer  treat- 
ments. And  now,  he  says,  he  wants  to 
turbocharge  a  wider  array  of  cancer  re- 
search in  the  private  sector. 

That  has  led  him  to  biotech.  Milken 
says  he  will  soon  begin  investing  a  "sig- 
nificant" sum  from  his  personal  fortune 
in  the  industry  and  encourage  other  in- 
vestors and  large  drug  and  chemical 
companies  to  join  him.  "I'm  concerned 
about  creating  access  to  capital"  for  bio- 
tech, he  says.  Milken  won't  discuss  his 
net  worth,  but  it  has  been  estimated  at 
nearly  half  a  billion,  with  many  Wall 
Street  sources  convinced  that  his  vast 
portfolio  of  investments  from  his  Drex- 
el days  make  his  real  worth  several 
times  that.  His  family  foundation's  en- 
dowment alone  is  $350  million. 

Milken's  blitzkrieg  has  both  excited 
and  unnerved  a  number  of  biotech  com- 
panies who  need  money  and  currently 
don't  see  it  coming  from  capital  mar- 
kets. With  the  industry  in  a  deep  slump, 
they're  hoping  Milken  tan  reignite  inter- 
est in  these  stocks.  However,  some  bio- 


The  millions  of  dollars  the  former  junk-bond  king  is  poud 
into  biotech  are  galvanizing-and  worrying-the  industry 


tech  executives  complain  that  Milken  is 
mixing  his  profit  and  not-foi-profit  in- 
itiatives in  ways  that  make  them  wary 
of  getting  too  close.  "He's  trying  to  do 
what  he  did  in  junk  bonds — [control] 
prostate-cancer  research,"  complains 
one  Silicon  Valley  venture  capitalist. 
FAMILIAR  RING.  Indeed,  for  those  who 
watched  Milken  almost  single-handedly 
catalyze  a  financial  overhaul  of  Corpo- 
rate America  through  the  high-yield- 
bond  network  he  ran  from  Drexel's  Bev- 
erly Hills  office  in  the  1980s,  "creating 
access  to  capital"  has  a  familiar  ring. 
Milken's  junk-bond  network  fueled  cor- 
porate mergers  and  acquisitions  by  the 
score — and  became  symbolic  of  greed 
and  excess  when  Milken  pled  guilty  to 
securities-law  violations  in  1990. 

Now,  he's  turning  his  capital,  connec- 
tions, business  savvy,  and  sheer  force 
of  will  to  attacking  prostate  cancer.  His 
impact  already  has  been  substantial:  By 


contributing  more  than  $9  million  in  ( i 
rect-research  grants  through  CapCur; 
Milken's  family  foundation  now  surpas-; 
es  even  the  American  Cancer  Sociei' 
as  a  sponsor  of  prostate  research, 
the  while,  everyone  ft-om  a  choiais  line 
the  I'ich,  powerful,  and  famous — inclu« 
ing  President  Clinton,  Senator  Bob  Do! 
Larry  King,  Bill  Cosby,  Calvin  Klei 
and  Carl  Icahn — to  staid  academics  ha^ 
lauded  his  effoils,  often  at  star-studd( 
functions  not  unlike  the  Predators  Bal 
Milken  once  hosted  in  Beverly  Hills. 

Says  Dr.  Samuel  Broder,  director 
the  National  Cancer  In.stitute,  who  w 
soon  join  biotech  company  Ivax  Corj 
"He  has  accomplished  more  than  any 
us  had  predicted,  and  we  had  high  e: 
pectations  to  begin  with." 

Milken  clearly  is  trying  to  save  h 
own  life  here,  not  make  money.  For  pre 
its,  he's  banking  on  real  estate  and  ed' 
cational  software.  But  he  has  to  eo: 
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FUND-RAISING  CapCure,  Milken's 
prostate-cancer  foundation,  has  given 
more  than  $9  million  to  academic 
cancer  researchers  and  has  commit- 
ted $15  million  more.  A  key  strategy: 
money-raising  soirees  with  celebrities 
such  as  Larry  King  and  Bill  Cosby. 

PERSONAL  INVESTMENTS  Milk 
en  says  that  in  1995,  he'll  substan- 
tially increase  his  personal  invest- 
ments in  biotech  companies  working 
in  cancer  research. 

MATCHMAKING  Milken  is  creatmg 
a  network  of  supporters,  including 
executives  such  as  former  Merck 
director  Martin  Wygod,  in  an  effort 
to  encourage  large  drug  and  chemi- 
cal companies  to  merge  with  and 
support  biotech  outfits. 

BIOTECH  RESEARCH  In  Septem 
ber,  Milken  formed  Cancer  Bio- 
Science.  In  addition  to  its  own  re- 
search, It  will  contract  out  prostate- 
cancer  work  to  academic  labs.  Re- 
spected Harvard  researcher  Lan  Bo 
Chen  is  its  scientific  head. 


1 

I  HEADS:  W 

ith  King 

OBSESSION:  With  Klein 

ce  other  investors  that  they  can  make 
uck — and  for  that,  the  timing  isn't 
I.  Many  biotech  stocks  are  near  their 
time  lows,  and  liquidity  prospects 

dim  for  hundreds  of  private  compa- 
s.  Milken's  confidence  is  music  to  this 
eaguered  industry's  ears:  "There  are 
re  exciting  things  going  on  in  the  bio- 
h  industry  than  the  large  pharma- 
tical  industry,"  he  says, 
tlilken's  footprints  are  everywhere 
Diotech,  from  scientific  meetings  to 
iture-capital  firms  to  cutting-edge 
le-therapy  companies  to  Ivy  League 
s — not  easy  for  a  man  whose  proba- 
1  terms  require  him  to  get  permis- 
1  to  leave  California.  He  has  spent 
irs  with  scientist-entrepreneurs  and 

met  with  software  billionaires  Law- 
ce  J.  Ellison  of  Oracle  Corp.  and  Wil- 
*n  H.  Gates  III  of  Microsoft  Corp.  to 
3USS  ways  they  might  contribute. 
?he  bad  news:  Not  many  companies 


are  even  looking  at  prostate-cancer  ther- 
apies. There's  Somatix  Therapy  Corp., 
Ligand  Pharmaceuticals,  and  probably 
only  about  a  dozen  others.  The  disease 
kills  38,000  each  year,  and  200,000  new 
cases  are  diagnosed  annually.  Histori- 
cally, though,  prostate  cancer  hasn't 
been  considered  a  good  commercial  tar- 
get because  only  about  10%  of  its  vic- 
tims get  the  fast-growing,  vinilent  form 
that  Milken  appears  to  have.  More  often, 
it  afflicts  older  men  and  is  not  always 
their  cause  of  death. 

Milken  remains  optimistic,  however, 
because  he  realizes  that  breakthroughs 
could  come  from  work  on  other  cancers 
or  from  development  of  technologies  not 
now  directed  at  prostate  cancer.  Also,  he 
has  lost  half  a  dozen  close  family  mem- 
bers to  a  variety  of  cancers  and  wants  to 
spark  research  across  the  board. 

Companies  respect  Milken  for  not 
seeking  a  quick  fix.  But  some  also  feel 


threatened  by  the  breadth  of  his  efforts 
and  by  the  blurry  boundaries  between 
them.  The  Milken  family  foundation,  for 
example,  currently  bankrolls  CapCure, 
which  supposedly  is  focused  on  helping 
nonprofit,  mainly  academic  researchers. 
Milken  acknowledges,  though,  that  Cap- 
Cure  also  provided  the  funding  to  jump- 
start  his  three-month-old  for-profit  com- 
pany. Cancer  BioScience. 

That  company  is  enigmatic,  too:  Al- 
though its  scientific  founder  is  respected 
Harvard  University  cell  biologist  Lan 
Bo  Chen,  its  chief  executive  is  Ralph  In- 
gersoll  II,  one  of  Milken's  old  junk-bond 
customers  who  has  no  background  in  bio- 
tech or  drug  development  (save  a  col- 
lege major  in  chemistry).  Ingersoll,  who 
says  he  biings  valuable  perspective  as  an 
outsider,  calls  CBC  a  "virtual  company" 
that  primarily  will  tap  into  the  best  in  ac- 
ademic-research labs.  But  Chen  says  it's 
also  building  a  full  laboratory  and  will 
buy  advanced  robotic  screening  equip- 
ment, both  of  which  are  capital-inten- 
sive assets  that  could  pose  a  competi- 
tive threat  to  existing  companies. 
FRIEND  OR  FOE?  No  wonder  some  bio- 
tech companies  are  uneasy  about  wheth- 
er to  view  Milken  as  a  benefactor  or 
competitor  and  about  how  much  infor- 
mation to  reveal  to  him.  Dr.  Phillip 
Frost,  a  former  Sandoz  Ltd.  exec  who 
briefly  consulted  with  CapCure,  thinks 
companies  are  "not  foolish"  to  have  con- 
cerns. Moreover,  he  says,  "there  are  peo- 
ple involved  [advising  and  working  with 
Milken]  who  are  amateurish."  Milken 
says  Frost  had  only  brief  involvement 
with  his  group,  adding:  "From  day  one, 
I  said  if  people  could  not  share  informa- 
tion with  each  other,  we  couldn't  share 
our  money  with  them." 

Researchers  supported  by  Milken — 
those  who  will  talk,  anyway — tend  to  be 
wildly  enthusiastic,  not  sui'prising  given 
that  money  and  a  sense  of  urgency  are 
like  manna  from  heaven  to  academics 
used  to  scratching  for  support.  And  Milk- 
en seems  remarkably  relaxed,  realistic, 
even  philosophical.  He  has  become  a  dev- 
otee of  Eastern  medicine,  including  med- 
itation and  special  nutrition.  And  he  says 
the  time  he  spends  with  youngsters 
while  performing  court-ordered  commu- 
nity service  is  part  of  "my  therapy"  for 
keeping  things  in  perspective. 

He'll  need  that.  Cancer  research  is 
agonizingly  slow  compared  with  the 
world  in  which  Milken  made  multimil- 
lion-dollar decisions  in  seconds.  What 
are  his  chances  of  saving  his  own  life? 
Impossible  to  say — but  better  since  he 
started  waging  his  own  war  on  cancer. 

By  Joan  O'C.  Hamilton 
in  San  Francisco 
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GOVERNMENT 


HERE  A  CUT, 
THERE  A  CUT . . . 

Some  pricey  tax  plans  are  on  the  table-but  no  budget-busters 


The  last  time  Washington  caught  such 
a  case  of  tax-cut  fever,  the  federal 
budget  deficit  soared,  interest  rates 
spiked,  and  the  nation  slipped  into  reces- 
sion. Rut  things  were  different  in  1981. 
Today,  even  as  the  two  parties  compete 
to  api)ease  tax])ayei's,  there  should  be  no 
repeat  of  such  troubles  when  the  new 
Congress  convenes. 

What  has  changed  this  time  around? 


lessly  cause  the  deficit  to  skyrocket," 
says  Stanley  Collender,  chief  budget  an- 
alyst at  Price  Waterhouse. 

Certainly,  plans  to  cut  taxes  are  be- 
ginning to  snowball,  just  as  in  Reagan's 
first  year.  None  was  more  dramatic  than 
Clinton's  abrupt  about-face  on  taxes 
(table).  The  President  elevated  the  pop- 
ular sentiment  for  smaller  government 
into  an  initiative — which  he  dubbed  a 


0^  ^    5^     ^  <^ 


TAX-CUT  FEVERi 


The  various  tax-slashing  plans  being  proposed 
to  Congress  and  estimates  of  their  five-year  cost. 


CLINTON  A  $500  tax  credit  for  children  under  13  in  fami- 
lies making  less  than  $75,000;  a  deduction  of  up  to 
$10,000  for  post-secondary-school  education  for  those 
with  incomes  below  $120,000.  Plus,  a  new  type  of  IRA  to 
fund  tuition  payments,  a  new  house,  or  care  for  the  elderly. 
Cost:  $60  billion. 

GINGRICH'S  "Contract  With  America"— A  $500  tax  credit  for 
kids  17  and  under  for  families  making  up  to  $200,000; 
a  50%  exclusion  from  capital-gains  taxes,  plus  accelerated 
depreciation,  credits  for  adoption  expenses,  and  credits  for 
home  care  for  the  elderly.  Cost:  $149  billion. 


GEPHARDT  A  $300 
to-$600  tax  credit 
for  filers  who  earn 
less  than  $75,000. 
Cost:  Unknown. 


Plenty:  Hudgi't  rules  and  spending  caps 
are  forcing  lawmakers  to  offset  cuts 
with  spending  reductions.  And  the  mar- 
kets won't  be  lulled  by  phony  accounting 
or  promises  that  tax  cuts  will  pay  for 
themselves  by  s|)urring  growth.  After 
all,  the  amount  of  federal  debt  held  by 
the  investing  public  has  quadrupled  and 
gone  global.  "Given  the  attention  of  the 
financial  markets  to  the  whole  budget 
process  now  and  the  concerns  of  the 
Federal  Reserve  on  inflation,  it's  hard  to 
believe  that  Congress  would  just  mind- 


GRAMM  Double  the 
current  $2,500  ex- 
emption per  child, 
to  $5,000,  with  no 
income  cap. 
Cost:  $124  billion. 


middle-cla.ss  "bill  of  rights" — that  would 
cost  an  estimated  $(50  billion  over  five 
years.  Not  to  be  outdone.  House  Minor- 
itv  Leader-to-be  Richard  A.  Gejihardt 
(D-Mo.)  sketched  out  a  $3()0-to-$600 
middle-class  credit  of  his  own. 

The  cop's  plan,  however,  looms  as  the 
costliest  by  far.  The  Contract  With 
America  is  laden  with  tax  cuts — and  not 
just  for  the  middle  class.  A  $500  tax 
credit  for  each  child  17  and  younger 
would  go  to  families  making  less  than 
$200,000.  Investors  would  get  a  50%  ex- 


n: 

\ 


elusion  for  capital  gains,  which  wou 
be  indexed  for  inflation.  The  cost:  son 
$149  billion  over  five  years.  And  Senat 
Phil  Gramm  {R-Te.x.),  a  leading  19' 
Presidential  contender,  proposes  do 
bling  the  current  personal  exemptii 
for  each  child,  to  $5,000 — at  a  of  cost  i 
to  $124  billion  over  five  years. 

But  this  run  on  Fort  Knox  does  n, 
yet  constitute  a  budget  crisis.  That's  fc| 
cause  no  one  in  either  political  paity 
suggested  tax  relief  without  paying 
the  lost  revenue  with  other  tax  hik 
user  fees,  or  spending  cuts.  Such  1 
ening  was  missing  in  Reagan's  sujipl 
side  recipe. 

"RECONCILIATION  BILL  "  This  tin 
around,  the  White  House  insists  deric 
cutting  is  still  a  top  priority.  The  Clini  j 
Administration  is  drafting  a  five-ye  i 
budget  blueprint  for  fiscal  1996  that  w 
show  $76  billion  in  spending  cuts  to  o 
set  $60  billion  in  tax  reductions. 

Republicans  plan  to  be  far  toughi 
In  a  highly  unusual  move,  incomii 
House  Appropriations  Committ 
Chairman  Robert  L.  Livingston  (R-L 
promises  to  slash  spending  in  the  ci 
rent  fiscal  year  to  make  a  downpayme 
on  future  tax  cuts.  And  new  House  Bi; 
get  Committee  Chairman  John  R.  K 
sich  (R-Ohio)  says  he  will  craft  a  plan 
balance  the  budget  by  fiscal  2002.  Th 
would  match  the  promise  of  the  B 
anced  Budget  Amendment  that  Hou 
GOP  leaders  have  made  their  first  leg 
lative  priority. 

More  important,  the  vehicle  for  t 
GOP  plan  most  likely  will  be  a  massi 
"reconciliation  bill"  that  matches  t 
and  spending  changes  dollar  for  doll 
That  would  impose  discipline  and  ke 
tax  cuts  from  swelling  the  deficit.  In  £ 
dition,  it  would  allow  the  gop  to  sneal 
capital-gains-tax  cut  past  a  potent 
Presidential  veto. 

At  this  stage  of  the  process,  prom 
es  are  cheap.  Balancing  the  budget 
2002  would  require  $1.2  trillion  in  cuts 
anticipated  spending — a  virtual  poli 
cal  impossibility.  That's  more  than  tw 
the  size  of  the  deficit  reduction  Chnt 
managed  to  get  through  the  House  a. 
Senate  in  1993.  Those  deficit-slashi 
heroics  "would  be  a  little  skirmish,  co 
pared  to  what  would  have  to  be  acco 
plished  to  balance  the  budget  in  sev 
years,"  according  to  Leslie  M.  Alp 
stein,  an  economist  at  NatWest  Seci 
ities  Corp. 

Still — whatever  happens,  it's  unlil 
ly  that  Congress  can  break  the  bai 
The  prognosis:  The  federal  budget  m 
yet  recover  from  tax-cut  fever  withe 
major  complications. 

Bij  Paul  Magvusson  in  Washingi 
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COMMENTARY 

By  Christopher  Farrell 

A  JUMBLE  ONLY  A  FUT  TAX  CAN  UNTANGLE 


Everything  should  be  made  as  sim- 
ple as  possible,  but  not  more  so. 
— Albert  Einstein 

With  both  Republicans  and 
Democrats  grasping  wildly  for 
the  middle-class  vote,  federal 
tax  reform  seems  virtually  certain  in 
1995.  We  may  finally  witness  a  slash- 
ing of  the  capital-gains-tax  rate,  a 
deduction  for  losses  on  home  sales,  a 
$500-per-child  tax  credit,  and  an  ex- 
panded individual  re-  ' -j^^: 
tirement  account.  ' " 

Yet  these  steps  and 
others  only  promise  to 
impair  further  a  tax 
code  riddled  with  too 
many  exemptions,  de- 
ductions, exclusions, 
and  credits.  If  Washing- 
ton legislators  truly 
want  to  make  a  differ- 
ence, they  should  head 
the  other  way  and  em- 
brace a  flat  tax. 

A  flat  tax?  The  very 
idea,  which  would  mean 
doing  away  with  most 
exemptions,  is  generally 
dismissed  out  of  hand  as 
political  suicide,  despite 
such  vocal  backers  as 
Richard  K.  Armey  (R-Tex.)  in  the 
House.  But  it  makes  sense — far  more 
than  any  other  reform  being  consid- 
ered. Limiting  exemptions  and  de- 
ductions would  lower  the  tax  rate  by 
broadening  the  tax  base.  And  the 
change  would  encourage  a  more  effi- 
cient allocation  of  resources — not 
least  by  reducing  government  inter- 
ference in  citizens'  financial  choices. 
TEN-YEAR-OLD  PLAN.  What  exactly 
would  a  flat  tax  entail?  A  good  start- 
ing point  is  the  one  that  was  pro- 
posed by  Hoover  Institute  econo- 
mists Robert  E.  Hall  and  Alvin 
Rabushka  about  a  decade  ago.  They 
would  have  levied  a  single  19%  tax 
on  wages  and  salaries,  with  personal 
and  dependent  exemptions  retained 
to  keep  the  scheme  somewhat  pro- 
gressive. Capital  gains,  interest,  and 
dividends  would  be  exempt.  And 


businesses  would  pay  the  same  19% 
rate,  with  no  deductions  for  interest 
or  dividend  payments. 

If  that's  too  much  for  voters,  there 
are  more  moderate  alternatives. 
Around  the  same  time  Hall  and 
Rabushka  formulated  their  approach, 
the  Bradley-Gephardt  plan  offered 
three  brackets:  14%.,  26%,  and  30%, 
with  a  few  of  the  most  popular  de- 
ductions preserved,  such  as  home- 
mortgage  interest  and  charitable 


contributions.  "You  want  to  manitain 
progressivity  in  the  system,"  says 
co-author  Senator  Bill  Bradley  (D- 
N.  J.).  "And  some  exclusions  and  de- 
ductions are  so  embedded  in  the  way 
business  is  done  that  the  battle 
wouldn't  be  worth  fighting." 

Radical  tax  simplification  might 
have  a  better  chance  of  passing  if  its 
economic  benefits  were  better  under- 
stood. The  cost  of  complying  with  tax 
rules  is  huge,  for  one  thing.  For  indi- 
viduals alone,  the  tab  comes  to  more 
than  $30  billion  per  year,  says  Joel  B. 
Slemrod,  an  economist  at  the  Univer- 
sity of  Michigan  at  Ann  Arbor.  A  flat 
tax,  which  is  much  simpler  to  calcu- 
late and  process,  would  eliminate  the 
need  for  so  many  tax  lawyers  and  ac- 
countants while  thinning  the  Internal 
Revenue  Service's  bureaucracy. 
There  would  be  a  lot  less  asset-shuf- 


fling for  tax  reasons,  too.  With  a  sim- 
ple tax  system,  taxpayers  would 
make  their  own  investment  decisions 
without  government  telling  them 
which  assets  or  time  period  to  favor. 
MUCH-NEEDED  STABILITY.  Other  ad- 
vantages: The  so-called  tax  gap — the 
estimated  $120  billion  in  tax  revenue 
not  collected  by  the  Internal  Reve- 
nue Service  because  of  underreport- 
ing of  income  or  overstating  of  de- 
ductions— likely  would  shrink  if 

taxes  became  simple  to 
,V   calculate.  Such  a  sys- 
'  tem  would  also  pro- 
mote much-needed  fis- 
cal stability.  In  his  1962 
book.  Capitalism,  and 
Freedom,  Milton  Fried- 
man (who  proposed  a 
17%.  fiat-rate  tax)  ar- 
gued that  lurches  in  the 
tax  code  create  random 
disturbances  in  the 
economy,  disrupting  in- 
vestment and  other  fi- 
nancial plans.  Just 
think  of  all  the  shifts  in 
tax  policy  during  the 
Reagan,  Bush,  and  ear- 
ly Clinton  years.  A  flat 
tax  would  have  an  ef- 
fect on  fiscal  policy  sim- 
ilar to  the  pursuit  of  a  consistent 
monetary  policy:  It  would  work  to 
minimize  economic  disruptions. 

Most  important,  a  flat  tax  would 
separate  revenue-raising  from  poli- 
cymaking. Today,  too  many  govern- 
ment programs  and  key  economic 
policies  are  buried  in  the  tax  code. 
That  makes  for  bad  policy  and  ineffi- 
cient taxes.  Far  better  to  remove 
tax-code  fiddling  as  an  option  for  pol- 
icymakers and  keep  any  fiscal-policy 
debate  focused  on  government  ex- 
penditures. What  government  pro- 
grams do  we  want,  and  how  much 
are  we  willing  to  spend  for  them? 
Radical  reform,  if  it  finally  arrives, 
will  help  us  get  a  better  feel  for  the 
scale  and  scope  of  our  government — 
and  for  what  we  want  it  to  become. 

Farrell  writes  on  economics. 


It  would  be  cheaper,  fairer,  less  wasteful 
-and  more  efficient  for  Uncle  Sam 
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LEGAL  AFFAIRS 


CAN  THE  GOP 

STOP  THE  MEGA-VERDICTS? 

The  party  wants  to  limit  awards,  but  "it's  not  a  slam  dunk" 


Call  it  Dan  Quayle's  revenge.  The  for- 
mer Vice-President  made  little 
headway  while  in  office  in  his  cam- 
paign to  modernize  the  nation's  tradi- 
tion-encrusted legal  system.  Now, 
Quayle  is  back  in  Indiana — but  his 
lawyer-bashing  crusade  has  been  res- 
urrected by  a  Republican-led  Congress. 

GOP  lawmakers  see  reform  as  part  of 
a  broader  mandate  to  restore  a  measure 
of  individual  responsibility.  Voters  want 
limits  on  lawsuits  run  amok,  because 
"we've  gone  overboard  in  saying  every- 
one's a  victim,"  says 
GOP  pollster  Steven 
Wagner  at  Luntz 
Research.  Republi- 
cans are  also  playing   refamplm  

PRODUCT  LIABILITY  The  pro 

posed  legislation  would  limit  dam- 
ages paid  by  companies  sued  for 
injuries  caused  by  their  products. 
Punitive  damages  would  be  held  at 
the  greater  of  three  times  actual 


bruising  counteroffensive.  And  Repub- 
licans themselves  aren't  united:  Some 
Senators,  including  Alfonse  M.  D'Ama- 
to  (R-N.Y.)  and  Alan  K.  Simpson  (R- 
Wyo.),  have  sided  with  reform  oppo- 
nents in  the  past.  Business,  meanwhile, 
frets  that  the  Republicans'  more  radical 
proposals  will  drive  away  votes.  "It's 
not  a  slam  dunk,"  says  business  lobbyist 
Mike  House. 

But  the  GOP  thinks  its  plan  will  res- 
onate with  voters.  A  postelection  Gallup 
Poll  revealed  that  58%  of  the  public  fa- 


Ultimately,  opponents  likely  will  sei2( 
on  the  controversial  proposal  that  wou| 
force  losers  in  specified  federal  cases 
pay  all  legal  expenses.  Some  companiJ 
fear  the  issue  will  derail  the  refor ' 
drive.  The  requirement  doesn't  have  '  i 
snowball's  chance  in  July  of  seeing  i\\ 
light  of  day,"  says  Kevin  Condron,  a; 
sistant  general  counsel  for  litigation  i 
Sears,  Roebuck  &  Co.'s  merchandis 
unit.  And  critics  add  the  provisio 
wouldn't  stop  plaintiffs  from  filing  fri' 
olous  litigation  in  state  courts. 
LITMUS  TEST.  Quayle-style  legal  n 
formers,  however,  view  the  loser-paj 
principle  as  a  political  litmus  test.  Bus 
ness  "kept  trying  to  compromise  wit 
the  liberals,"  complains  freshman  Re] 
resentative  David  M.  Mcintosh  (R-Ind 
a  former  Quayle  aide.  "Now  that  tl 
Republicans  are  in,  we  should  go  back  ■ 
the  right  ideas."  Other  Republicans  hoj 
to  flush  out  expected  opposition  fro 


LAWYERS  BE  DAMNED 


Key  features  of  the  OOP's 


to  corporate  inter- 
ests that  want  to  cut 
the  cost  of  regulation 
and  litigation. 
GRIPES.  The  focus  of 
the  GOP's  attack  is  its 
Common  Sense  Le 


gal  Reform  Act,  to  da["3ie^_o^$250'000-. 


be  introduced  in  the 
House  on  Jan.  4.  The 
bill  would  limit  dam- 
ages in  product-lia- 
bility cases,  make  it 
tougher  for  share- 
holders to  sue  com- 
panies, and  discour- 
age suits  by  forcing 
losers  to  pay  win- 
ners' legal  costs. 

It's  an  agenda 
business  has  sought 
in  vain  for  14  years.  Although  courts  of- 
ten scale  back  mega-verdicts,  executives 
gripe  that  the  threat  of  huge  awards 
boosts  settlement  costs.  "The  numbers 
are  in  the  stratosphere,"  complains  Mon- 
santo CEO  Richard  J.  Mahoney.  Mean- 
while, foreign  rivals  aren't  saddled  with 
the  same  costs.  The  fi;ih)re  to  adopt  re- 
form in  the  U.  S.  "places  American  com- 
panies at  a  substantial  disadvantage," 
says  Larry  E.  Sanford,  executive  vice- 
president  of  MacAndrews  &  Forbes 
Holdings  Inc.'s  Coleman  Co.  unit. 

Legal  reform  still  faces  plenty  of  b;  ■■ 
riers.  Opponents,  from  consumer  gi'ou  s 
to  the  well-heeled  Association  of  Trial 
Lawyers  of  America,  plan  to  launch  a 


SHAREHOLDER  CLASS  ACTIONS 

Plaintiffs  would  be  limited  to  five 
securities  class  actions  a  year  and 
would  have  to  show  their  losses  re- 
sulted from  intentionally  misrepre- 
sented information  from  companies. 

CIVIL  JUSTICE  SYSTEM  To  dis 

courage  people  from  bringing  base- 
less cases,  the  losers  in  some  fed- 
eral lawsuits  would  have  to  pay  the 
winners'  legal  costs. 


vored  legal  reforms,  with  only  289?  oj)- 
posed.  "When  people  read  about  these 
multimillion-dollar  verdicts  in  the  news- 
paper, they're  beginning  to  realize  that 
in  a  subtle  way,  it  [costs]  jobs,"  says 
John  S.  Breed,  manager  of  civic  affairs 
for  Cooper  Industries  Inc. 

Opponents  think  popular  sentiment 
will  shift  when  they  demonstrate  how 
the  GOP  proposals  would  curb  the  rights 
of  the  injured.  In  suits  claiming  dam- 
age from  defective  products,  for  in- 
stance, awards  would  be  limited  to  triple 
out-of-pocket  costs  or  $250,000,  whichev- 
er is  greater.  Voters  in  Arizona  and 
Michigan  already  have  defeated  ballot 
initiatives  calling  for  similar  caps. 


the  two-la\v\'cr  I-  ir>i  1-  amiK'.  winch  h; 
been  quiet  on  the  issue.  I  he  Presidei 
received  $500,000  in  contributions  froi 
trial  lawyers  in  the  1992  campaign. 

Most  CEOS,  however,  would  be  coi 
tent  with  compromise  legislation  limi 
ing  punitive  damages  and  ending  th 
practice  of  holding  companies  fully  1 
able  for  injuries  they  only  partiall 
caused.  With  key  votes  looming  befor 
April,  Corporate  America  will  kno; 
soon  if  the  new  GOP  leadership  is  moi 
interested  in  providing  relief  from  e) 
cessive  litigation — or  in  scoring  politic: 
points. 

By  Catlierine  Yang  in  Wasfmigtof 
with  bureau  reports 
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rENSION  AND  TAUTNESS' 
N  THE  TAURUS-AND  AT  FORD 

redesign  looks  great,  but  will  buyers  pay  the  extra  freight? 


r here's  no  denying  that  the  new  Ford 
Taurus  and  Mercury  Sable  are  stun- 
ners. UnHke  1991,  when  Ford  rejig- 
red  the  two  with  new  body  panels, 
is  year's  redesign  is  almost  total.  The 
96  models  have  a  sculpted,  "bio-kinet- 
'  look  that  Ford  is  betting  will  be  as 
itinctive — and  successful — as  the  orig- 
il  "aerodynamic"  design.  "We  aimed 
'  a  tension  and  tautness  in  the  sur- 
;e  to  express  the  energy  beneath  the 
tface,"  says  John  J.  Telnack,  Ford  Mo- 
r  Co.'s  vice-president  for  design, 
anslation:  The  cars'  cui^ving  body  met- 
is meant  to  appear  to  be  always  in 
)tion. 

Ford  has  a  lot  at  stake  in  making  the 
w  Taurus/Sable — scheduled  to  hit  the 
Dwrooms  this  summer — a  success.  The 
ilings  helped  lead  the  company's  re- 
issance:  They  account  for  a  quarter 
Ford's  new-car  sales  (chart):  330,984 
uruses  and  112,227  Sables  were  sold 
the  first  11  months  of  1994.  And  for 
"ee  straight  years,  the  Taurus  has 
an  America's  top-seUing  model,  best- 
j  Honda  Motor  Co.'s  Accord. 
i  SWITCH.  Yet  Ford  paid  a  price  for 
;  redesign  that  goes  well  beyond  its 
9  billion  estimated  cost.  Although  the 
K  Taurus/Sable's  parts  are  individual- 
easier  to  assemble  than  their  prede- 
;sors',  the  sheer  number  of  features 
rd  has  added — everything  from  gim- 
;ky  multi-purpose  center  consoles  to 
optional  filter  to  winnow  dust  and 
len  out  of  the  air — means 
;y  take  longer  to  build 
at's  a  major  reversal 
the  industry's  trend 
rard  cars  that  are  easi- 
quicker — and  cheaper- 
make. 

Ford  won't  take  the 
aps  off  the  Taurus 
til  Jan.  3,  but 
mges  in  the  Sable 
e  an  idea  of  what's 
ning  in  both  mod- 
.  Indeed,  the  two 
ire  most  mechani- 
parts.  Gone  from 
;  Sable  is  the  dis- 
ctive  "light  bar" 
t  wraps  from  head- 
it  to  headlight:  The 
idlamps  are  now  el- 
int  ovals.  Inside  is 
eUiptical,  all-in-one 


instrument  cluster  on  the  dash,  with 
large  controls  laid  out  ergonomically. 
Other  features  include  an  optional  3-li- 
ter, multivalve  V-6  engine  capable  of  go- 
ing 100,000  miles  between  tune-ups  and 
a  glove-box  door  on 
damped  hinges  so  it 
won't  fall  on  a  pas- 
senger's knees. 

Sticker  prices  on 
the  Taurus  and 
Sable  won't  be  set 
until  shortly  before 
the  cars  appear.  But 
Christopher  W.  Ce- 
dergren,  an  analyst 
at  market  research- 
er  AutoPacific 
Group  in  Santa  Ana, 
Calif.,  figures  that 
their  base  prices 

will  go  up  6%  to  8%   

from  the  Taurus'  current  $17,585  and 
the  Sable's  $18,210.  That  would  push 
them  higher  than  an  Accord  LX  4-Door, 
which  now  has  a  base  price  of  $17,750. 
"Ford  is  really  playing  a  high-stakes 
game  with  its  price  increases  this  year," 
says  David  E.  Cole,  director  of  the  Uni- 
versity of  Michigan's  Office  for  the 
Study  of  Automotive  Ti'ansportation. 

Other  examples:  The  sticker  price  of 


The  sculpted  look  is  a 
far  cry  from  the  earlier 
Taurus  and  Sable 


SABLE: 
FORD  S  „_ 
BREAD 

AND  1 
BUHER  f 

DATA:  WARD'S  AUTOMOmeREPOmii 


SHARE  OF  FORD'S  TOTAL 
NEW-CAR  SALES 


its  redesigned  Explorer  is  up,  and  its 
all-new  1995  Lincoln  Continental,  de- 
veloped about  the  same  time  as  the 
Taurus  and  Sable,  has  a  new  base  price 
of  $41,375,  a  $7,000  increase. 

How  did  the  new  Taurus  and  Sable 
end  up  so  complicated  to  build?  Rich- 
ard L.  Landgraff,  head  of  development, 
admits  his  group  had  an  ambitious  tar- 
get: "to  benchmark  the  best  and  rein- 
vent a  car  with  the  market  impact  of 
the  original  Ford  Taurus."  But  Land- 
graff also  notes  that  in  mid-1992,  when 
the  team  members  were  putting  togeth- 
er their  wish  list,  they  could  feel  the 
Japanese  breathing 
down  their  necks. 
The  Accord  had  out- 
sold the  Taurus  by 
100,000  units  in 
1991.  And  Toyota 
Motor  Corp.  had 
just  come  out  with  a 
feature-laden  ver- 
sion of  its  popular 
Camry  sedan. 

As  it  turned  out, 
1992  represented  a 
crest  of  Japanese 
over  engineering. 
Now,  Japanese  ri- 
vals  are  trying  to 
cope  with  the  sky-high  yen  by  remov- 
ing engineering  flourishes  and  features. 
For  instance,  Honda  simplified  the  Ac- 
cord when  it  was  redesigned  for  the 
1994  model  year,  keeping  its  cost  and 
price  the  same  as  for  its  forerunner. 
And  Toyota  has  vowed  to  slash  costs 
by  20%  for  all  new  models — including  a 
totally  revamped  Camry  it  plans  for 
the  1997  model  year. 

Ford,  of  course, 
didn't  let  costs  get  to- 
tally out  of  line  in  its 
Taurus  and  Sable  re- 
design. The  Sable  no 
longer  has  rubber  side 
moldings  running  its 
length  with  "Sable"  in- 
scribed. That  alone 
probably  saves  more 
than  $100  per'  car,  says 
AutoPacific  Group 
President  George  C. 
Peterson. 

And  Ford  may  yet 
find  other  economies 
to  bring  the  cars  in  at 
less  than  analysts' 
price  estimates.  If  it 
doesn't,  bio-kinetic 
could  come  to  mean 
"looks  fast  even  when 
it's  not  moving 
fast ...  off  the  dealer 
lots." 

By  James  B.  Treece 
in  Detroit 


SABLE: 
SLEEK 
SISTER 


•92        '93  '94* 
•THROUGH  NOVEMBER 
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News:  Analysis  &  Commentary 


Agility  foruM 


Surviving  and  Thriving 
in  the  21st  Century  at  the 

Fourth  Annual 
Agility  Forum  Conference 

CREATING  THE 
AGILE  ENTERPRISE: 
Models,  Metrics 
and  Pilots 

March  7,  8,  9,  1995 
Stouffer  Waverly  Hotel 
Atlanta,  Georgia 


Learn  how  to  transform  your 
organization  into  an  Agile  enter- 
prise. America's  leading  Agility 
experts  will  be  presenting  the 
most  current  models,  metrics  and 
pilots  for  keeping  American 
enterprise  competitive  in  a  global 
marketplace. 

Who  should  attend? 

CEO's,  CFO's,  change  agents, 
production  supervisors,  strategists, 
engineers,  all  will  learn  how 
Agile  thinking  impacts  the  bottom 
line.  Representatives  from  service 
industries  as  well  as  manufactur- 
ing should  attend. 

The  Fourth  Annual  Conference 
on  Agility  is  hosted  by  the  industry- 
led  Agility  Forum,  formerly  the  Agile 
Manufacturing  Enterprise  Forum. 
For  registration  and  hotel  information, 
contact  Kathleen  Dillon  at  200  W. 
Packer  Ave.,  Bethlehem,  PA  18015- 
1582,  phone  1-800-9BE-AGILE, 
fax  (610)  694-0542. 


SOFTWARE 


MICROSOFT: 
HE-E-E-RE'S  BOB! 

Its  program  for  computer- 
phobes  may  live  up  to  the  hype 

Just  who  is  Bob,  anyway?  At  the 
Consumer  Electronics  Show  in  Las 
Vegas,  which  starts  on  Jan.  6,  visi- 
tors will  be  inundated  with  his  grinning 
face  on  billboards,  posters,  napkins,  and 
balloons.  His  coming-out  party  is  being 
managed  by  the  royal  couple  of  the  com- 
puter industry,  Microsoft  Corp.  Chair- 
man William  H.  Gates  III  and  his  wife, 
Melinda  French.  A  marketing  manager 
at  Microsoft,  French  is  set  on  making 
sure  we  all  get  to  know  Bob,  a  new 
Microsoft  program. 

Why  the  hoopla?  Set  to  hit  stores  on 
Mar.  31,  Bob  is  Microsoft's  attempt  to 
lure  computerphobes  into  the  market 
with  a  "social  interface" — a  new  way  to 
interact  with  PCs.  "The  social  interface 
is  the  next  step  in  computing,"  asserts 
Karen  E.  Fries,  Microsoft's  program 
manager  in  charge  of  creating  Bob.  The 
software  design  is  based  on  a  theory  by 
Stanford  University  professors  that 
aims  to  make  using  a  PC  as  easy  as  if 
you  had  an  expert  looking  over  your 
shoulder.  It's  likely  to  start  a  new  battle 
as  software  and  PC  companies  vie  for 
ways  to  move  beyond  the  current  Win- 
dows-style "graphical  interface"  and  ap- 
peal to  the  average  computerphobe. 

Microsoft's  main  aim  is  to  make 
greater  inroads  into  the  home-comput- 


LOOK  MA,  NO  HANDBOOK: 

Fries  with  the  guest  of  hono. 

er  market.  Computers  ma 
have  been  among  the  hotte; 
holiday  gifts  this  year,  bi, 
most  American  homes  sti; 
don't  have  one.  With  Bob,  M, 
crosoft  aims  to  help  remed 
that.  The  product's  most  no' 
el  feature  may  be  what 
lacks:  an  instruction  manu^| 
Instead,  it  offers  on-scree 
characters,  each  with  a  pe 
sonality,  that  volunteer  advi( 
and  steer  users  through  tl 
programs. 

TINY  TUTORS.  Bob  is  actual 
a  suite  of  programs,  includir 
a  letter-writing  aid,  a  checl 
book,  and  a  program  to  keep 
schedule.  When  users  log 
with  a  personal  password,  they  see  a 
image  of  a  room  on  the  computer  scree 
which  they  can  customize.  You  can  ca 
up  your  personal  calendar,  for  exampl 
by  clicking  on  the  calendar  on  the  wal 
If  you  have  questions,  you  chck  on  i\ 
guides  that  are  always  present  on  a  co 
ner  of  the  screen.  As  time  goes  on,  i\ 
helpers  learn  your  preferences  and  le 
el  of  ability,  to  better  judge  when  the 
should  pipe  in  with  advice. 

Outsiders  who  have  tried  the  pn 
gram  give  it  high  marks.  Most  find 
even  easier  to  use  than  Apple  Compu 
er  Inc.'s  Macintosh  interface,  widely  n 
garded  as  the  easiest  to  use  among  t 
day's  offerings.  "It  blew  me  away,"  saj 
William  M.  Bluestein,  an  analyst  wit 
Forrester  Research  Inc. 

That  doesn't  mean  Bob  will  be  an  ii 
stant  success.  The  social  interface  wn 
work  only  on  the  suite  of  programs  spi 
cifically  bundled  into  the  program, 
least  for  now.  And  as  a  suite  of  eigl 
very  simple  programs,  it  may  be  ove 
priced  at  $100.  Moreover,  because  of  i 
many  features,  Bob  is  slow  unless  ust 
on  the  most  powerful  computers. 

Yet  another  potential  problem:  resi 
tance  from  computer  makers.  Mo! 
aren't  talking,  but  Forrester's  Blueste: 
says  many  of  them  are  reluctant  to  ei 
dorse  the  product  because  they  off< 
their  own  add-ons  to  make  Windov 
easier  to  use. 

Nevertheless,  Bob  is  an  importai 
first  step  in  the  next  battle  for  the  sof 
ware  industry.  Apple,  for  one,  has  a  coi 
pie  of  new  interfaces  in  the  works,  tl 
first  one  scheduled  to  debut  about  a  yei 
from  now.  It  will  just  have  to  hope  thij 
Microsoft  hasn't  made  Bob  a  househo. 
name  by  then. 

By  Richard  Brandt  in  San  Francis{ 


Tliree 

VALUABLE 

ideas 
For 'iour  IRA.. 


Discover  tke  aJvantagies  of  a 
Twentiedi  Century  IRA.. 

VALUE  OF  Tax-Deferred  Earnings 

In  an  IRA,  you  earn  more  over  time,  because  your  earnings  grow  tax-deferred  until  you  withdraw 
them  at  retirement,  any  time  after  age  59V:i. 

VALUE  Style  of  Investing 

This  strategy  involves  screening  for  seasoned,  established  businesses  whose  stocks  the  fund 
managers  conclude  are  sound,  but  temporarily  undervalued.  Over  time,  value  investing  complements 
growth-style  investing,  because  both  styles  tend  to  perform  "countercyclically." 

OUR  VALUE  Fund 


Average  Annual  Total  Returns  for  the  one-year  period  ending  September  30. 1994. 


Twentieth  Century  Value 


S&P  500  Index 


6.85%  is  the  since  inception  (9/1/93)  average  annual  total  return  as  of  9/30/94  for  Twentieth  Century  Value. 


Twentieth  Century  Value's  one-year  results  put  it  in  front  of  the  S&P  500  Index,  an  indicator  of 
the  performance  of  the  stock  market  in  general.* 

So  enjoy  the  three-fold  advantage  of  a  tax-deferred  IRA  in  Twentieth  Century  Value.  To  learn 
more  about  our  no-load  value  fund  for  your  IRA,  call  or  write  for  a  FREE  IRA  Kit.  Tlie  kit  con- 
tains a  prospectus  with  more  complete  information,  including  charges,  expenses 
and  minimums,  which  you  should,  of  course,  read  carefully  before  investing. 


Call  today,  toll-free: 

1-800-345-2021 

RO.  Box  419200,  Kansas  City,  MO  64141-6200 


Investments  That  Work' 

•The  S&P  500  Index  is  an  index  created  by  Standard  &  Poor's  Corporation  that  is  considered  to  reflect  the  performanr  of  the  stock  market  m  general.  If  is  not  an 
investment  product  available  for  purchase,"  Data  quoted  represents  past  performance  and  assumes  reinvestment  of  a  tiistributions  Past  performance  is  no  guar- 
antee ot  future  results.  Investment  return  and  principal  value  will  fluctuate,  and  redemption  value  may  be  more  oi  ess  than  original  cost. 


Tax-deferred  earnings  make  this  IRA  a  notable  Value 


News:  Analysis  &  Commentary 


STRATEGIES 

RED  ALERT  AT 
FIRST  ALERT 

It  faces  a  PR  disaster  over  its 
highly  sensitive  CO  detectors 

When  the  Fu"st  Alert  carbon  monox- 
ide detector  in  Daryl  Wyatt's  Chi- 
cago apartment  went  off  at  5  a.m. 
on  Dec.  21,  he  rushed  his  family  to  a 
neighbor's  and  called  the  fii'e  department. 
While  waiting  outside,  he  saw  fire  trucks 
careening  in  all  directions,  "but  they  kept 
going  past  our  house." 

Small  wonder  The  Chicago  Fire  Dept. 
answered  an  unprecedented  1,852  false 
alarms  that  night  from  carbon  monoxide 
detectors— most  of  them  First  Alert's. 
The  chaos  was  blamed  on  a  weather  con- 
dition that  trapped  fumes  close  to  the 
ground,  but  even  Mayor  Richard  M.  Dal- 
ey criticized  First  Alert's  detectors. 

Now,  alarm  bells  are  ringing  at  First 
Alert  Inc.'s  Aurora  (111.)  headquarters. 
Sales  of  its  detectors  in  Chicago,  once 
boosted  by  a  city  ordinance,  have  slowed 


PULLING  THE  PLUG:  Was  the  product  too  good; 


dramatically,  and  smaller  competitors  are 
beefing  up  advertising  to  win  market 
share.  The  company  had  already  pulled  a 
planned  $125  million  secondary  offering 
in  December  following  reports  of  over- 
statements in  its  prospectus — which  the 
company  denies — and  its  stock  is  down 
25%,  to  around  14. 

On  Dec.  22,  First  Alert  conceded  its 
product  could  be  improved  and  offered 
a  refund  to  Chicago  area  customers.  But 
the  damage  was  done.  Only  nine  months 
ago,  First  Alert — best  known  for  its  pop- 


ular smoke  detectors — wa 
one  of  the  hottest  initial  puh 
lie  offerings  around.  Wit 
widespread  name  recognitio: 
and  distribution  clout,  it  cap 
tured  70%  of  the  fast-grow 
ing  CO  detector  market.  Prol 
i  its  in  the  first  nine  month 
J  of  1994  were  up  fivefold,  t 
■  $8.7  million,  on  sales  of  $148. 
I  million. 

NEW  BUTTON.  The  problen 
First  Alert's  detector  was 
in  essence,  too  good.  Th 
company  designed  its  proc 
uct  to  go  off  at  very  low  le\ 
els  of  CO.  And  unlike  rivals 
products,  which  are  easil 
reset.  First  Alert's  detectors  must  b 
placed  in  a  co-free  environment  abov 
40F  for  as  long  as  48  hours  after  they'v 
gone  off.  The  company  won't  have  an  in 
proved  version  with  a  fast-reset  butto 
ready  until  later  this  year. 

First  Alert's  majority  shareholder,  f 
nancier  Thomas  H.  Lee,  says  the  debacl 
"is  obviously  a  public  relations  setbacl 
but  we  don't  think  the  financial  impac 
will  be  significant."  Still,  the  compan- 
has  to  stop  the  alarm  bells  in  Chicago.  I 
By  Susan  Chandler  in  Chica^ 


TOKYO,  September  1,  1923.  The  Imperial  Hotel's 
new  Frank  Lloyd  Wright  building  was  finally 
opened.  And  then,  midway  through  the  celebrations, 
the  Great  Kanto  Earthquake  struck.  Within  hours.  The 
Imperial  was  overrun  by  refugees.  We  ran  out  of  rooms,  so  we 
put  them  in  the  Grill.  We  ran 
out  of  food,  so  we  served  rice 
gruel.  We  had  no  lights,  no 
heat,  no  phones.  But  we 
also  had  no  complaints.  ^- 
Much  later,  a  cablegram  ■-"^■w^y'''^ 
reached  the  architect  in  California;  "HOTEL  STANDS 
UNDAMAGED  AS  MONUMENT  TO  YOUR 
GENIUS.  HUNDREDS  OF  HOMELESS  ASSISTED 


BY  PERFECTLY  mik^/^A 
MAINTAINED 
SERVICE 
CONGRATULA- 
TIONS." 


N  OPENING  DAY,  MUSIC 


PLAYED. CHAMPAGNE  FLOWED 


AND  THE  EARTH  SHOOK. 


TcxJay,  TTie  Impienal  has  1,059 
luxurious  rooms  and  a  name 
for  hospitality  that 
IS  nothing  short 

of  legendary.  Granted,  it's  no  longer  the  only  hotel 
Standing  m  Tokyo.  But  judging  by  all  the  guests 
we  welcome  every  day,  it's  still  the  place  to  be. 


STEICENBERCER 

■""  "■ ^  IMPERIALHOTEL 

TOKYO 

For  information,  contact  the  Impcrui  Hotel  Tokyo  ( )vtrsea5  .Sales  OtTitc:  London  Tel:  (71)155-1775;  New  York  Tel:  (212)692-9001; 
Los  An)>eles  Tel  (21  1)627-6214.  For  reservations,  contact  the  Imperial  1  lotel  Tokyo  Tel:  (01)1504-1 1 1 1 ,  or  contact  your  neatest  travel  a);ent.  For  reservations  at  the  Bali  Imperial 
Hotel  resort  on  Legian  Beach.Bali,  Indonesia,  contact:  Tel.  (62)161-754545.  The  Imperial  Hotel  Osaka  will  open  on  March  15, 1996. 


WAY 


YOU  GET 


INFORMATION  ^  I  LL  CHANGE 


AE  WAY 


WEGET 


IT 


WONT. 


How  will  people  get  their  news  and  infor- 
mation in  20  years?  ■  The  way  technology 
is  changing,  no  one  can  sdy  for  sure.  But  Qt 
Knight-Ridder,  we're  making  some  pretty 
educated  guesses.  In  Boulder,  Colorado,  at 
our  Information  Design  Lob,  we're  working 
on  the  newspaper  of  the  next  century  — 
imagining  revolutionary  ways  to  connect 
people  with  information.  ■  Other  Knight- 
Ridder  innovations  are  up  and  running. 
Like  Mercury  Center,  our  online  extension 
of  the  San  Jose  Mercury  News.  And  KR 
Video,  a  nightly  broadcast  in  Philadelphia 
based  on  the  next  day's  Inquirer.  We  serve 


subscribers  in  more  than  1 00  countries  with 


iaiog,  the  world's  leading  online  service  for  business  and  professional  information.  We  also  provide  real-time  mar- 
et  data  with  Knight-Ridder  Financial.  ■  But  regardless  of  how  people  receive  information  in  the  future,  someone 
AW  hove  to  go  out  and  get  that  information.  And  help  people  understand  what  it  means.  That's  why  Knight-Ridder 
i  positioned  for  continued  solid  growth.  Collectively,  our  journalists  and  photographers  hove  earned  62  Pulitizer 
rizes  —  more  than  any  other  news  organization.  That  standard  of  excellence  grows  more  and  more  valuable  as 
schnology  changes.  Because  it's  the  difference  between  information  and  something  that  actually  informs. 


KNIGHT-RIDDER 


News:  Analysis  &  Commentary 


TELEVISION 


ARE  PARAMOUNT  AND  WARNER 
LOONEY  TUNES? 

Their  new  nets  must  grab  young  viewers  from  entrenched  rivals 


It's  always  been  a  holy  grail  for  net- 
work executives.  But  the  search  for 
young,  spendthrift  viewers  is  likely  to 
hit  a  new  high — or  low — in  mid-January. 
That's  when  two  of  Hollywood's  most 
powerful  studios,  Time  Warner  Inc.'s 
Warner  Bros,  and  Viacom  Inc.'s  Para- 
mount Pictures,  will  roll  out  networks-in- 
training  desigTied  to  outfox  Fox,  the  net- 
work that  has  made  its  mark  with  edgy, 
racy  shows  such  as  Mcmied . . .  with  Chil- 
dren, Cops,  and  Melrose  Place. 

Ready  for  shows  featuring  a  lesbian 
TV  anchoi^woman  and  a  rash  of  exploding 
cars?  WB  Network  and  United  Para- 
mount Network,  which  will  debut  on 
Jan.  11  and  16,  respectively,  sure  hope 
so.  Even  though  networks  are  back  in 
vogue  and  making  money  again,  launch- 
ing a  new  one  is  a  hugely  expensive 
gamble  against  entrenched  competi- 
tors— especially  when  your  game  plan 
is  to  target  fickle  young  viewers. 

The  opportunity  certainly  is  clear: 
Warner  and  Paramount  Communications 
Inc.  both  hope  to  create  captive,  brand- 
name  distribution  outlets  for  programs 
they  produce  and  buy,  just  as  Fox  did 
for  Rupert  Murdoch's  News  Corp.  Via- 
com, which  is  expected  to  announce  soon 
that  it  has  sold  its  cable  properties  for  $2 
billion,  needs  to  build  up  a  system  of  TV 
stations  to  ensure  distribution  for  shows 


made  by  Paramount.  And  Time  Warner, 
which  backed  off  a  deal  to  buy  nbc  Inc., 
wants  an  outlet  for  its  TV  shows  and  huge 
library  of  Looney  Tune  cartoons. 

But  Fox  and  TV's  Big  Three  aren't  ex- 
actly quaking  in  their  Guccis.  Neither 
newcomer  will  start  with  more  than  four 
hours  a  week  of  prime- 
time  shows.  And  they'll 
be  broadcast  over  a 
makeshift  lineup  that  in- 
cludes UHF  stations,  af- 
filiates borrowed  from 
other  nets,  and  cable. 

As  far  as  it  goes,  both  will  offer  net- 
work-quality progi'amming:  United  Par- 
amount Network  will  open  vdth  its  third 
Star  Ti-ek  spin-off,  while  Warner's  four 
sitcoms  will  include  entries  from  pro- 
ducers who  created  such  hits  as  In  Liv- 

TV  on  the  Cheap 


UNITED  PARAMOUNT'S  LOGO 


AD  COST/ 
THOUSAND  VIEWS 


30-SECOND 
AD  PRICE* 


ABC 

$12.00 

$139,200 

FOX 

11.00 

75,900 

UNITED  PARAMOUNT 

8.25 

24,000 

WB  TELEVISION 

7.50 

20,000 

*Based  on  actual  or  projected  viewers     DATA:  BUSINESS  WEEK 


STEAMY  SITCOM:  Muscle,  set  in  a  gym, 
will  debut  on  Warner  Bros,  network 

ing  Color  and  Soap.  But  while  the  new 
nets  will  have  affiliates  in  80%  of  the 
country  and  most  major  markets,  there 
will  be  plenty  of  folks  who  won't  know 
they're  around.  Viewers  in  three  dozer 
markets  will  have  to  catch  Star  Trek 
Voyager  late  at  night  or  on  weekends 
because  the  only  stations  Paramount 
could  line  up  were  already  Fox  affili 
ates.  Warner  will  rely  on  Ti'ibune  Co.'s 
WGN  superstation  to  carry  its  program 
ming  to  18%  of  its  viewers. 

With  Star  Trek  and  a  marginally  bet 
ter  station  lineup,  industry  experts  pre 
diet  Paramount  will  get  out  of  the  bos 
more  quickly.  But  both  newcomers  are 
likely  to  lose  $50  million  a  year  or  more 
for  years,  figures  Oppenheimer  &  Co 
analyst  Jessica  J.  Reif.  "It's  a  three- 
four-,  five-,  maybe  six-year  project,"  say; 
WB  Chairman  Jamie  Kellner,  who  guidec 
Fox  through  its  first  eight  years  anc 
owns  a  piece  of  the  Warner  network. 
TESTOSTERONE  TV.  Both  networks  are 
clearly  modeling  themselves  after  Fox 
which  overcame  hefty  losses  itself  anc 
this  year  earned  $300  million  with  its 
network  and  TV  stations,  upn  President 
Lucille  S.  Salhany  and  other  executives 
at  the  nascent  networks  hail  from  Fox 
And  the  new  shows  have  much  of  the 
Fox  edge  that  plays  well  with  a  young- 
er, urban  audience.  Paramount,  looking 
for  young  male  viewers,  will  unvei! 
an  action  show  from  A-Team  creatoi 
Stephen  J.  Cannell.  Warner's  offerings 
include  Muscle,  a  sitcom  about  life  at  i 
gym  that  includes  the 
gay  anchorwoman. 

Will  testosterone  T\ 
and  Generation-X  fare 
sell  advertising?  Botl 
networks  claim  they've 
sold  out  all  the  ads  thej 
intend  to  sell  in  their  fii'st  season,  thougl 
each  has  liberally  held  back  spots  to  give 
free  to  advertisers  in  case  audiences  are 
lower  than  expected.  Their  sales  were 
helped  by  a  robust  ad  market,  and  the 
newcomers  have  significantly  undercut 
the  $11  to  $12  per  thousand  viewers  that 
the  Big  Four  charge,  with  Warner  asking 
$7.50  and  Paramount  $8.25. 

Survival,  however,  depends  on  keeping 
young  viewers  glued  to  the  screen.  Ever 
the  new  networks  ai'e  counting  on  a  high 
casualty  rate.  "We're  betting  that  this  is 
a  five-network  world,  with  only  one  ol 
the  two  likely  to  make  it,"  says  Kerrj 
McCluggage,  chairman  of  Paramount's 
TV  group.  Sui-vival  of  the  fittest:  That's  af 
stirring  as  TV  high  drama  gets. 

By  Ronald  Grover  in  Los  Angelei 
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>ITED  BY  KEITH  H.  HAMMONDS 


tASKOG'S  BIG  DEAL 

wrrr  

,ND  ARASKOG  HAS  DRAWN 
;nty  of  flak  for  running  an 
wieldy  conglomerate  with  a 
:zy  focus  and  weak  strate- 
in  his  15  years  at  the  helm 
ITT.  Now,  he  seems  to  be 
rrying  to  remake  his  big 
mpany  before  he  retires  in 
96.  On  Dec.  27,  itt  an- 
unced  its  plan  to  sell  parts  of 
r  Financial  to  Norwest, 
■utsche  Bank  North  Ameri- 
and  a  third  buyer,  for  up  to 
7  billion  in  all.  That  would 
Ip  pay  for  its  Dec.  19  deal 
buy  Caesars  Wcrld  for  $1.7 
lion.  Investors  pushed  itt 
•ck  up  5.2%,  to  88'/s,  on  the 
A's.  That  can't  huit  Ai-askog, 


CLOSING  BELL 


MEGAFLOP? 

ray  Research,  maker  of  ul- 
afast  computers,  was  too 
ow  to  remake  itself.  On  Dec. 
1,  CEO  John  Carlson  abruptly 
:signed.  The  stock  fell  to  15, 
wisp  of  the  135  it  traded  at 
1987.  Cray's  supercomput- 
s  have  lost  ground  to  micro- 
•ocessor-based  machines, 
'ay  sells  those,  too,  but  at 
r  lower  margins  and  against 
utal  competition.  Earnmgs 
ill  be  down  this  year,  and 
'ay  expects  a  flat  1995.  Offi- 
ally,  the  board  says  Carlson 
vanted  to  retire."  But  the  de- 
sion  came  at  a  special 
)ard  meeting-three  weeks 
ter  Carlson  apprised  it  of 
s  1995  strategy. 


APR.  I  DEC.  27 

DATA  BLOOMBERG  FINANCIAL  MARKETS 


who  could  pocket  $18  million 
in  stock  gains  and  options  if 
ITT  shares  reach  1 18.  Analysts 
expect  Araskog  to  spin  out  the 
fast-growing  $4  billion-a-year 
entertainment  unit. 


TELEDYNE  INVESTORS 
AREN'T  ALTAR-SHY 

TELEDYNE  MAY  HAVE  UN- 

equivocally  turned  down  steel- 
maker WHX's  recent  $1.2  bil- 
lion takeover  bid.  But  some  in- 
vestors are  getting  antsy.  "We 
would  strongly  encoui'age  the 
company  to  at  least  sit  down 
and  explore  the  possibility"  of 
a  sale,  says  Gerald  Cramer, 
whose  Cramer  Rosenthal 
McGlynn  holds  a  1.5%  stake  in 
Teledyne.  One  source  close  to 
the  deal  predicts  Teledyne's 
rebuff  of  wh.k  Chairman  Ro- 
nald Labow  may  backfire, 
sparking  a  bidding  war  with 
other  corporations  eyeing 
Teledyne's  $1.9  billion  pension 
assets.  "We  were  surprised. 
We  thought  the  door  was 
open"  to  WHX's  bid,  says  one 
Labow  adviser. 


IS  PICKENS'  MESA 
TAKEOVER  PICKINGS? 

HAS  MESA,  LED  BY  ONETIME 
corporate  raider  Boone  Pick- 
ens, become  takeover  bait? 
Mesa  revealed  on  Dec.  21  that 
Montana  millionaire  Dennis 
Washington  had  taken  nearly  a 
5%  stake  and  may  raise  his 
holdings  to  over  25%>.  What's 
moi'e,  Washington's  adviser  is 
David  Batchelder,  once  Pick- 
ens' top  takeover  strategist. 
Even  without  pressure  from 
Washington,  Pickens  is  aiming 
to  boost  Mesa's  ailing  stock  by 
selling  most  oi-  all  of  the  com- 
pany's ci'own  jewel,  its  Hugo- 
ton  natural-gas  properties  in 
Kansas,  to  pay  off  debts. 

LORENZO 

MAY  HIT  THE  SILK 

FRANK  LORENZO'S  ILL-FATED 
new  airline,  ATX,  may  try  again 


HEADLiNERI 


SAATCHI  AFTER  MAURICE  SAATCHI 


When  the  end  came,  the 
leader  of  the  coup  that  oust- 
ed adman  Maurice  Saatchi 
from  the  chairmanship  of 
Saatchi  &  Saatchi  was 
enjoying  his  34th 
birthday  scuba- 
diving  in  the  Cay- 
mans. But  David 
Herro  (right), 
who  heads  the 
$1.2  billion  Oak- 
mark  Internation 
al  Fund,  says  there 
was  no  rejoicing  when 
Saatchi  was  toppled  on  Dec. 
16  after  a  bitter  board  meet- 
ing. "We'll  celebrate  v^^hen 
the  stock  doubles,"  says 
Herro,  whose  fund  owns 
9.5%  of  Saatchi. 

Herro  bought  Saatchi 
shares  when  he  helped  start 
Oakmai'k  two  years  ago,  bet- 
ting the  agency  would  turn 


around  after  a  financial  re- 
structuring. But  he  grew 
alarmed  in  early  1994  when 
a  feud  broke  out  between 
Maurice  Saatchi  and 
Saatchi  ceo  Charles 
Scott,  in  part  over 
Scott's  moves  to 
rein  in  spending. 
In  the  fall,  Heri-o 
began  marshall- 
ing fellow  share- 
holders on  word 
of  a  scheme  to  give 
Maurice  Saatchi  $8 
million  if  Saatchi  shares  dou- 
bled  over  three  years. 

The  victory  may  have  a 
downside  if  clients  such  as 
candymaker  Mars  exit  with 
Saatchi.  Herro  contends  that 
the  chairman's  presence  was 
"crippling."  He  has  a  lot  rid- 
ing on  that  assessment. 
By  Richard  Melcher 


to  get  off  the  gi-ound — but  per- 
haps without  Lorenzo.  The  for- 
mer Continental  Airlines 
chairman  says  he's  consider- 
ing selling  all  or  most  of  his 
23%'  stake  in  atx.  This  in  the 
wake  of  a  ruling  by  the  U.  S. 
Court  of  Appeals  for  the  Dis- 
trict of  Columbia  Circuit  up- 
holding a  Ti'anspoitation  Dept. 
decision  that  his  company  was 
unfit  to  opei'ate  an  aiiiine.  The 
decision  "certainly  rules  out 
over  the  near  term  a  major  fi- 
nancial role  in  any  U.  S.  avia- 
tion venture,"  says  Lorenzo. 
He  wouldn't  comment  on  re- 
ports that  he's  working  on  an 
airline  deal  in  India  and  advis- 
ing several  European  carriers. 

GLAD  TIDINGS  FOR 
TINSELTOWN 

Dl'MB  SELLS.  THE  SLAPSTICK 
Jim  Carrey  film.  Dumb  and 
Dumber,  helped  Hollywood 
take  in  $91.3  million  at  box  of- 
fices over  the  four-day  Christ- 
mas weekend.  After  strug- 


gling foi-  weeks  to  lure  folks 
away  fi"om  shopping  malls,  the 
industry  is  now  $65  million 
ahead  of  last  holiday  season, 
figures  the  trade  newspaper 
Hollywood  RepoHer.  And  with 
strong  late-year  results  for 
such  hits  as  Tim  Allen's  The 
Santa  Clatise  and  Jean-Claude 
Van  Damme's  Street  Fighter, 
ticket  sales  for  the  year  ap- 
pear likely  to  hit  a  record  $5.4 
billion.  Among  the  holiday 
losers:  Fox's  Miracle  on  Sl^th 
Street  remake  and  Para- 
mount's  Mixed  Nuts. 

ETCETERA... 

m  Baseball  in  April?  Don't 
count  on  it.  The  owners  im- 
posed a  player  salary  cap. 

■  Christmas  sales  were  fairly 
merry — except  for  apparel  i-e- 
tailers  and  Toys  'R'  Us. 

■  Tr-oubled  Merry-Go-Round 
will  shutter  200  "of  its  1,200 
clothing  stores  by  February. 

■  Upjohn  halted  trials  of  Free- 
dox,  a  trauma  drug,  because 
of  a  high  death  rate. 
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The  Toshiba  T4700CT 


A  notebook  so  powerful,  it 


sound  banKr. 


The  Toshiba  T4700CT  can  run  your  most  intense  applications  or  even  help  you  run  a  presentation.  With  its  SL  Enhanced 
i486  "DX2  50MHz  processor,  it  easily  handles  graphics-rich  programs.  The  built-in  multimedia  capabilities  let  you  create  and 
give  breakthrough  presentations  anywhere,  all  on  Toshiba's  stunning  color  active  matrix  screen.  With  so  much  going  for  it, 
buying  a  T4700CT  notebook  is  a  very  sound  decision.  For  a  Toshiba  dealer  near  you,  call  1-800-457-7777. 


Incredible  Sound: 

All  //;/t't;rw/iv/ soiiml 
iptem  amibiiih-m   i"  ,■( 
Sj^'akcrlct  you      '[  Vp 
enjoy  fdiiUMiL  -.oil}!!! 

K'lu'llCVCr  VOII  Wdlll 


Tltc  only  comintcr  you'll  ever 
need:  The  ojnioiuil  Dcd'  Stiiiioii  IV, 
Ich  you  mitcvnly  connect  to  your 
network,  j'tinter,  VGA  monitor, 
iiioiisc,  iiitii  full-size 
keyl'Odiil.  "'Cij---^- 


Two  semrate 
PCMCIA  slots: 

A  tivninaihia 
vmn  dot  are  your 
keyf.  to  exjmif>ion, 
—for  modems, 
■-tofdiie  aiiil  more. 


A  multimedia 
roadshow:  Hetiiii'honc 
01  exteriiithimker  yort 
diid  imcroj'hone  jacks 
make  the  T47OOCT 
perfect  for 
I'resentatioiii. 


T4700Cr  FEATURES: 

•  5IIMHz  SL  Enhanced  i486"'DX2 

•  9.?''  dia,  color  TTT-LCD  active  matnx  di.- j 

•  256  simultaneous  SVGA  colors  at 
640x480  resolution 

•  320/20nMB  HDD 

•  OMR  RAM  expandable  to  24MB 

•  Twii  PCMCIA  slots  (16nnm  and  5mm) 


•  VL  local-hus  video 

•  Integrated  graphics  accelerator 

•  Built-in  microphone 

•  WAV  Audio  capabilities 

•  Audio  lacks:  headphone/speaker,  microphone 

•  NiMH  battery  for  extended  life 

•C  "kCharge  battery  recharge  system 

•  3,5  '  44Mf5  floppy  disk  drive 


•  BallPoint  mouse  with  QuickPort 

•  MaxTime"'  Power  Management  system 

•  LCD  status  icon  bar 

•  DOS'",  Windows and  Windows  Sound 
System"'  software  pre-installed 

•  Toshiba  Technical  Support  line: 
7  days  a  week,  24  hours  a  day 


In  Touch  with  Tomorrow 

TOSHIBA 

luihiba  Americ.i  liifoim.ition  .'Systems,  Inc  The  Into!  Iiiydi-  logu  is  3  tr.idemark  of  Inn  I  L,  -ipuratiMn  Ml  products  indicitcd  by  tiadematk  symbols  ate  tiadftiiaiked  .)nd/oi  tt-gistetcd  by  dicit  lespccrive  companies. 


Washington  Outlook 


>ITED  BY  STAN  CROCK 


ILD  MacDONALD  HAS  A  SUBSIDY- 
iND  THE  GOP  HAS  A  DILEMMA 


rhey  swept  to  power  on  Nov.  8  by  pledging  to  take  a  pitch- 
fork to  hundreds  of  wasteful  federal  programs.  But  Re- 
publican budget-cutters  may  have  unexpected  trouble 
imming  a  key  target:  a  farm  bill  chock-full  of  the  uneco- 
mical  subsidies  they  claim  to  loath.  The  gop  is  split  over  the 
ogram,  with  some  lawmakers  defending  the  aid  and  others 
mting  to  pare  it  to  finance  promised  tax  cuts. 
The  early  betting  is  that  farmers  and  such  agribusiness 
ints  as  ConAgra  Inc.  and  Cargill  may  fare  better  than  oth- 
GOP  targets.  Unlike  welfare  chiselers,  farmers  are  a  core 
rty  constituency.  And  Senate  Majority  Leader  Bob  Dole  (R- 
m.)  doesn't  plan  to  launch  his  Presiden- 
d  campaign  in  Iowa  as  the  man  who 
arched  the  nation's  wheat  fields. 
That  won't  stop  some  budget  hawks 
)m  making  a  run  at  the  subsidies,  of 
urse.  Senate  Agriculture  Committee 
lairman  Richard  G.  Lugar  (R-Ind.)  says 
'11  consider  ending  some  subsidies  to 
;et  the  GOP  goal  of  slashing  at  least  $170 
Hon  from  federal  spending.  And  incom- 
f  House  Majority  Leader  Richard  K.  Ar- 
iy  of  Texas,  who  will  be  right-hand  man 
Speaker  Newt  Gingrich,  promises  "ma- 
•  changes"  in  the  1995  farm  bill. 

rXAB.  Savings  could  be  substantial.  Lugar  notes  that  crop 
Dsidies  and  disaster  relief  will  soar  to  $58  billion  between 
^1  and  1995,  $17  billion  more  than  estimates  issued  in  1990 
en  suppoi'ts  were  last  pared  for  rice,  corn,  cotton,  and  oth- 
crops.  The  tab  is  up  largely  because  bumper  harvests  hurt 
ces,  forcing  Washington  to  pay  more  to  meet  price  floors, 
hese  programs  have  been  out  of  control,"  gripes  Lugar. 
!ut  some  powerful  Republicans  are  less  enthusiastic  about 
jlding  a  scythe.  Both  Dole  and  House  Agriculture  Commit- 
!  Chairman  Pat  Roberts  are  dedicated  farm  champions 
m  Kansas.  Dole  recently  wangled  concessions  from  the 
lite  House  to  protect  farmers  in  exchange  for  his  support 


HARVEST  TIME: 


of  the  General  Agreement  on  Tariffs  &  Ti'ade.  What's  more, 
on  Dec.  28,  the  Administration  named  a  moderate,  former 
Representative  Daniel  R.  Glickman  (D-Kan.),  as  Agriculture 
Secretary.  He  won't  advocate  tilling  under  all  subsidies. 
BUSTED  BANKS?  The  farm  lobby  also  will  be  working  hard  to 
foil  reforms.  The  American  Farm  Bureau  Federation  con- 
tends that  abrupt  program  changes  could  endanger  the  na- 
tion's food  supply.  Another  claim:  Pulling  the  plug  could  spark 
a  financial  upheaval,  since  the  value  of  rural  land  used  as  col- 
lateral for  bank  loans  is  tied  to  subsidies.  "The  banks  would 
be  busted,"  warns  Archer-Daniels-Midland  Co.  Chairman  and 
CEO  Dwayne  0.  Andreas. 

The  program's  critics  brush  aside  such 
scare  stories.  The  Heritage  Foundation,  a 
wellspring  of  free-market  ideas,  will  soon 
issue  a  report  saying  that  America's  rural 
areas  would  prosper,  not  suffer,  under  a 
market  system.  The  think  tank  advocates 
eliminating  subsidies  that  prop  up  crop 
l>riees  and  repealing  burdensome  rules 
such  as  pesticide  regulations. 

Democrats,  meanwhile,  are  sitting  on 
the  sidelines,  gleefully  watching  the  gop's 
agri-agonies.  They  see  the  Republicans 
facing  two  unpalatable  choices:  alienating 
loyal  constituents  or  ducking  real  reform  and  earning  the 
tag  of  hypocrites.  "How  can  Republicans  be  for  the  free-mar- 
ket system  everywhere  except  agriculture?"  asks  Represen- 
tative Barney  Frank  (D-Mass.). 

Ultimately,  Repubhcans  may  finesse  the  farm  fight  by  phas- 
ing out  subsidies  slowly.  And  they  may  limit  the  initial  reform 
to  peanuts  and  sugar,  crops  that  are  protected  by  quotas. 
That  would  provide  convenient  cover  for  the  wheat  farmers 
represented  by  Dole  and  Roberts.  But  it  would  give  Demo- 
crats a  bushelful  of  political  rejoinders  when  Republicans 
call  foi'  killing  off  outmoded  New  Deal  programs. 

By  Mary  Beth  Regan 


III l>(:'f  sul}>ildli's 


CAPITAL  WRAPUP 


XPORT  BOON 

Commerce  Secretary  Ronald  H. 
rown  is  trying  a  new  tack  to  promote 
merican  exports:  handing  out  grants 
)  trade  associations.  The  Health  In- 
astry  Manufacturers  Assn.  recently 
jceived  a  $420,000  federal  grant  to 
?\\>  American  makers  of  medical 
^uipment  get  a  toehold  in  Asian  mar- 
3ts.  HIMA  will  work  with  Asian  health 
'ficials  to  design  health-cai-e  systems, 
y  getting  in  early,  the  group  hopes  to 
lape  regulations  that  will  benefit 
merican  manufacturers  at  the  ex- 


pense of  their  Japanese  and  European 
competitors. 

ANOTHER  LABOR  LOSS? 

►  Business  efforts  to  create  worker- 
management  committees  could  get  a 
boost  in  the  next  Congress.  In  1993, 
the  National  Labor  Relations  Board 
nixed  panels  dealing  with  such  issues 
as  working  conditions,  saying  they 
amounted  to  sham  unions.  But  labor 
committees  in  both  houses  plan  bills 
that  would  clarify  what  issues  worker- 
management  committees  may  legally 
consider.  Unions  oppose  the  moves. 


STARR'S  SPACE  EXPANDS 

►  The  office  of  Independent  Counsel 
Kenneth  W.  Starr  is  one  federal  bu- 
reaucracy that  isn't  shrinking.  When 
Starr's  people  signed  a  lease  in  Little 
Rock  in  April,  only  a  quarter  of  the 
8,955  square  feet  they  rented  was 
empty,  so  many  staffers  moved  into 
the  local  FBI  office.  This  month,  Starr's 
minions  will  move  into  the  additional 
6,724  square  feet.  The  lease  expires 
May  14,  1996 — meaning  the  Whitewa- 
ter inquiry  could  extend  deep  into  the 
Presidential  primary  season. 
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POLITICAL  PANDEMONIUM 

iOULD  FRACTURE  ITALY'S  ECONOMY 

Ilthough  it  has  had  53  governments  since  1946,  Italy  has 
often  prospered  no  matter  what  the  poHticians  in  Rome 
were  up  to.  That  has  been  the  case  since  media  tycoon  Sil- 

0  Berlusconi  cobbled  together  an  unwieldy  coalition  to  win 
•tional  elections  last  March.  The  Italian  economy  has  gone 
Dm  strength  to  strength  even  as  Berlusconi's  government 
arted  crumbling.  A  weak  lira  coupled  with  a  European  re- 
very  have  pumped  adrenalin  into  Italian  exporters,  while 
oor  peace  and  low  consumer  demand  have  beaten  inflation 
the  lowest  level  in  a  generation. 
This  time,  though,  the  political  chaos  could 
ing  the  party  to  a  crashing  end.  A  no-confi- 
nce  motion  put  forward  by  Berlusconi's  one- 
ne  ally — Umberto  Bossi  of  the  Northern 
!ague — forced  the  Prime  Minister  to  submit 
5  resignation  on  Dec.  22.  Now,  it  could  take 
ieks  for  Italian  President  Oscar  Luigi  Scalfaro 
assemble  a  new  government  majority — pos- 
)ly  still  led  by  Berlusconi's  Forza  Italia  move- 
mt — or  call  for  new  national  elections.  Ei- 
er  way,  Rome's  fractious  politicians  wall  be 
isting  time  squabbling  just  when  Italy's  fi- 
ncial  health  desperately  needs  attention. 
RUNNING  FOR  COVER.  The  problem  isn't  the 
3nomy,  it's  the  government's  inability  to  re- 
ce  its  debt  load,  now  $1.2  trillion  and  grow- 

The  Berlusconi  team  had  initially  prepared 
;ough  1995  budget.  But  then,  weakened  by 
mdals  and  internal  dissension,  it  caved  in  to  union  opposi- 
n  to  planned  cuts  in  pension  spending.  Now,  it  looks  as  if 
vernment  revenues  will  come  up  way  short  in  1995.  As  a  re- 
It,  planners  have  to  start  thinking  about  a  supplementary 
dget  to  fill  a  new  revenue  gap  of  at  least  $15  billion. 

1  Investors  have  been  running  for  cover.  In  Lugano,  the 
iss  border  town  just  48  miles  from  Italy's  commercial  cap- 
1,  Milan,  banks  have  been  staying  open  Saturdays  to  cope 
th  high  demand  from  Italians  bringing  cash  out  of  the  coun- 


BERLUSCONi:  Corning  back'; 


try.  Since  January  1994,  political  jitters  have  sent  more  than 
$70  billion  in  assets  out  of  Italy.  Meanwhile,  the  lira  has  lost 
more  than  10%  against  the  German  mark  since  Berlusconi 
took  office,  while  Milan's  bourse  has  lost  almost  one-cjuarter 
of  its  value.  And  an  increase  in  interest  rates,  now  12%  on 
medium-term  government  bonds,  means  Rome  must  shell 
out  an  extra  $1  billion  every  month  to  service  the  country's 
debt.  "The  recovery  of  the  economy  is  now  dramatically  at 
risk,"  warns  Luigi  Abete,  head  of  the  powerful  Italian  em- 
ployers' federation,  Confindustria. 

Further  panic  over  Italy's  ability  to  stabi- 
lize its  national  debt — now  120%  of  the  gross 
domestic  product — could  spread  beyond  the 
Alps.  "An  Italian  default,"  says  Francis  Scot- 
land, managing  editor  of  Montreal-based  Bank 
Credit  Analyst,  "could  set  off  a  chain  reaction, 
since  investors  would  focus  on  other  industri- 
alized countries  with  critical  ingredients  for  a 
default."  Although  Italy's  budget  crisis  is  the 
most  acute,  the  public  finances  of  Sweden, 
Canada,  Greece,  and  Belgium  are  all  in  a  pre- 
carious state. 

PATCHWORK.  There  could  be  a  benefit  in  this 
chaos.  The  breakdown  of  the  Berlusconi  gov- 
ernment adds  to  pressui-e  on  Italy's  politicians  to 
move  away  from  their  unstable  pattern  of  patch- 
work alliances  toward  a  more  traditionally  Eu- 
ropean  system  of  center-right  and  center-left. 
Curiously,  Berlusconi  or  a  successor  may  benefit  from  this  re- 
alignment. A  new  conservative  candidate  may  be  able  to  forge 
a  more  cohesive,  broad-based  party  to  beat  the  former  com- 
munists in  a  possible  election. 

A  disciplined  party  might  prove  capable  of  containing  the 
debt  crisis,  facing  down  the  unions,  and  calming  the  markets. 
The  big  question  is  whether  Italy's  economy  can  avoid  paral- 
ysis until  the  poHtical  air  is  cleared. 

By  John  Rossant  in  Rome 


GLOBAL  WRAPUP 


liP-RIGGiNG  PROBE  IN  JAPAN 

Japan's  Fair  Trade  Commission  (ftc) 
all  probably  soon  file  criminal  charges 
gainst  nine  electronics  companies  for 
igging  bids  in  public-works  contracts. 
Ixecutives  at  Hitachi  Electronics, 
oshiba,  Mitsubishi  Electric,  Fuji 
llectric,  and  Meidensha  allegedly  con- 
pired  with  four  smaller  outfits  to  di- 
ide  up  $500  million  in  contracts  that 
re  handed  out  annually  by  the  Japan 
ewage  Works  Agency.  That  would  vi- 
late  the  antimonopoly  laws,  which 
.merican  negotiators  are  pressing 


Japan  to  enforce  more  vigorously  to 
force  Japanese  markets  open  to  U.  S. 
corporations.  The  companies  deny  the 
allegations.  The  case  would  be  the 
third  one  that  has  been  brought  by  the 
FTC  since  1990. 

CELLUUR  PHONES  IN  ISRAEL 

►  The  cellular-phone  monopoly  in  Is- 
rael has  come  to  an  end.  On  Dec.  27, 
CellCom,  a  company  formed  by  Ameri- 
ca's BellSouth,  Israel's  Discount  In- 
vestment, and  the  Brazilian  branch  of 
the  Safra  family  started  offering  cellu- 
lar-phone service.  Until  now,  the  coun- 


try's 150,000-strong  cellular-phone 
network  was  operated  exclusively  by 
Israel's  Bezeq  Telecommunications  Co. 
in  a  joint  venture  with  Motorola  Inc. 
CellCom  claims  that  its  digital  net- 
work will  be  the  cheapest  in  the  world 
for  consumers.  Demand  for  the  compa- 
ny's telephones  was  so  great  on  the 
first  day  of  operations  that  police  had 
to  be  called  in  to  restore  order  at  sev- 
eral of  the  company's  stores.  The 
state-controlled  Bezeq  will  be  facing 
additional  competition  when  the  gov- 
ernment licenses  two  new  operators  of 
international  phone  services. 
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Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

SUMNER  IS  PLAYING 
THIS  SLOT  

If  you  pay  attention  to  corporate  insid- 
er buying,  watch  wms  Industries 
(WMS),  the  leading  maker  of  pinball  ma- 
chines. Several  officers,  including  Neil 
Nicastro,  president  and  co-CEO,  have 
been  buying  shares,  novi^  at  16  after 
climbing  above  20  in  September.  Ru- 
mors say  Viacom  Chairman  Sumner 
Redstone,  who  already  owns  nearly 
2.5%  of  WMS,  is  increasing  his  stake. 

What's  going  on?  Two  things:  slot 
machines  and  fresh  takeover  talk. 

WMS,  also  big  in  video-arcade  games 
and  video-lottery-terminal  systems,  is 
going  into  slot  machines  with  a  model 
analysts  insist  is  more  entertaining  and 
profitable  than  existing  one-armed  ban- 
dits. International  Game  Technology 
now  dominates  the  business,  but  Ni- 
castro i-eckons  WMS  will  prevail.  "We 
go  into  a  business  only  when  we're  sure 
we  will  become  No.  1  in  it,"  he  says. 

WMS  expects  approval  soon  to  mar- 
ket its  machine  in  Nevada  and  other 
states  that  permit  gambling.  Some  an- 
alysts say  the  device,  now  being  tested 
in  Missouri  and  Wisconsin,  "outper- 
forms and  outearns"  other  slots.  The 

HEADING  FOR  A  JACKPOT? 
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new  machine  has  digitized  technology 
that  pi-oduces  superior  music  and  sound 
effects.  And  apart  from  jackpot  win- 
nings, the  machine  offers  several  other 
plays  that  pi'oduce  big  payoffs. 

"It's  not  just  a  jackpot  machine  but 
an  entertainment  system  as  well,"  says 
Leo  Rishty,  editor  of  Unique  Situa- 
tions, a  New  York  market-advisory 
publication.  In  addition,  Rishty  is  high 
on  WMS  because  of  Redstone's  avid 
interest.  He  thinks  Redstone  wants  to 
add  WMS  to  his  Viacom-Paramount- 


Blockbuster  stable  to  strengthen  his 
hold  in  entertainment  and  gaming. 

This  is  partly  why  Nicastro  and  oth- 
ers have  been  buying,  Rishty  believes. 
Nicastro  and  his  father,  Louis  Nicas- 
tro, chairman  and  co-CEO,  own  a  com- 
bined 6%  stake.  "The  Nicastros  know 
that  once  wms  gets  into  slot  machines, 
earnings  will  explode  and  the  stock  will 
run  up  again,"  says  Rishty.  So  his  esti- 
mates are  higher  than  the  Street's:  He 
sees  WMS  making  $L70  a  share  in  1995 
and  $2.25  to  $2.50  in  1996. 

Predicting  a  Redstone  takeover  is 
investment  adviser  Charles  LaLoggia, 
who  says  WMS  is  "extremely  underval- 
ued based  on  the  company's  assets." 
His  buyout  price:  40  to  50  a  share. 

A  DRUG  THAT  COULD 
GET  ELAN  HOPPING 

For  a  pharmaceutical  company  whose 
marketing  partners  include  some 
biggies,  Ireland's  Elan  (eln)  doesn't 
get  much  respect  on  the  Street.  At  34, 
the  stock  is  near  its  52-week  low.  But 
don't  be  fooled.  "Elan  is  one  of  the  best 
bets  in  health  care  because  of  its  scope 
and  diversity,"  says  money  manager 
Graham  Tanaka.  He  has  been  snapping 
up  shares  since  January,  when  Elan 
slipped  from  its  high  of  47. 

Elan  specializes  in  dehvery  systems 
that  let  certain  drugs  be  administered 
less  frequently,  with  fewer  side  effects, 
and  in  some  cases  at  reduced  dosage. 
What's  more,  in  a  few  months  Elan  may 
gain  a  new  product  to  enhance  growth. 

Elan's  strategy,  v/hich  has  produced 
revenue  and  earnings  growth  of  30%  a 
year,  is  to  develop  and  market  prod- 
ucts through  such  majors  as  American 
Cyanamid  and  Marion  Merrell  Dow. 
Over  the  past  five  years,  Elan's  growth 
has  come  from  royalty  and  manufac- 
turing income,  mainly  from  these  two 
companies.  Combined,  they  accounted 
for  70%'  of  royalty  income  in  1994. 

Some  analysts  worry  such  growth 
can't  be  sustained:  Certain  products, 
such  as  Cardizem  CD  and  Verelan,  are 
maturing.  But  Elan  has  other  products 
that  could  boost  growth,  says  analyst 
Richard  Vietor  of  Merrill  Lynch. 

He  thinks  a  critical  new  source  of 
earnings  is  Naprelan,  whose  approval 
by  the  Food  &  Drug  Administration  is 
believed  imminent.  Naprelan  is  a  once- 
a-day  version  of  Syntex'  twice-daily 
Naprosyn,  still  among  the  most-pre- 
scribed treatments  for  arthritis.  Vie- 
tor says  Naprelan  alone  could  yield  20% 


of  Elan's  earnings.  A  successful  intij 
duction  of  Naprelan  in  the  U.  S.  couf 
add  250  to  30(2  a  share  to  Elan's  net 
1996,  calculates  Vietor.  He  sees  Elii 
making  $2.55  in  1996,  up  from  an  estj  i 
mated  $1.90  in  1995  and  $1.43  in  199i 


DISCOUNTING 
A  CAUTIONARY  TALE  j 

When  Thermo  Cardiosystems  (TC.j 
won  FDA  approval  in  October  IVj 
its  HeartMate,  which  assists  pumpini 
the  shares  got  a  jolt — and  shot  to 
high  of  21.  They've  backed  off  since,  1 
16,  after  an  unfavorable  tale  made  th 
rounds:  that  HeartMate  faces  toughe 
competition  than  previously  thought 
Still,  some  are  scooping  up  share 
"We  think  the  story  is  exaggeratec 

INVESTORS  MAY  TAKE  HEART 
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and  the  stock  is  suffering  from  a  mis 
perception,"  says  Dan  Veru,  presiden 
of  New  York's  Awad  &  Associates  As 
set  Management.  "The  stock  could  dou 
ble  in  12  to  18  months."  Marie  Conwa.^ 
of  Nat  West  Securities  agrees.  "This  al 
leged  threat  is  more  smoke  than  sub 
stance,"  she  says.  Conway  believes  ri 
vals  have  "considerable  disadvantages.' 

She  calls  HeartMate  "the  most  vi 
able"  product  for  congestive  heart  fail 
ure  where  a  transplant  is  not  appro 
priate  or  not  available.  The  device  car 
do  the  pumping  of  the  left  ventricle 
Other  makers  of  cardiac-support  sys- 
tems include  Medtronic  and  Abiomed, 

"We  think  the  market  is  grossly 
underestimating  Thermo's  long-term 
revenue  and  earnings  potential,"  says 
Conway.  The  company,  she  says,  is  "on 
the  cusp  of  double-digit  annual  reve- 
nue and  earnings  growth  that  won't 
peak  for  at  least  a  decade."  She  figures 
Thermo,  55%  owned  by  Thermedics, 
will  earn  32(2  a  share  in  1995,  83(2  in 
1996,  and  $1.52  in  1997,  up  from  an  es- 
timated 70  in  1994. 
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If  you're  lodking  for  a  copiei> 
a  printer  or  a  scanner, 
^e've  got  a  fax  you  should  see. 


Actually,  you  may  not  beiieve  y 
eyes    Here's  one  very  smart,  full-featured 
machme  that  faxes,  copies,  prints  and  scans.  It 
even  lets  you  fax  from  your  PC. 

FAX  •  PRINT  1  ^^^^  Xerox 
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collates  up  to  99  copies.  You  can  even  scan  in 
 ;  ■  1  a  document,  convert  the 


text  witn  our  amazing  software  and  edit  to 
your  hearts  content.  Then  fax  it  right  off  your 
screen.  And  print  it  out  and  make  a  dozen  or 
so  collated  copies.  All  of  this  and  more  with- 
out slowmg  down  the  machine. 

Looks  like  the  complete  solution  to  all 
your  small  business  needs  has  arrived 
Especially  when  you  add  in  Xerox  quality 
and  support.  So  call  1-800-ASK-XEROX, 
ext.  WT375  and  talk  to  the  people  who  know 
Because  you  cant  make  a  multiftinction  fax 
this  useful  without  first  knowing  a  thing  or 
two  about  copying  and  printing. 

The  Document  Company 

XEROX 
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Growth  will  be 
slower — but 
still  not 
shabby- 


Ah,  1994.  A  year  of  turmoil  from 
Wall  Street  to  Capitol  Hill.  The 
worst  bond  market  in  six 
decades.  A  battered  dollar.  An 
unpopular  President.  The  Or- 
ange County  bankruptcy.  Yet  the  U.  S. 
economy  still  managed  to  put  on  its  best 
performance  in  at  least  six  years. 
Household  spending  increased.  Hiring 
picked  up.  Incomes  grew.  The  nation's 
gross  domestic  product  rose  at  an  esti- 
mated 4%  annual  rate, 
and  a  wide  range  of  in- 
dustries, from  autos  to 
computers,  enjoyed 
booming  sales. 

There's  the  rub.  To 
forestall  a  1970s-style 
surge  in  prices,  the  Fed- 
eral Reserve  raised 
short-term  interest 
rates  six  times  last  year 
in  an  effort  to  cool  down 
the  economy.  Most  Wall 
Street  economists  ex- 
pect that  the  Fed  will 
take  short-term  rates  up 
from  the  current  5.5% 
level  to  at  least  6% — and 
possibly  as  high  as  7% — 
during  the  first  half  of 
1995.  Says  Allen  L. 
Sinai,  chief  global  econ- 
omist at  Lehman  Broth- 
ers Inc.:  "The  Fed  is  hell-bent  on  slow- 
ing growth  down  from  the  excessive  4% 
pace  of  1994.  One  way  or  another,  the 
Fed  will  get  its  way." 
OVERKILL.  Could  the  Fed's  preemptive 
strike  against  inflation  lead  to  recession 
this  year?  The  risk  of  a  steep  downturn 
is  apparent.  Last  year's  interest-rate 
rise  will  exert  its  maximum  braking 
force  on  all  kinds  of  economic  activity 
in  1995.  If  the  Fed  continues  to  tighten 
well  into  the  first  half  of  the  year,  the  cu- 
mulative impact  of  1994's  restraint  and 
this  year's  rate  hikes  could  tip  the  econ- 
omy into  recession.  Business  executives 
are  concerned.  Although  upbeat  about 
their  own  company's  prospects,  46%  of 
the  respondents  to  a  business  week/ 


■Rs  di 
resurgent  world 
economy  helps 
spur  the  U.S. 
and  inflation 
pressures  stay 
moderate 


Harris  Executive  Poll  in  Deceml 
(page  60)  said  the  Fed  had  been  ton  ; 
gressive,  vs.  31%  in  a  similar  poll  tal- 
only  six  months  earlier. 

Yet  the  odds  of  monetary  over!, 
seem  slim.  In  the  poll,  89%  of  re.^p< 
dents  were  optimistic  about  the  ecui' 
my's  prospects,  and  88%  expected  i 
earn  higher  profits  this  year.  A  resr- 
gent  world  economy  will  boost  U.  S.  < 
ports  in  1995.  Strong  corporate  c;  i 
flow,  global  competitit 
pressures,  and  evolvi; 
technologies  will 
capital-goods  spendi^ 
healthy.  Most  import  ;i 
inflation  pressures  \\ 
remain  moderate.  Tn 
most  economists  exp(. 
that  consumer  price 
flation  will  jump  tVi 
last  year's  2.7%  rate  . 
3.5%  this  year.  Yet  w  a 
pressures  are  still  siiti  _ 
consumer  inflatidn  ■ 
running  at  its  low  <  ■ 
rate  in  three  decadi 
and  by  almost  any  im 
sure,  the  U.  S.  mmi , 
supply  is  growing  ai 
anemic  rate — hardly  I- 
tile  ground  for  an  in  I 
tionary  outbreak,  'in I 
tion  is  too  low  foi-  f 
Fed  to  put  the  economy  in  recession 
1995,"  says  Mark  Zandi,  economist 
Regional  Financial  Associates  Inc. 

Taken  all  together,  the  U.  S.  econoi 
should  move  along  at  a  moderate  clip 
2.5%  to  3%.  in  1995.  Corporate  prof 
per  share  as  measured  by  the  BUSINE 
WEEK  Scoreboard,  which  tracks  the  pi 
formance  of  900  publicly  traded  com\ 
nies,  should  rise  by  30%  vs.  60%  in  191 
according  to  i/b/e/s  International  Ii 
For  the  larger  universe  of  compani 
followed  by  governm^ent  statisticia 
aftertax  corporate  profits  will  come  in 
around  7%,  compared  with  10%  l£ 
year.  Employment  will  expand  at  a  2.: 
annual  rate  in  1995  vs.  a  2.6%-  rate  il 
1994,  according  to  projections  by  eel 
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nic  cunsulting  firm  DRi/Mc- 
aw-Hill.  And  college  gradu- 
s  should  face  an  improved  job 
rket.  A  Michigan  State  Uni- 
sity  survey  of  545  businesses, 


LEADERS 

Pent-up  demand  and  productivity  gains  will 
help  these  industries  withstand  higher  rates 


director  of  manufacturing  con- 
sulting at  Deloitte  &  Touche: 
"After  NAFTA  and  the  GATT 
treaty,  thei'e  is  a  sense  of  open- 
ness to  other  markets  and  open- 


lustries,  and  government    ing  up  of  export  opportunities. 


encies  projects  a  5.9%  in- 
ase  in  hiring  of  the  class  of 
)4-95,  compared  with  last 
ir's  paltry  1.1%  figure, 
^igh  interest  charges  will  be  a 
ig  on  such  consumer  cyclical 
ustries  as  retailers  and  even- 
lly  cars  and  trucks.  Auto  sales 
expected  to  reach  their  high- 
level  since  1986 — 15.7  million 
deles.  Nevertheless,  sales  will 
3  only  4%,  as  opposed  to  last 


AUTOS  Amei  •ica's  love  affair  with  trucks  and  an 
aging  fleet  should  keep  Detroit  at  full  throttle 

CHEMICALS  Demand  is  exploding,  prices  are 
up,  and  cost-cutting  is  improving  the  bottom  line 

COMPUTERS  Fi  •om  multimedia  pes  to  powerful 
network  servers,  the  industry  is  booming 

SEMICONDUCTORS  Infohighway  and  multi- 


Exports  will  keep  manufactur- 
ing going  strong  this  year." 

Exports  will  drive  corporate 
earnings  gi'owth  for  a  broad  ar- 
ray of  industries,  ranging  from 
manufacturers  of  telecommuni- 
cation equipment  to  fast-food 
chains  to  investment  banking 
firms.  Any  company  with  a 
world-class  brand  name  and  a 
strong  global  distribution  net- 
work should  do  well.  Even  the 


>  n«/     •    Ti-  u       4.       -11     media  promise  new  markets  ,       .     tt  o    4.    i  •   i  4. 

irs  9%  gam.  Higher  rates  will       _  _____  __      _   booming  U.  S.  steel  industry  is 


npen  home  sales  and  residen- 
construction,  and  spending 

household  durables  such  as 

niture  will  shrink.  "You're  go- 
to see  more  evidence  of  the 

sumer  sector  transitioning  to 

iver  gi'owth,"  says  Richard  A. 

ickey,  chief  economist  at 

Pont  Co. 

RE  CAPACITY.  By  contrast, 
Jthy  capital  spending  plans 
Corporate  America  will  keep 
ers  reasonably  strong  for  in- 
;tries  in  the  information-tech- 
ogy  and  industrial-equipment 
dnesses.  With  U.  S.  factories 
rking  at  around  84%  of  ca- 
:ity,  more  than  25^  of  each 
iiness  investment  dollar  is 
marked  for  growth  in  pro- 
:tive  capacity,  vs.  lOg  just  two 


STEEL  Surging  demand  and  new  efficiency  are 
driving  a  resurgence  of  the  U.  S.  steel  industry 

LAGGARDS 

A  rapidly  changing  environment  and  Fed  tight- 
ening will  make  life  difficult  for  these  industries 

BANKING  Higher  interest  rates  and  a  decline  in 
mortgage  lending  will  cut  into  profits 

DEFENSE  Despite  promises  of  more  spending,  the 
industry  will  shiink  with  no  new  weapons  programs 

PHARMACEUTICALS  Managed  care  and  a 
dearth  of  new  blockbuster  drugs  will  huil 

SECURITIES  Rising  interest  rates  will  depress 
sales  of  stocks  and  stock  mutual  funds 


looking  to  expand  its  exports  for 
the  first  time  in  decades. 
BIG  JOBS.  Europe  is  emerging 
quickly  from  its  worst  recession 
in  the  post-World  War  II  era. 
The  recovery  has  been  largely 
driven  by  Germany's  export-led 
rebound,  and  European  output 
is  forecast  to  expand  at  a  real 
3.1%  annual  rate,  up  from  the 
2.2%  pace  in  1994.  Last  year's 
pickup,  jjartly  stimulated  by  gov- 
ernment programs  in  France, 
Spain,  and  Italy  to  subsidize  new 
car  purchases,  has  already  hiked 
sales  of  U.  S.  autos  in  Europe. 
Among  Europe's  major  auto 
makers,  the  European  sub- 
sidiaries of  General  Motors  and 
Ford  are  the  second-  and  third- 
fastest  growing,  respectively,  ac- 


rs  ago,  according  to  Edward    cording  to  Autofacts  Interna- 


VIcKelvey,  senior  economist 
joldman,  Sachs  &  Co.  Com- 
des  are  still  trying  to  boost 
ductivity  by  adding  comput- 
,  telecommunications  equipment,  and 
:ware.  Corporate  technology  spend- 
'  is  forecast  to  rise  by  some  10%  this 
,r. 

Cey  to  a  solid  U.  S.  economy  is  emerg- 
global  prosperity.  Growth  is  becom- 
synchronized  globally  with  all  the 


UTILITIES  Though  demand  is  rising,  utihties  are 
unable  to  I'aise  rates  as  competition  intensifies 


world's  major  industrial  and  developing 
nations  doing  better.  Improving  econ- 
omies overseas,  coupled  with  a  compet- 
itive dollar,  could  accelerate  real  U.  S. 
export  growth  by  as  much  as  10%  this 
year,  sharply  higher  than  1994's  gain  of 
7.7%..  Says  Michael  Fradette,  national 


tional  Inc.,  a  West  Chester  (Pa.) 
consulting  company.  Autofacts 
expects  gm's  Adam  Opel  unit  to 
grow  17%  over  the  next  two 
years  and  Ford  by  nearly  13% — growth 
that  should  fatten  the  parent  compa- 
nies' bottom  lines. 

To  be  sure,  European  governments 
and  companies  are  grappling  with  the 
daunting  task  of  boosting  their  compet- 
itiveness in  a  global  economy.  Although 
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Europe's  jobless  level 
stands  at  11%,  efforts  to 
increase  productivity  mean 
that  the  economic  upturn 
"will  not  change  a  large 
part  of  the  unemployment 
problem,"  figures  Alexan- 
dre Lamfalussy,  president 
of  the  European  Monetary 
Institute.  But  Europe's  re- 
structuring is  a  sales  op- 
portunity for  many  U.  S. 
exporters,  especially  for 
computer  and  semiconduc- 
tor companies.  Europe  typ- 
ically absorbs  more  than 
25%  of  all  U.  S.  capital 
goods  shipped  abroad. 
Among  the  major  Euro- 
pean nations,  growth  in 
nonresidential  capital  in- 
vestment is  projected  to 
accelerate  by  rates  rang- 
ing from  3.5  percentage 
points  in  Britain 
percentage  points  in  France,  according 
to  economists  at  Salomon  Brothers  Inc. 

In  Japan,  the  world's  second-largest 
economy,  gTowth  is  expected  to  improve 
from  an  anemic  0.5%  last  year  to  2.7%-  in 
1995.  Rising  consumer  spending  is  driv- 
ing the  recovery.  The  improving  con- 
sumption stems  partially  from  deregu- 
lation and  partially  from  a  recent  .$55 
billion  income-tax  cut.  Imports  are  fore- 
cast to  grow  at  double-digit  rates,  a  po- 
tential bonanza  for  American  companies 
in  autos,  personal  computers,  telecom- 
munications, medical  equipment,  prefab 
housing,  food,  and  beverage  industries. 

American  personal  computer  makers 
such  as  Apple,  Compaq,  Dell,  and  IBM 
are  enjoying  a  sales  boom,  largely 
thanks  to  falling  import  barriers  and 
the  growing  popularity  of  American 
software  that  runs  on  their  machines. 
Cut-rate  American  beer  is  causing  lots 
of  excitement,  while  U.  S.  imports  of 
beef,  citrus,  and  juices  are  more  preva- 


WORLDWIDE 
GROWTH 


Economic  activity  in  the  world  economy 
should  be  robust  in  1995,  a  boon  to  global 
commerce  and  international  capital  flows 


GROSS  DOMESTIC  PRODUCT 
ADJUSTED  FOR  INFLATION 

PERCENT  ANNUAL  RATES  OF  CHANGE  1990-95 


•EUROPE  INCLUDES  FRANCE,  GERMANY,  ITALY,  BRITAIN,  BELGIUM,  DENMARK,  GREECE.  IRELAND,  NETHERLANDS,  PORTUGAL, 
SPAIN,  AUSTRIA,  FINLAND,  NORWAY,  SWEDEN,  SWITZERLAND,  AND  TURKEY 
"LATIN  AMERICA  INCLUDES  ARGENTINA,  BRAZIL,  CHILE,  COLOMBIA,  ECUADOR,  MEXICO,  PERU,  AND  VENEZUELA 
'"ASIA  INCLUDES  AUSTRALIA.  CHINA,  HONG  KONG,  INDONESIA,  INDIA,  KOREA,  MALAYSIA,  NEW  ZEALAND,  PHILIPPINES, 
SINGAPORE,  TAIWAN,  AND  THAILAND  DATA  DRI/McGRAW-HILL 


to 
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lent  than  ever.  Even  American  cars  are 
doing  better,  albeit  from  a  very  tiny 
base.  In  the  first  11  months  of  1994,  U.  S. 
auto  sales  in  Japan  were  up  48.8%  from 
a  year  earlier. 

The  world's  developing  nations  are 
about  as  big  an  export  market  for  U.  S. 
companies  as  the  rich  industrial  coun- 
tries. The  Asian  economies  should  ex- 
pand at  around  a  7%  annual  rate.  De- 
spite the  uncertainty  raised  by  Mexico's 
recent  peso  devaluation,  Latin  America 
will  grow  at  more  than  a  4%  pace — the 
payoff  from  years  of  free-market  re- 
structurings. The  biggest  threat  to 
stronger  growth  would  be  a  repeat  of 
Mexico's  devaluation  in  other  Latin 
American  nations,  says  David  Malpass, 
the  director  of  international  economics 
at  Bear,  Stearns  &  Co.  in  New  York. 

These  days,  developing  nations  are 
nearly  insatiable  in  their  demand  for 
new  infrastructure  and  telecommunica- 
tions networks.  For  instance,  capital- 
goods  investment  in  Argentina  rose  at  a 


43.1%  rate  in  the  first 
of  last  year.  In  Mexico, 
industries  that  should; 
joy  robust  growth  M 
year  include  telecomm  l| 
cations,  transport,  e  e 
tronics,  and  chemicaVi 
bastions  of  U.  S.  industja 
might.  U.  S.  telecommir^ 
cations  companies,  forj*y 
ample,  are  in  a  mad  (H- 
to  find  Mexican  partnii-.i 
Last  November,  Aii 
formed  a  joint  ventjl 
with  a  Mexican  industii 
group  to  bid  for  a  telecm 
munications  license;  if  i  n 
approved,  AT&T  will  mv4 
.$490  million.  ■  \ 

WILD  CARD.  The  glo  3 
economy  could  turn  (Uii 
be  a  rare  bright  spi.i 
what  looks  to  be  aiiDt 
tough  year  for  the  L'.  S 
nancial-services  industry.  Eur()|)( 
countries  plan  to  sell  off  $300  bill 
worth  of  assets  to  private  comi)an 
over  the  next  decade.  Countries  in  ]/< 
America  and  Asia  are  rapidly  privat  iz 
their  state-run  companies,  too.  Wit  h 
end  of  the  cold  war  and  the  embr;i(  i 
ft-eer  markets  by  much  of  the  develi  -i  < 
world,  U.S.  investors  and  corporal  h 
are  putting  billions  into  ovei  -( 
economies,  says  William  Sterling, 
ternational  economist  at  Merrill  Lyi: 
&  Co. 

In  the  U.  S.,  the  gi'eat  uncertainty 
1995  is  fiscal  policy.  Last  Novembe 
ballot-box  revolt  makes  it  likely  tl 
there  will  be  tax  cuts  this  year.  Ty 
cally,  tax  cuts  stimulate  economic 
tivity — at  least  for  a  while.  Yet  if  Ci 
gress  fails  to  slash  spending  along  w^ 
taxes,  skyrocketing  federal  budd 
deficits  could  send  interest  rates  high 
In  the  BUSiNE.ss  WEEK/Harris  Exe< 
five  Poll,  81%  favored  federal  tax  ci; 
only  if  they  were  matched  by  spendii 


ANECONOMIC 
SNftl>SHOT 


The  U.S.  economy  expanded 
at  a  strong  4%  annual  rate  in 
1994.  The  consensus  expec- 
tation for  1995  is  slightly 
slower  growth  as  the 
Federal  Reserve's  hefty 
interest  rate  hikes  gi  adually 
affect  economic  activirv 


CORPORATE  PROFIT 
GROWTH  WILL  SLOW... 


...AND  INVESTMENT 
SPENDING  WILL  EASE. 


.AS  INFLATION 
TICKS  UP.. 


PRODUCER  DURABLE 
EQUIPMENT 
ADJUSTED  FOR  INFLATION 
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irope's  restructuring  is  a 
es  opportunity  for  U.S. 
•npanies,  especially  for 
)se  in  high  technology 


,s  at  the  same  time;  only  14% 
;ked  tax  cuts  even  if  unmatched 
the  spending  side. 
Despite  all  the  focus  on  Wash- 
;ton,  the  economic  surprise 
lid  lie  elsewhere.  "Productivity 
;he  wild  card  for  1995,"  says 
hman's  Sinai.  "The  economy 
lid  still  grow  faster  than  3%  and  in- 
:ion  stay  lower  than  expected." 
The  pressures  toward  disinflation  are 
.verful.  Yes,  U.  S.  steel  prices  are 
■ging  along  with  rising  global  de- 
nd,  and  other  commodities  and  in- 
;trial  materials  are  showing  price  in- 
ases.  Yet  in  many  industries,  price 
istance  is  strong  at  both  the  whole- 
3  and  retail  levels.  For  instance,  the 
ntry's  300,000-odd  wholesalers  and 
tributors  expect  another  year  of 
ong  sales  ancl  few  price  increases, 
ated  competition  from  other  coun- 
;s  with  ample  labor  supplies  and  ex- 
s  industrial  capacity  should  keep 
^e  demands  moderate  and  limit  the 
lity  of  most  producers  to  hike  prices 


STEEL  SURGES  U  S  steel  prices  are 
and  1995  looks  like  it's  going  to  be  a  stell 


rising  along  with  global  demand, 
ar  year 


in  the  U.S.  And  price-cutting  is  ram- 
pant in  previously  immune  sectors  of 
the  economy,  such  as  medical  care  and 
pharmaceuticals. 

Even  more  telling  is  the  seismic 
transformation  of  the  U.  S.  economy. 
U.  S.  companies  have  made  remarkable 
strides  in  boosting  productivity  by  in- 
vesting huge  sums  in  high-tech  equip- 
ment and  streamlining  operations. 
Higher  productivity  means  the  economy 
can  grow  faster  than  expected  before 
ti'iggering  a  wage-and-price  spiral.  In 
recent  years,  the  economy's  inflation 
flashpoint  has  been  pegged  at  a  6%  un- 
employment rate.  Some  economists  now 
believe  that  Corporate  America's  con- 
tinual restructurings  and  reliance  on 


contingent  workers  have  lowered  the 
Non-Accelerating  Inflation  Rate  of  Un- 
employment (NAIRU).  The  unemploy- 
ment rate  can  drop  to  at  least  59^  before 
wage  pressures  prove  irresistible. 

The  recovery  is  now  nearly  four 
years  old,  compared  with  an  average  of 
35  months  for  all  31  business  cycles 
since  1854.  Many  forces  affect  the  du- 
ration of  any  business  cycle,  but  the 
most  important  in  a  modern  economy 
is  the  Fed's  war  on  inflation.  If  it  turns 
out  that  rising  prosperity  doesn't  lead 
to  higher  inflation,  the  expansion  has  a 
long  way  to  go. 

By  Christopher  Farrell  in  New  York 


Introduction  crmtinues  on  page  58 


NTEREST  RATES 
CLIMB  A  BIT... 


.AND  THE  HOUSING 
MARKET  WEAKENS. 


...BUT  EXPORTS 
WILL  STRENGTHEN. 


AND  HELP  KEEP 
HIRING  STRONG 


▲  MILLIONS  OF  UNITS 


▲  ANNUAL  RATE  OF  CHANGE,  PERCENT 


A  ANNUAL  RATE  OF  CHANGE,  PERCENT 
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A  SMALLER  GOVERNMENT  WON'T  HURT  THE  RECOVERY 


Washington  has  caught  the 
downsizing  fever  from  Ameri- 
ca's corporations,  and  both  po- 
litical parties  are  happily  getting  in 
on  the  act. 

The  Democrats'  master  plan,  the 
National  Performance  Review,  aims 
to  cut  272,000  federal  jobs  by  1999. 
The  Clinton  White  House  is  also  pon- 
dering ways  to  slash  agencies,  such 
as  the  Small  Business  Administra- 
tion. Meanwhile,  House  Republicans, 
who  have  dumped  three  committees 
and  trimmed  all  panels'  staffs  by  a 
third,  may  try  to  privatize  such  func- 
tions as  air  traffic  control. 
IN  THE  TANK?  Listening  to  all  the 
rhetoric,  it  almost  sounds 
as  if  Karl  Marx  might 
have  been  I'ight  after  all 
when  he  predicted  that 
the  state  would  wither 
away.  That  may  sound 
appealing  to  the  antigov- 
ernment  crowd.  But 
what  about  the  dampen- 
ing effect  on  the  U.  S. 
economy  of  a  smaller 
government  and  a  bal- 
anced budget  by  2002,  as 
envisioned  by  Republi- 
cans? After  all,  the  defi- 
cit has  been  providing 
roughly  $200  billion  a 
year  in  Keynesian  stimu- 
lus for  a  decade.  With  the  federal 
government  accounting  for  roughly 
22%  of  gross  domestic  product, 
wouldn't  such  strong  fiscal  medicine 
tank  the  economy? 

Not  to  worry.  The  economy  could 
weather  deep  spending  cuts — so  long 
as  they  take  effect  gradually.  Seven 
years  would  do  nicely,  government 
economists  say.  For  one  thing,  the 
politicians  will  focus  on  attacking 
just  the  "structural"  deficit,  which  is 
driven  by  policy  decisions;  the  "cycli- 
cal" deficit,  which  provides  automatic 
economic  stimulus  in  the  form  of 
higher  unemployment  benefits  and 
food  stamps  during  recessions,  will 
be  largely  unaffected. 

It's  also  noteworthy  that  the  annu- 
al deficit  reductions  required  to  bal- 
ance the  budget  in  seven  years 
would  produce  about  the  same  drag 
on  the  economy  as  the  deficit  cuts 
Congress  passed  in  1993.  The  Con- 
gressional Budget  Office  (CBO)  esti- 


mates that  a  seven-year  balanced- 
budget  plan  would  trim  the  federal 
share  of  gdp  by  four-tenths  of  a  per- 
centage point  a  year.  That's  precisely 
how  much  federal  spending  is  ex- 
pected to  fall  from  fiscal  year  1993  to 
1995.  And  obviously,  the  economy 
hasn't  suffered. 

Over  time,  fiscal  virtue  becomes 
rewarding.  The  longer  the  deficit  de- 
clines, the  easier  it  is  to  make  fur- 
ther cuts,  the  General  Accounting 
Office  concludes  in  a  new  report. 
The  GAO,  which  examined  the  effect 
of  deficit  reduction  in  six  countries 
during  the  1980s  and  1990s,  notes 
that  what  had  once  been  "a  vicious 
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circle"  of  rising  deficits,  debt,  and 
interest  costs  became  a  "virtuous 
circle"  of  falling  deficits  and  interest 
costs.  The  worst  case,  Mexico,  suf- 
fered deficits  of  16%  of  gdp  in  1982 
and  1986 — far  higher  than  the  U.  S. 
peak  of  6.3%  of  gdp  in  fiscal  1983. 
The  other  countries — Japan,  Austra- 
lia, Britain,  Germany,  and  Canada — 
had  deficits  comparable  to  or  slightly 
larger  than  the  current  U.  S.  deficit. 
All  but  Canada  managed  to  turn 
things  around,  and  none  experienced 
catastrophic  economic  effects.  Just 
the  opposite  situation  occurred  in 


Gradual  moves  to 
cut  the  deficit  seem 
to  have  created  a 
"virtuous  circle" 


Mexico.  That  country's  debt  fell 
from  81%  of  gdp  in  1986  to  29%  in 
1992,  while  interest  costs  fell  from 
50%  of  total  spending  in  1987  to  19 
in  1992.  The  net  result:  one  of  the 
best  balance  sheets  among  the  24- 
nation  Organization  for  Economic 
Cooperation  &  Development. 
LINGERING  ILLS.  That's  not  to  say 
that  cutting  the  U.  S.  deficit  won't 
hurt  certain  industries  or  the  so- 
called  Gunbelt — an  arc  that  runs 
through  Alaska,  Seattle,  Silicon  Va)j 
ley.  Southern  California,  the  South-j 
west,  and  into  Florida  before  turnii; 
up  the  East  Coast  to  Boston.  Califo-j 
nia's  lingering  ills  are  testament  to  i 
the  fact  that  the  state  ! 
gets  20^  of  every  Penta-i 
gon  procurement  dollar. ! 
Such  spending  has  been  ■ 
cut  drastically,  to  $55  bi  i 
lion  this  year  from  a  198  ' 
peak  of  $120  billion, 
measured  in  today's  dol-" 
lars.  But  according  to  ci 
estimates,  California  anc 
other  defense-dependen  i 
states  such  as  Hawaii,  ; 
Mississippi,  and  Virginizi 
have  already  suffered  ■ 
through  the  worst.  In  th 
six  top  defense  indus- 
tries— ordnance,  aircraft; 
shipbuilding,  missiles, 
tanks,  and  search  and  navigation 
equipment — employment  has  fallen 
37%  since  1986,  to  913,000.  Further 
large  declines  aren't  anticipated. 

And  despite  the  fact  that  the  fed- 
eral government  may  be  shrinking, 
state  and  local  governments  aren't. ' 
While  federal  civilian  employment  ^ 
has  dropped  80,000  since  the  start  oi 
the  Clinton  Administration,  to  2.9  ; 
million  last  August,  state  and  local  : 
hirings  more  than  made  up  for  the  ' 
loss:  Total  civilian  public  employmei^ 
rose  28,000,  to  19  million.  I 
Far  from  hurting  the  economy,  as,: 
some  feared.  President  Clinton's  ;■ 
$430  billion,  five-year  deficit  cut  en-| 
acted  in  '93  appears  to  have  helped  • 
move  the  economy  into  the  virtuous- 
circle.  But  with  Congress  and  Clin- ; 
ton  catching  a  new  tax-cut  bug,  don 
worry  about  the  feds  overdoing  the 
austerity  bit  anytime  soon. 

By  Paul  Magnussc 
in  Washingtc 
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Franklin  Templeton  IRA 


Setting  aside  money  for  the  future 
is  a  time-honored  tradition. 


At  Franklin  Templeton  Trust  Company  we  are 
proud  to  help  you  carry  on  that  tradition.  When  you 
invest  in  a  Franklin  Templeton  IRA,  your  assets  can 
grow  with  compounding,  tax-deterred  earnings.  Plus,  as 
an  investor,  you  can: 

Choose  from  a  Wide  Selection  of  44  Funds.  You 
can  transfer  IRA  assets  between  a  majority  of  the  Franklin 
and  Templeton  funds  —  in  most  cases,  without  a  sales  charge.'^ 

Take  Advantage  of  Professional  Fund 
Management.  Franklin  Temple  ton's  investment 
specialists  manage  your  IRA  assets.  We  have  carefully 
built  our  expertise  in  fund  management  since  1947. 

Transfer  Funds  Automatically.  You  may  have 
regular  monthly  investments  of  $25  or  more  transferred 
from  your  bank  account  to  your  Franklin  Templeton 
fund  account. 

Your  IRA  Contribution  May  Still  Be 
Deductible!  Call  your  investment  representative  or 
Franklin  Templeton  Trust  Company  today  for  a  free 
brochure  that  helps  you  determine  your  IRA 
deductibility. 


fSharebolders  using  liinino  serviici  will  he  charged  a  $5  fee  for  each  exchange.  Certain  funds 
do  not  permit  timing  accounts  or  there  may  he  certain  restrictions  as  detailed  m  each  fund's 
prospectus.  The  exchange  program  ma\  he  modified  or  disconlinued  by  the  junds. 
Franklin  Templeton  Distributors,  Inc. 


Call  1-800- 
342-FUND 
Ext.  ¥432 

Franklin  Templeton  IRA 

777  Manners  Island  Boulevard 
San  Mateo.  CA  94404-1585 

^ij. '  /  would  like  a  free  Franklin  Templeton 
IRA  brochure  and  a  prospectus  containing  more 
complete  information,  including  sales  charges  and 
expenses  on  the  fund(s)  checked  below.  I  will  read 
the  prospectus(es)  carefully  before  I  invest  or  send 
money. 

  Franklin  LIS.  Co\'ennneiit  Seeunlies  Fund 

 Franklin  Income  Fund 

 Franklin  Money  Fund 

 Templeton  Growth  Fund 

 Templeton  Foreign  Fund 

 Templeton  Developing  Markets  Trust 

Name 
Address 

City/State/Zip 


Dav 


nmc  Phone 


FRANKLIN 
TEMPLETON 
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A  Member  of  the  $117  Billion  Franklin  Templeton  Group 


INTRODUCTION 


BUSINESS  WEEK/HARRIS  EXECUTIVE  POLL 


THE  TOP  BRASS  IS  GUNG-HO  FOR  '95 


First,  some  questions  about  the  economy. 

Overall,  how  would  you  characterize  your  outlook  for  the  U.S. 
economy  in  the  next  12  months — would  you  say  you  are  very  opti- 
mistic, somewhat  optimistic,  somewhat  pessimistic,  or  very  pessi- 
mistic? 

12/94  6/94  12/93 

Very  optimistic  13  8  3 

Somewhat  optimistic  76   82   80 

Somewhat  pessimistic  11  9  16 

Very  pessimistic  0  1   1 

Not  sure  0  0  0 

GDP  GROWTH:  SLOWING  DOWN 

Compared  with  the  last  12  months,  do  you  think  the  rate  of  growth 
of  the  gross  domestic  product  will  go  up,  go  dovra,  or  stay  the  same 
over  the  next  12  months? 

12/94    6/94    12/93  12/94   6/94  12/93 

Go  up  38  ..  44  ...  25     Stay  the  same  . .  36 . .  38 . .  65 

Go  down  26  . .  18  9    Not  sure  0...0...1 

SLIGHTLY  SPOOKED  BY  INFUTION 

Compared  with  the  last  12  months,  do  you  think  the  rate  of  infla- 
tion, based  on  the  CPI,  will  go  up,  go  down,  or  stay  the  same  over 
the  next  12  months? 

12/94     6/94     12/93  12/94    6/94  12/93 

Go  up   53  ..  50  ...  40     Stay  the  same . .  40 . .  47 . .  55 

Go  down  6  3  5     Not  sure  1...0...0 

TREASURIES:  NORTHWARD,  HO! 

Compared  with  where  it  is  right  now,  do  you  think  the  30-year 
Ti'easury  rate  wiU  go  up,  go  dovm,  or  stay  the  same  over  the  next 
12  months? 

12/94     6/94     12/93  12/94    6/94  12/93 

Go  up  57. ..  52  ...  67     Stay  the  same  . .  24 . .  26. .  27 

Go  down  18. . .  18  5     Not  sure  1 . .  .4. . .  1 

LESS  SANGUINE  ABOUT  UNEMPLOYMENT 

Compared  with  the  last  12  months,  do  you  think  the  unemploy- 
ment rate  will  go  up,  go  down,  or  stay  the  same  over  the  next  12 
months? 

12/94    6/94     12/93  12/94   6/94  12/93 

Go  up  17. ..  13  ...  21     Stay  the  same. .  50  . .  44. .  44 

Go  down  ....  33 ...  43  ...  34     Not  sure  0  ...  0 ...  1 

FROM  SALES  TO  R&D.  AN  UPWARD  SPIRAL 

And  now  some  questions  about  your  expectations  for  your  compa- 
ny over  the  next  12  months.  Please  give  your  best  estimate. 

Do  you  think  each  of  the  following  will  increase  or  decrease 
between  now  and  December,  1995? 

INCREASE  DECREASE  SAME 


Sales  91  4  . .  .4. 

Full-time  employees  47  29  . .  24. 

Investment  in  plant  and  equipment . .  71  13  . .  13. 

Typical  prices  of  standard  products 

or  services  63  14  . .  22  1 


NOT 
SURE 

. .  1 
.  .0 
.  .3 


INCREASE  DECREASE  SAME 

Exports  54  2  . .  13.  . 

Wages  and  salary  rates  88  2  . .  10 . 

Health-care  costs  per  employee  64  16  . .  18 . 

Investment  in  research  &  development  . .  54  11  . .  25. . 


NOT 
SURE 

.31 
.  .0 
.  .2 
.  10 


A  VERY  GOOD  YEAR  GONE  BY... 

Did  your  company  make  a  profit  in  1994  or  not?  12/94 
Yes,  made  a  profit. ..  97  No,  did  not ...  3   Not  sure  0 

. . .  AND  HIGH  EXPECTATIONS  FOR  THE  NEH 

(If  yes),  do  you  think  your  profits  will  increase  or  decrease  in 
1995  compared  with  1994  profits?  12/94 

Increase  88   Same  3 

Decrease  6    Not  sure  3 

NEWT  GINGRICH.  PLEASE  READ  CAREFULLY 

The  new  Republican  majority  in  Congi'ess  is  proposing  billions  of 
dollars  in  tax  cuts  that  it  says  can  be  enacted  vwthout  increasing 
the  federal  deficit.  Do  you:  12/94 
Favor  major  tax  cuts  even  if  not  matched  by 

spending  cuts  at  the  same  time  14 

or 

Favor  major  tax  cuts  only  if  matched  by  spending 

cuts  at  the  same  time  81 

or 

Oppose  major  tax  cuts  4 

Not  sure  1 

FEW  RAVES  FOR  GREENSPAN 

How  would  you  rate  the  job  Alan  Greenspan  and  the  Federal  Re- 
serve are  doing- — excellent,  pretty  good,  only  fair,  or  poor? 


12/94 

Excellent  16  . 

Pretty  good  50  . 

Only  fair  29  . 

Poor  5  . 

Not  sure  0  . 


6/94 

.  16 
.  58 
.24 
..2 
.  .0 


FED  RATE  HIKES:  DWINDLING  SUPPORT 

As  you  might  know,  since  the  first  of  the  year  the  Federal  Reserve 
Board  has  acted  to  raise  interest  rates  six  times.  Do  you  think 
the  Federal  Reserve's  interest-rate  poUcy  has  been  too  aggres- 
sive, not  aggressive  enough,  or  about  right? 

12/94  6/94 

Too  aggressive  46  31 

Not  aggressive  enough  4  4 

About  right  51  65 

Not  sure  0  0 


EDITED  BY  MICHELE  GALEN 


Survey  of  400  senior  executives  drawn  from  the  business  week 
1000.  Interviews  were  conducted  for  business  week  Nov.  28-Dec.  9, 
1994,  by  Louis  Harris  &  Associates  Inc.  Prior  polls  drawn  from  the 
BUSINESS  WEEK  1000  Were  of  401  senior  executives  conducted  on 
June  1-10,  1994,  and  of  402  senior  executives  Dec.  10-20,  1993. 
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RICOH  REDUCES  THE  HIGH  PRIC 
OF  HIGH  VOLUME  COmNG 


Ricoh  rewrites  the  rules  for  high  volume  copying 
\i\\.h  touch  screen  technology.  The  RICOH  FT8880  and 
■T8780.  Each  uniquely  versatile.  Both 
;urprisingly  affordable. 

These  copiers  are  so  easy  to  use 
hat  they  make  your  entire  company 
nore  productive.  And  quick.  80  copies 

1-800 

)  1994  Ricoh  Corpnration 


THE   NAME   TO  KNOW 


IIIOOH 


per  minute.  A  remarkable  5,050  sheet  capacity  that  lets 
you  run  bigger,  more  complex  jobs.  And  these  powerful 
capabilities  are  easily  and  efficiently 
tapped  at  the  touch  of  a  screen. 

Call  us  for  a  demonstration  at 
1-800-63-RICOH. The  Ricoh 

Ofliaal  Copier  and  Fan 

touch  screen.  Look  into  it. 
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U.  S.  carmakers  are  still 
in  overdrive.  The  only 
question  marks:  Interest 
rates,  costs,  and  Japan's 
comeback  page  63 


DEFENSE 

The  rise  in  hot  spots 
around  the  globe  means 
little  more  than  a 
temporary  uptick  for 
contractors  page  64 


MACHINERY 

Factories  are  running 
at  a  steamy  pace-and 
manufacturers  have  the 
bucks  to  spend  on  new 
equipment  page  65 


STEEL 

As  foreign  markets  heat 
up  and  Detroit  builds 
more  and  bigger 
vehicles,  it's  happy  time 
at  the  mills  page  68 


CHEMICALS 

With  profits  bubbling 
and  demand  still 
climbing,  even  a  few 
price  hikes  shouldn't 
spoil  the  fun  page  69 


FOOD  PROCESSING 

The  cost-cutting  and 
streamlining  of  the  '80s 
were  hard  to  swallow, 
but  at  last  they're 
paying  off  page  72 
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AUTOS 


BARRELING  DOWN  A  RUGGED  ROAD 

Detroit  has  to  crank  up  capacity,  keep  down  costs,  fight  back  rivals-and  pray  for  stable  rates 


Vith  their  factories  already  running  on  over- 
drive, Detroit  executives  are  bullish  on 
1995.  Last  year,  the  market  was  up  a  ro- 
st  9%,  although  the  carmakers  lost  some  sales 
cause  they  couldn't  build  enough  of  their 
•ongest-selling,  high-profit  models.  In  1995, 
spite  the  dampening  effect  of  higher  interest 
:es,  U.  S.  sales  should  reach  their  highest  lev- 
since  1986 — about  15.7  million,  a  4%  gain.  And 
ofits  should  soar.  Says  Chrysler  Corp.  Chair- 
in  Robert  J.  Eaton:  "1995  will  be  an  out- 
mding  year." 
But  Detroit  clearly  re- 
lins  wary  of  an  eventual 
wnturn.  Despite  the 
essing  need  to  crank  out 
)re  of  their  hottest-sell- 
l  models,  the  Big  Three 
d  their  suppliers  are  hir- 

I  sparsely  and  squeezing 
)re  output  from  existing 
lories  instead  of  building 
w  plants.  Chrysler,  for  in- 
ance,  has  just  added  a 
ird  crew  at  the  Detroit 
mt  that  builds  its  popu- 
•  Jeep  Grand  Cherokees. 
id  Cleveland-based  sup- 
er Eaton  Corp.  has  office 
iff,  including  the  plant 
mager,  working  weekends 
the  assembly  line  at  its  engine-valve  plant  in 
;arney,  Neb. 

)ODIES.  The  carmakers'  other  big  challenge 

II  be  to  keep  costs  in  check.  Higher  prices  on 
ch  commodities  as  steel  may  be  inevitable,  but 
to  makers  are  vowing  to  improve  productivi- 
to  avoid  passing  along  all  of  their  higher  costs 
consumers.  They'd  better.  The  average  car 
ice  in  the  U.  S.  topped  $20,000  for  the  first  time 
late  1994,  thanks  to  inflation,  increased  regu- 
ory  requirements,  and  consumers'  preference 
"  bigger  vehicles  loaded  with  goodies. 
Heading  into  1995,  Chrysler  is  the  most  opti- 
stic,  predicting  industry  sales  will  near  16  mil- 
n.  The  company  has  $7.5  billion  stashed  away 
ainst  the  next  downturn,  and  its  pension  fund 
paid  up  for  the  first  time  in  30  years.  Analyst 
ivid  Bradley  at  J.  P.  Morgan  Securities  Inc. 
gs  Chrysler's  1995  profits  at  $4.6  billion  on 
les  of  $57  billion,  up  28%  from  1994. 
Chrysler  is  betting  that  its  new  minivans,  due 
showrooms  this  spring,  will  keep  it  king  of 
at  lucrative  segment.  Despite  quality  prob- 
ifis  that  plagued  the  Neon  subcompact  launch 
d  delayed  the  Cirrus  compact  sedan  last  year, 


executives  vow  that  customer  satisfaction  ratings 
will  improve. 

Chrysler  can't  afford  another  flawed  launch. 
The  competition  in  light  trucks  is  too  intense. 
Ford  Motor  Co.'s  Windstar  minivan  is  gaining 
share,  and  the  sport-utilities  market  is  burning 
rubber.  This  year,  hot  new  entries  from  General 
Motors  Corp.,  such  as  the  Chevrolet  Blazer  com- 
pact and  the  gmc  Yukon  midsize,  plus  increased 
output  of  Ford's  revamped  Explorer,  will  test 
overall  demand  for  the  first  time.  Says  Ford 
Chairman  Alexandei'  J.  Tr-otman:  "We'll  find  out 
in  '95  just  how  big  that 
market  is." 

NEW  TAURUS.  This  year. 
Ford  expects  to  see  savings 
from  its  global  reorganiza- 
tion. And  its  1989  acquisi- 
tion of  Jaguar  Cars  Ltd.  is 
supposed  to  turn  profitable. 
After  being  crowned  best- 
selling  car  three  years  run- 
ning. Ford's  Taurus  will 
concede  the  title  as  its  two 
plants  retool  for  the  fall 
launch  of  a  new  model.  But 
Ford  expects  the  stylish 
new  Taurus  to  regain  lead- 
ership quickly.  Salomon 
Brothers  Inc.  analyst  John 
V.  Kirnan  estimates  Ford's 
earnings  will  rise  19%,  to  $6.8  billion,  on  $119 
billion  in  revenues. 

For  General  Motors,  1995  will  test  whether 
CEO  John  F.  Smith  Jr.'s  two-year-old  overhaul  is 
working.  Sloppy  changeovers  to  new  models 
crimped  gm's  1994  sales  and  profits.  As  its  fac- 
tories reach  full  speed,  sales  of  the  products — like 
the  popular  new  Blazer  and  Chevy  Lumina  fam- 
ily sedan — should  continue  to  rebound.  Kirnan 
figures  that  gm's  profits  will  rise  29%,  to  $6.7  bil- 
lion, on  sales  this  year  of  $153  billion. 

Meanwhile,  Detroit's  competition  hasn't  stalled 
out.  Japanese  carmakers,  still  bedeviled  by  the 
strong  yen,  are  cutting  costs.  And  Japanese  auto 
suppHers,  already  at  the  top  of  their  class,  im- 
proved productivity  38%  in  the  past  two  years, 
according  to  Arthur  Andersen  &  Co. 

Interest  rates  remain  the  industry's  biggest 
question  mark  for  1995.  But  consumer  confidence 
remains  buoyant,  and  the  average  age  of  cars 
on  the  road — eight  years — presages  plenty  of 
replacement  demand.  With  those  factors  on  its 
side,  Detroit  is  hoping  to  spend  at  least  another 
year  running  at  full  throttle. 

By  Kathleen  Kerwin  in  Detroit 


PROGNOSIS  '95 


MOTOR  VEHICLES 


PRODUCTIVITY 

THOUSANDS  OF  '94  DOLLARS 
PER  EMPLOYEE 

I        I        I  I 
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POSITIVES 

■  Consumer  confidence 
is  at  five-year  highs, 
thanks  partly  to  low  un- 
employment. 

■  Leasing,  which  now 
accounts  for  25%  of  all 
car  sales,  is  keeping 
payments  affordable. 

NEGATIVES 

■  Rising  interest  rates 
will  slow  domestic 
sales. 

■  Higher  steel  prices 
and  new  safety  and  en- 
vironmental standards 
are  putting  upward 
pressure  on  car  prices. 


SPOTLIGHT 


AUTOMOBILES 

18  

U.S.  CAR 
15 —  AND  L1GHT-- 


■90    '91     '92  '93 
A  MILLIONS  OF  UNITS 
DATA:  WARD'S  AUTOMOTIVE  REPORTS.  BW 
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WASHINGTON  WONT  GALLOP  TO  THE  RESCUE 

Despite  a  more  pro-military  Congress,  defense  contractors  face  more  shrinkage 


PROGNOSIS  '95 


DEFENSE 

AIR,  ORDNANCE  &  SHIPS 


PRODUCTIVITY 

THOUSANDS  OF  '94  DOLLARS 
PER  EMPLOYEE 
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POSITIVES 

■  Cash  flow  IS  strong, 
and  the  downward 
spiral  m  Pentagon 
budget  cuts  may  have 
bottomed  out. 

■  The  communications 
sector  IS  growing,  and 
commercial  aircraft 
orders  could  pick  up. 

NEGATIVES 

■  Massive  overcapacity 
means  more  layoffs  and 
plant  closings. 

■  Backlogs  are 
dwindling,  and  there 
are  no  major,  new 
weapons  programs. 


SPOTLIGHT 


AIRCRAFT, 
MISSILES  &  PARTS 


■90    ^91    '92    '93    '94  '95 
A  PERCENT  -ESI- 
DATA  AEROSPACE  INDUSTRIES  ASSN.. 
GOU)MAN,  SACHS  &  CO 


Republicans  have  seized  control  of  Congress. 
President  Clinton  has  vowed  to  increase 
the  Pentagon  budget  by  $25  billion  over 
six  years.  And  after  years  of  painful  downsizing, 
many  large  contractors  were  profitable  in  1994. 
Good  news  for  the  beleaguered  U.S.  defense 
industry?  Not  a  chance.  In  1995,  a  shrinking  in- 
dustry will  contract  even  more  as  corporations 
merge,  plants  close,  and  more  workers  lose  jobs. 

The  rise  in  hot  spots  around  the  globe  means 
little  more  than  a  temporary  uptick  in  Pentagon 
spending  to  handle  troop  deployments.  With  no 
new  orders  on  the  horizon,  overall  military  air- 
craft backlogs,  for  instance,  will  continue  to 
dwindle  after  declining  8%  in  1994,  to  $79  billion. 
The  Pentagon's  procurement  budget,  moreover, 
will  shrink  13%,  to  $55  billion,  a  48%  drop  since 
1987. 

Despite  all  its  retrenchment,  the  industry 
still  suffers  from  massive  overcapacity — as  high 
as  50%  by  many  estimates. 
Even  the  Pentagon,  which  on 
Dec.  9  announced  $7.7  billion 
in  fresh  weapons  cuts,  has  con- 
ceded that  the  industry  still 
needs  to  shrink  by  at  least 
20%,  according  to  Paul  G. 
Kaminski,  acquisition  chief  for 
the  Pentagon. 

ON  THE  PROWL.  Shipbuilders 
and  submarine  makers,  such 
as  Tenneco  Inc.  and  General 
Dynamics  Corp.,  face  the 
toughest  fight:  Six  major  com- 
panies are  almost  wholly  de- 
pendent on  military  contracts. 
Yet  the  Navy  has  cut  its 
planned  fleet  size  to  300  ships, 
from  600  in  the  mid-1980s. 
Consolidation,  already  well  un- 
der way  in  aircraft,  missiles, 
and  electronics,  will  intensify  in  1995.  Last  year, 
Lockheed  Corp.,  maker  of  the  F-22  fighter,  and 
Martin  Marietta  Corp.,  best  known  for  spy 
satellites,  joined  forces  to  create  a  $23  billion  de- 
fense titan. 

Now,  in  a  scramble  to  beef  up  dwindling 
backlogs,  a  dozen  smaller  companies  are  shop- 
ping around  for  partners.  B-2  bomber  maker 
Northrop  Corp.,  which  just  last  year  snatched 
up  rival  Grumman  Corp.  in  a  hotly  contested 
$2.2  billion  stock  deal,  may  already  be  on  the 
prowl  for  a  large  electronics  company,  such  as 
Dallas-based  E-Systems  Inc.  Despite  plans  to 
lay  off  9,000  workers  at  the  newly  merged  com- 
pany, "we're  still  out  there  looking"  for  acqui- 


sitions, says  Kent  Kresa,  Northrop  Grumm 
Corp.  chairman. 

Large  conglomerates,  meanwhile,  which  ha 
long  enjoyed  lucrative  defense-contracting  sic 
hnes,  will  take  the  opportunity  to  cash  out.  A 
alysts  say  such  companies  as  Texas  Instr 
ments,  Westinghouse  Electric,  and  Harris  a 
among  those  likely  to  put  their  defense  un: 
on  the  block. 

SATELLITE  SHOT.  At  the  same  time,  scores 
subcontractors  and  small  suppliers  will  r 
structure,  merge,  or  go  out  of  business.  Tho 
who  remain  have  been  lobbying  the  Clinton  A 
ministration  for  loan  guarantees  for  arms  6 
ports,  already  a  $13  billion  business.  But  We 
ern  European,  Russian,  and  Chinese  an 
makers  are  all  aggressively  marketing  th( 
own  wares.  "Every  major  country  seems 
have  its  own  dying  defense  industry,"  says  Ga' 
Reich,  analyst  with  Prudential  Securiti( 
Commercialization  of  m 
tary  technology  will  likew  i 
offer  only  spotty  relief.  Co. 
munications  businesses  ha( 
the  best  shot  at  success,  r 
Corp.  will  attempt  to  launJ 
commercial  satellites  fr(! 
Vandenberg  Air  Force  B£( 
in  California,  while  Hugh; 
Aircraft  Co.  is  planning  an  c 
pansion  of  its  popular  satl 
lite-to-home  TV  service! 
Latin  America.  And  Rockwl 
International  Corp.  will  cd 
tinue  to  wean  itself  from  (» 
fense  dollars:  Its  recent  $  ( 
billion  acquisition  of  Reliai* 
Electric  Co.  will  boost  t( 
company's  industrial  autori 
tion  business  to  $3.5  billi  i 
reducing  military  contract.^.( 
18%  of  revenues  from  50%-  a  decade  ago. 

For  aircraft  makers  such  as  McDonnell  Da 
glas  Corp.,  which  makes  the  C-17  transport  n 
F-18  fighter  jets,  there's  one  bright  light  on  k 
horizon.  For  years,  the  struggling  airline  i 
dustry  has  delayed  purchasing  new  jets.  Niv 
as  that  industry  picks  up  and  new  noise-abaj 
ment  standards  kick  in,  the  prospects  for  m 
MD-11  orders  are  improving  slightly. 

But  real  industry  relief  will  come  when,  sol 
er  or  later,  there  are  more  and  bigger  warg:( 
fight.  An  ongoing  shakeout  of  a  bloated  indusiy 
no  matter  how  lengthy  or  painful,  is  far  prelr 
able  to  that. 

By  Eric  Schine  in  Los  Angtii 
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THE  DIN  IN  HERE  IS  DEAFENING 

Machinery  makers  will  be  pressed  to  keep  up  with  demand  from  America's  booming  factories 


^ou  say  you  want  to  buy  a  forklift  truck?  Get 
r  in  line.  How  about  a  machining  center  to  cut 
I  some  metal  parts?  You  may  not  find  one — 
en  on  a  dealer's  floor.  With  American  facto- 
!S  and  mills  running  at  full  throttle,  the  market 
?  general-purpose  machinery  is  booming  as  it 
sn't  in  years. 

Can  it  last?  The  answer  is  yes,  although  the 
owth  expected  this  year  won't  match  that  of 
i&my  1994.  Orders  for  some  kinds  of  equipment, 
ch  as  lift  trucks,  may  be  peaking,  but  machineiy 
ikers  generally  expect  an- 
her  robust  year.  This  is  an  in- 
stry  that  trails  the  economy, 
i  manufacturers  get  up  to  full 
eed,  they  need  more  equip- 
jnt.  And  that's  exactly  what's 
ppening:  U.  S.  factories  are 
erating  at  84%  of  capacity, 
eir  highest  rate  in  more  than 
e  years.  So  naturally,  notes 
)ss  J.  Centanni,  ceo  of  Gard- 
r  Denver  Machinery  Inc., 
hey're  adding  [compressed] 
needed  to  run  pneumatic 
ols  and  other  plant  equip- 
ent.  Overall,  U.  S.  machine- 
ol  consumption  rose  17%  last 
ar,  while  conveyor  shipments 
:ely  topped  1993's  $4.2  billion 
cord. 

THE  STARS?  Furthermore, 
e  industry's  customers  are  making  more  mon- 
■.  "They  do  have  capital  dollars  now,"  notes 
ihn  W.  Paxton,  chief  operating  officer  of  West- 
n  Atlas  Inc.'s  Industrial  Automation  Group, 
fter  years  of  underinvestment,  there's  a  pent- 
)  demand  for  machinery.  At  Mitsubishi  Cater- 
llar  Forklift  America  Inc.,  Marketing  Direc- 
r  Larry  Wuench  says  orders  are  running  25% 
)ove  a  forecast  that  was  itself  revised  upward 
st  three  months  ago.  "I  don't  know  if  all  the 
anets  are  lined  up,  or  what,"  he  says.  So  the 
int  venture  has  raised  prices  about  8%  to  damp- 
1  demand  to  try  to  keep  up  with  orders.  "My 
;alers  have  started  to  refer  to  me  as  'the  busi- 
iss-prevention  department,'"  jokes  Wuench. 

Best  of  all,  after  a  decade  of  brutal  restruc- 
iring,  Industrial  America  is  brimming  with  con- 
ience.  To  be  sure,  there  are  weak  spots,  in- 
uding  aerospace  and  petroleum  exploration, 
ut  the  strong  spending  is  broad-based,  from 
ito  makers  to  steel  mills  to  soft-drink  bottlers, 
nd  the  weak  dollar  and  impressive  productiv- 
y  gains  mean  U.  S.  producers  are  no  longer  los- 
g  ground  to  foreign  rivals. 


Even  if  domestic  demand  eases — and  in  some 
sectors  it  may — export  markets  should  pick  up 
some  of  the  slack.  That  includes  more  than  fast- 
growing  Asia  and  Latin  America.  Europe,  says 
Cincinnati  Milacron  Inc.  Chairman  Daniel  J.  Mey- 
er, "is  a  bright  spot  for  Milacron."  He  sees  orders 
growing  by  10%  to  25%  there  this  year. 

The  biggest  challenge  facing  most  machinery 
makers  this  year  is  a  happy  one:  How  to  keep  up 
with  demand.  For  one  thing,  many  companies 
are  short  on  seasoned  engineers.  "They  used  to 
be  writing  us  letters,  and  now 
we  have  to  go  out  and  look  for 
them,"  says  Roger  L. 
Alderink,  engineering  vice- 
president  at  conveyor  maker 
Alvey  Inc. 

PUMPS  A-PLENTY.  Suppliers 
are  falling  behind,  too.  "The 
American  manufacturing  com- 
munity is  hard-pressed  to  keep 
up,"  says  Reginald  R.  Eklund, 
president  of  nacco  Materials 
Handling  Group  Inc.,  which 
makes  Hyster  and  Yale  lift 
trucks.  ITT  Corp.'s  Fluid  Ti-ans- 
fer  Div.  President  Dick 
Labrecque  says  some 
foundries  that  make  iron  and 
steel  castings  for  his  pumps 
have  increased  delivery  times 
from  6  weeks  to  26  weeks  late- 
ly. After  a  decade  of  decline  drove  many  U.  S. 
foundries  out  of  business,  a  castings  shortage 
now  troubles  many  machinery  makers. 

Component  and  material  prices  are  rising.  And 
machine  builders  are  responding  with  hikes  of 
their  own:  Labrecque  levied  a  copper  surcharge 
in  September  and  expects  3.5%  to  5%  increases 
early  this  year.  But  don't  look  for  a  price  spiral: 
Customers  have  gotten  smarter  and  tougher,  so 
they're  not  tolerating  big  price  boosts.  And  in 
some  businesses,  such  as  pumps,  there  is  still 
worldwide  oversupply. 

Most  important,  a  disinflationary  psychology 
continues  to  grip  machinery  makers.  Although 
they  are  hiring  more  people  to  cope  with  the  de- 
mand, they  aren't  adding  substantial  new  ca- 
pacity. "The  mindset  in  the  early  '80s  was  to  get 
price  increases  once  a  quarter,"  recalls  H.  Rus- 
sel  Lemcke,  a  consultant  in  Seneca  Falls,  N.  Y. 
"Now  we  have  the  same  mindset  going  the  oth- 
er way."  Competitive  pressures  simply  won't  al- 
low industry  executives  to  abandon  their  cost- 
cutting  ways. 

By  Zachary  Schiller  in  Cleveland 
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MACHINERY 

EXCLUDES  COMPUTERS  & 
SEMICONDUCTORS 
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POSITIVES 

■  After  years  of  under- 
investment by  U.S. 
manufacturers,  there  is 
now  pent-up  demand 
for  new  equipment. 

■  Profits  are  up,  so  U.S. 
industry  has  money  to 
spend  on  machinery. 

NEGATIVES 

■  Prices  are  rising  for 
some  materials,  while 
components  such  as 
castings  are  in  short 
supply. 

■  Finding  enough  quali- 
fied engineers  may  be  a 
problem. 


SPOTLIGHT 


MACHINE  TOOLS 


DATA:  ASSOCIATION  FOR  MANUFACTURING 
TECHNOLOGY,  BUSINESS  WEEK  EST 
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In  150  words  or  less,  let's  choose 
a  mutual  fund. 

Step  one.  Find  a  fund  that  lets 
you  start  with  the  exact  amount  of 
money  you're  comfortable  investing. 
If  that  amount  is  less  than  $2,500, 
over  1,000  funds  are  eliminated. 
(Janus  Fund,  as  little  as  $50  a  month.) 

Step  two.  Ignore  the  "Fund  of  the 
Month"  hype.  Mutual  funds  are  long- 
term  investments.  Look  for  ones  that 
have  delivered  year  in  and  year  out. 
(Janus  Fund  has  produced  positive 
total  returns  20  of  the  last  24  years.) 

Step  three.  Highlight  funds  with 
proven  management  and  money  managers 
with  track  records  you  believe  in. 
(Janus  has  been  in  the  mutual  fund 
business  since  1970.) 

Choose  any  fund  that  fits  these  cri- 
teria and  you  will  have  made  the  best 
decision  possible.  To  choose  Janus, 


call  1-800-525-8983  ext.  636 


for  a  prospectus  and  an  application. 

Investing  shouldn't  give  you  a  head- 
ache. With  Janus,  it  won't. 


Call   for  a  prospectus  containing  more  complete  information,   including  expenses 
Please  read  it  carefully  before  you  invest  or  send  money.  A  plan  of  regular 
investing  does  not  assure  a  profit  or  protect  against  depreciation  in  a 
declining  market.  Past  performance  does  not  guarantee  future  results. 
Funds  distributed  by  Janus  Distributors.   Inc.  Member  NASD. 


CAN  ANYTHING  DENT  THIS  INDUSTRY? 

The  Big  Three  carmakers  and  emerging  foreign  demand  have  U.  S.  steel  mills  on  a  roll 


PROGNOSIS  '95 


STEEL 


PRODUCTIVITY 

THOUSANDS  OF  '94  DOLURS 
PEf?  EMPLOYEE 


DATA  DRI/McGRAW-HILL 

POSITIVES 

■  Strong  sales  of  mini- 
vans  and  other  trucks 
will  power  demand  for 
flat-rolled  steel. 

■  Robust  economic 
growth  in  Europe  and 
Asia  should  keep  global 
steel  prices  high. 

NEGATIVES 

■  Rising  interest  rates 
could  dampen  the  U.S. 
economy  and  slow  over- 
all demand. 

■  High  prices  for  steel 
scrap  will  continue  to 
pressure  margins  at 
minimills. 


SPOTLIGHT 


HOT-ROLLED  STEEL 

425  ~» 
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-ESl- 
DATA;  AMERICAN  IRON  &  STEEL 
INSTITUTE,  OS  FIRST  BOSTON  ESI 


Rushing  to  ship  before  the  Great  Lakes  freeze 
and  price  hikes  hit,  foreign  steelmakers  sent 
record  cargoes  to  U.  S.  ports  as  1994  drew  to 
a  close.  That  lifted  steel  imports  to  an  all-time- 
high  28  million  tons — a  44%  jump  from  1993.  But 
if  this  sounds  like  a  dismal  replay  of  the  1980s, 
when  American  mills  were  getting  buried  un- 
der cheap  imports,  think  again.  The  U.  S.  econo- 
my is  relying  on  imports  just  to  meet  booming 
demand.  Led  by  auto  makers,  U.  S.  steel  con- 
sumption grew  8%  in  1994, 
to  108  million  tons.  Prices 
jumped  9%.  And  the  coun- 
try's appetite  shows  no  sign 
of  slackening.  "The  markets 
that  are  important  to  us  are 
flashing  'go'  signals,"  says 
AK  Steel  Chairman  Thomas 
C.  Graham.  "We're  gearing 
up  to  respond  to  that." 

Only  an  overtightening 
by  the  Federal  Reserve 
stands  between  steelmak- 
ers and  a  stellar  1995.  But 
the  coming  year  should 
bring  a  shift:  The  growth  in 
demand  and  upward  price 
pressure  will  come  from 
surging  markets  in  Europe, 
Latin  America,  and  East  Asia,  while  steel  sales 
flatten  in  the  U.  S.  This  global  steel  rush  is  boost- 
ing prices  from  Germany  to  Brazil.  As  a  result, 
American  Iron  &  Steel  President  Andrew  G. 
Sharkey  sees  imports  faUing  by  3  million  to  4 
million  tons.  The  more  costly  foreign  steel  will 
bolster  U.  S.  prices.  Already,  Big  Steel  has  an- 
nounced a  .$30-per-ton  price  hike.  Moreover,  an- 
alysts expect  new  longer-term  contracts  with 
the  auto  makers  to  push  prices  up  by  7%  to  10%. 
MINIMILL  FEVER.  The  result  is  near-euphoria 
among  U.  S.  steelmakers.  Buoyed  by  the  cheap 
dollar  and  impressive  production  gains.  Big  Steel 
has  grappled  back  into  global  leadership  in  price 
and  quality.  And  integrated  companies  and  en- 
trepreneurs alike  are  putting  up  new  minimills 
that  will  drive  down  U.  S.  costs  even  more.  The 
first,  Gallatin  Steel,  comes  on  stream  this  spring 
in  Kentucky  with  1.2  million  tons  of  flat-rolled  ca- 
pacity. And  LTV,  Sumitomo,  and  British  Steel 
will  break  ground  for  a  new  minimill  in  April. 

Thanks  to  si.x-year  contracts  negotiated  in 
1993,  Big  Steel  and  the  United  Steelworkers 
look  for  labor  peace  and  steady  wages.  And  the 
usw  is  playing  a  key  role  as  independent  in- 
vestors reopen  shuttered  mills  in  towns  such  as 
Johnstown,  Pa.,  and  Sharon,  Pa.  Workers  sacri- 


fice wages  for  equity  in  these  low-cost  plant 
Driving  the  steel  boom  is  Detroit.  The  B 
Three  and  the  foreign  transplants  raised  pu 
chases  last  year  by  a  blistering  18%.  Fully  half 
that  growth  comes  from  increased  manufactu] 
of  minivans  and  other  light  trucks,  which  co: 
sume  far  more  steel  than  cars. 

Steel  executives  look  for  auto,  constructio 
and  appliance  markets  to  withstand  higher  i: 
terest  rates  in  1995.  Integi'ated  companies  shou 
fare  better  than  low-co 
minimills,  which  melt  sen 
to  make  steel.  Scrap  prici 
follow  steel  prices  up,  kee 
ing  the  minis'  margins  slii 
"Every  time  you  thin 
you've  got  that  sucker  u 
der  control,  scrap  goes  i 
by  $20  a  ton  again,"  cor 
plains  Birmingham  Ste 
Corp.  Chairman  James  j 
Todd  Jr. 

PRICE  HIKES.  The  san 

global  demand  that 
driving  up  scrap  could  tu: 
1995  into  a  watershed.  Wi 
Western  steelmakers  ope 
ating  at  96%  of  capaci' 
and  Russia's  industry 
disrepair,  Karlis  M.  Kirsis,  director  of  PaineWe 
ber  Inc.'s  World  Steel  Dynamics  sees  scorchii 
demand  outpacing  supply.  This  could  send  wor 
prices  skyrocketing  as  high  as  $600  per  meti 
ton,  up  from  $420,  he  says. 

Other  experts  focus  more  on  the  dampenii 
impact  of  interest  rates.  "I  think  automobil 
have  peaked,"  says  Nucor  Coi'p.  Chairman 
Kenneth  Iverson,  who  sees  U.  S.  demand  fallii 
in  the  second  half  of  1995. 

Even  so,  higher  prices  should  drive  up  B 
Steel's  earnings,  perhaps  doubling  from  1994  le 
els.  The  companies  will  clean  up  their  balan 
sheets.  Meanwhile,  they'll  be  pushing  into  nt 
markets.  Steel-frame  housing  is  a  growing  mi 
ket,  especially  in  the  seismic  areas  of  Californ 
And  Inland  Steel,  Chaparral  Steel,  and  othe 
are  forging  joint  ventures  in  Mexico,  whe 
bridge-  and  roadbuilding  should  gobble  up  st( 
for  years  ahead. 

Throughout  1995,  foreign  markets  will  becoi 
the  focus  for  U.  S.  steelmakers.  Their  grow 
will  help  boost  prices  in  the  U.  S.  And  for  t 
first  time  in  decades,  American  .steel  compani 
will  be  plotting  their  export  strategies,  a  su 
sign  of  the  industry's  rebirth. 

By  Stephen  Baker  in  Pittsbur 
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THE  CAULDRON  IS  BRIMMING  WITH  PROFITS 

Purging  demand  and  pared-down,  refocused  operations  should  keep  the  chemical  biz  bubbling 


i  fter  running  their  factories  nearly  flat  out 
■  for  much  of  the  past  year,  chemical  makers 
Imay  find  themselves  hard-pressed  to  meet 
11-booming  demand  in  1995.  Executives  sur- 
yed  by  the  Chemical  Manufacturers  Assn. 
ha)  expect  sales  to  rise  as  much  as  8%  this 
ar,  to  $367  billion.  And  with  big  price  hikes 
ying  off  handsomely,  profits  could  rise  as  much 
15%,  to  $33.4  billion.  Says  Allen  J.  Lenz,  the 
a's  economics  director:  "There's  every  reason 
think  1995  will  be  a  good  year  for  the  world 
3nomy,  and  that  means  it  should  be  a  good 
ar  for  the  chemical  industry." 
Chemical  plants  are  expected  to  run  at  over 
%  capacity  this  year,  up  two  percentage  points 
)m  1994.  And  manufacturers  will  still  be  hard- 
sssed  to  meet  the  rising  demand.  For  instance, 
lylene — a  widely  used  basic  chemical  whose 
oduction  was  curtailed  by 
oding  in  Houston  last  year — 
s  remained  in  short  supply 
en  though  those  plants  are 
ck  on  line.  The  result:  Eth- 
ane prices  soared  from  170  a 
und  in  the  spring  to  more 
an  30(Z  now. 

Some  chemical  buyers  fear 
at  price  hikes  will  continue, 
lamex  International  Inc.  in 
nwood.  Pa.,  a  $1  billion-a-  "'"^ 
ar  maker  of  polyurethane 
jm  used  in  such  products  as 
rpet  cushions,  autos,  and 
ittresses,  expects  to  pay 
ughly  $5  million  a  month 
)re  for  polyols  and  other  raw 
iterials.  In  turn,  the  compa- 
is  charging  8%  more  for  its 
oducts.  Sn 
tSSKBLE  PINCH.  Still,  there  are  limits  to  how 
•  the  price  spiral  can  go.  Higher  interest  rates 
uld  weaken  the  housing  and  auto  markets, 
■mming  demand  for  plastics,  fibers,  and  other 
emical  products.  So  the  smart  money  is  betting 
at  price  hikes  will  moderate,  even  though  that 
uld  pinch  earnings  for  some  suppliers  toward 
arend.  For  chemical  makers  who  can't  pass  on 
?her  ingredient  costs,  says  DuPont  Co.  Chief 
:onomist  Richard  A.  Stuckey,  "profitability 
uld  deteriorate." 

That's  hardly  a  worry  now,  though.  With  big 
structuring  write-offs  behind  it,  DuPont  last 
ar  boosted  its  net  income  some  59%,  to  about 
.65  billion,  while  hiking  sales  5%,  to  $39.1  bil- 
m,  estimates  Bear,  Stearns'  &  Co.  analyst  Jef- 
3y  J.  Cianci.  He  figures  DuPont  this  year  will 


boost  its  net  income  15%,  to  $3.06  billion,  while 
lifting  sales  some  6%,  to  $41.4  billion. 

Many  companies  should  be  aided  by  savings 
from  years  of  restructuring.  Union  Carbide  Corp. 
may  save  some  $400  million  this  year,  lifting 
earnings  from  continuing  operations  as  much  as 
35%',  to  $477  million,  after  Carbide  more  than 
doubled  its  income  last  year.  The  company's  sales 
this  year  could  climb  9%,  to  $5.3  billion,  Cianci 
figures. 

BACK  TO  BASICS.  Several  producers  will  be 
helped  by  a  three-year  wave  of  spin-offs  that 
may  at  last  have  crested.  After  selling  such  non- 
core  businesses  as  oil  exploration  and  mining  in 
the  past  few  years,  W.  R.  Grace  &  Co.  has  its 
core  chemicals  businesses  down  to  a  more  com- 
petitive five  from  over  a  dozen  far-flung  units. 
The  result:  This  year,  Grace  could  boost  profits 
JMMMHL  19%,  to  $336  miUion,  on  a  sales 
'l^^fm^    rise  of  13%,  to  $5.7  billion. 

If  they  stick  to  their  knit- 
tmg,  American  chemical  com- 
panies should  stay  ahead  of 
^  foreign  competition.  So  far, 

:;;  worries  about  global  oversup- 

I  ply  have  proved  unfounded  as 

offshore  producers  in  such  fast- 
growing  spots  as  Asia  have 
barely  been  able  to  keep  up 
with  demand.  As  a  result,  the 
U.  S.  chemical  trade  surplus 
grew  4%  last  year,  topping  $17 
billion,  says  the  cma.  It  may 
climb  still  higher  this  year. 
What's  fueling  it?  "We'll  have 
continued  very  high  growth 
rates  for  a  lot  of  the  less-de- 
veloped countries,"  says  cma 
economist  Lenz. 
Perhaps  the  biggest  worry  for  chemical  mak- 
ers is  that  the  good  times  may  blind  them  to  the 
cyclical  industry's  inevitable  downturn.  At  larg- 
er companies,  spending  on  plants  and  equipment 
may  rise  as  much  as  18%  this  year,  compared 
with  a  10%  hike  last  year,  say  executives  sur- 
veyed by  the  cma.  Together,  large  and  small  com- 
panies last  year  hiked  their  capital  spending 
some  7.2%,  to  $23.4  billion,  partly  to  meet 
tougher  environmental  regulations.  That  figure 
could  rise  an  additional  13%  this  year.  For  now, 
however,  producers  have  kept  other  costs  in 
check,  shaving  employment  1.9%  last  year,  to 
just  over  1  million  workers.  By  avoiding  over- 
expansion  now,  they'll  better  weather  the  even- 
tual bust — whenever  it  comes. 

By  Joseph  Weber  in  Philadelphia 
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POSITIVES 

■  Recent  price  hikes 
are  holding,  thanks  to 
soaring  demand. 

■  Cost-cutting  contin- 
ues to  pay  off  for  most 
American  chemical 
makers. 

NEGATIVES 

■  Costs  for  pollution 
abatement  are  rising. 

■  With  factories  run- 
ning at  85%  of  capaci- 
ty, new  spending  on 
plant  and  equipment 
could  lead  to  eventual 
oversupply  if  the  econo- 
my slows  too  quickly. 
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A  BILLIONS  OF  DOLLARS  -t--'- 
DATA:  CHEMICAL  MANUFACTURERS  ASSN. 
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a  One  car  company 

was  the  first  to  let  you  drive 

100,000  MILES 

before  yourjirst  scheduled  tune-up. 


MY  COMPANY. 


v 


S  E  V  I  L  L  E  ST 


NORTHSTAR  SYSTEM:  3'(fe-HP  V8  •  ROAD-SENSING  SUSPENSION  •  TRACTION  CONTROL 
•  ABS  •  SPEED-SENSITIVE  STEERINIC  «  PLUS  DUAL  AIR  BAGS  •  CALL  I-800-333-4CAD 


Dale  A.  Wcblcy,  Cadillac  Staff  Project  Engineer 


NORTIISTAR  SYSTEM   "Engineering  the 
Northstar  System  is  like  being  on  a  ( ham|)ii)nship 
team.  We  have  the  engine  the  competition  is 
trying  to  beat  bccansc  it  has  all  the  features 
that  really  count:  performance,  durability  low 
maintenance.  Nobody  else  has  a  30(Vhorsepower  V8 

like  the  Seville  STS  that  takes  you  lOO.OOO  miles 
before  your  first  s(  heduled  tune-up.  But  we're  already 
setting  our  goals  even  higher  We  shoot  for  the  moon, 
I  should  say  stars,  at  my  company:  Cadillac." 


Cadillac 

Creating  A  Higher  STArMOARO, 


MANUFACTURING 


FOOD  PROCESSING 


THIS  NEW  RECIPE  IS  PROVING  PREHY  TASTY 

After  three  bitter  years,  foodmakers  find  zest  in  cost-cutting  and  streamlining 
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POSITIVES 

■  International  oppor- 
tunities abound  as 
Western  Europe  and  Ja- 
pan get  stronger  and 
developing  markets 
bloom. 

■  Bumper  crops  will 
help  agricultural  pro- 
cessing companies. 

NEGATIVES 

■  The  U.S.  market  re- 
mains stagnant,  and 
consumers  won't  toler- 
ate price  increases. 

■  Efforts  to  reduce 
costly  trade  promotions 
could  flop. 


SPOTLIGHT 


PACKAGED  FOODS 

FOR  16  TOP  PACKAGED- 
FOOD  COMPANIES 


'91  '92  '93  '94  '95 
A  PERCENT  -EST- 

OATA:  PRUDENTIAL  SECURITIES  INC 


For  U.  S.  food  processors,  the  heartburn  of 
the  past  three  years  is  finally  giving  way  to 
relief.  To  be  sure,  the  $282  billion  industry 
still  needs  to  cope  with  stagnant  domestic  mar- 
kets and  consumer  resistance  to  price  increases. 
But  aggressive  efforts  to  cut  costs  and  increase 
efficiencies  are  paying  off.  While  it  won't  match 
the  Easy  Eighties,  the  last  half  of  the  1990s 
should  bring  a  modest  revival. 

Major  players  will  be  making  overseas  ex- 
pansion a  top  priority  in  1995,  targeting  Asia, 
Latin  America,  and  Eastern  Europe.  Brand- 
building  will  return  to  style,  with  less  spending 
on  promotions  to  the  grocery 
trade  and  slower  growth  of  pri- 
vate-label goods.  Efforts  to  im- 
prove distribution  and  cut 
costs  will  allow  manufacturers 
to  respond  more  efficiently  to 
their  retail  customers — and 
help  profit  margins. 

With  better  earnings  on  the 
horizon,  last  year's  moderate 
upswing  in  the  stock  prices  of 
foodmakers  should  continue, 
analysts  say.  Watch  for  posi- 
tive earnings  surprises  at  com- 
modity-dependent companies 
cashing  in  on  the  abundant 
grain  and  livestock  production 
of  1994— T^son  Foods,  Archer 
Daniels  Midland,  ConAgi-a,  and 
IBP  all  benefit  from  cheap  sup- 
phes.  Stock  prices  also  should 
get  a  lift  as  investors  shift  from  cyclicals  to  sta- 
ples in  anticipation  of  an  economic  slowdown. 
SIMMERING  STEWS.  Mergers  and  accjuisitions  will 
be  the  wild  card  in  1995.  Deals  involving  such 
household  names  as  Gerber,  Borden,  and  Snapple 
sparked  a  flush  of  takeover  fever  last  year.  The 
stock  of  Quaker  Oats  Co.  rose  and  fell  as  much  as 
10%  in  a  day  on  buyout  rumors  last  summer,  un- 
til the  Chicago-based  foodmaker  agreed  to  buy 
Snapple  Beverage  in  November.  Wall  Street 
prognosticators  muse  about  H.J.  Heinz  Co.  buy- 
ing Pet  Inc.,  CPC  International  merging  with 
Campbell  Soup  Co.,  or  Unilever  plc  picking  up 
any  of  a  half-dozen  major  U.  S.  players.  Yet  the 
ideal  time  for  a  blockbuster  deal  would  have 
been  last  June,  when  stock  prices,  interest  rates, 
and  the  dollar  were  down. 

While  jumbo  mergers  could  still  occur,  watch 
instead  for  a  slew  of  bite-size  transactions  in 
1995:  Borden  Inc.  selling  its  Meadow  Gold  Dairies 
Inc.  to  Dean  Foods  Co.,  or  Quaker  Oats  unload- 
ing its  European  pet  food  business  to  Nestle. 


Why  so  many  sm.aller  sales?  Today's  sober  fo( 
makers  want  to  build  core  businesses,  focusing 
categories  where  they  are  No.  1  or  No.  2.  T 
hard  times  of  the  past  three  years  have  led 
less  risk-taking  at  home.  "I  can't  imagine  that ' 
need  to  jump  into  new  product  categories,"  sa 
John  H.  Bryan,  chairman  of  the  once  acquisiti 
Sara  Lee  Corp.  The  same  holds  true  at  ConAj? 
Inc.,  an  aggressive  buyer  of  companies  over  t 
past  two  decades:  It  is  now  getting  out  of  bii 
nesses  that  don't  fit,  including  specialty  retaili 
and  direct  marketing. 

Along  with  such  pruning,  brand-building  w 
be  highly  visible  in  1995.  It'i 
crucial  year  for  Kellogg  C 
and  General  Mills  Inc.,  whi 
have  sharply  cut  back  coupo 
and  trade  promotions  on  thi 
breakfast  cereals  in  favor 
lower  everyday  prices,  c(  • 
sumer  promotions,  and  braw 
ad  campaigns.  The  risk:  Ci 
tomers  used  to  shopping  Ir 
bargains  might  reject  the  iw 
order. 

THE  REAL  SKINNY.  New  pr( 

uct  introductions,  always  i  ■ 
portant,  could  become  a  b 
ger  factor  as  consumt 
oriented  marketing  efforts  < 
pand.  While  diet  products  si: 
as  those  from  Weight  Wat' 
ers  Food  Co.  have  fallen  out . 
favor,  consumers  apper 
primed  for  "healthy"  eating.  Analysts  pred't 
ConAgra's  Healthy  Choice  will  continue  gainig 
market  share — in  part  at  the  expense  of  stricy 
diet  products.  And  RJR  Nabisco  Holding  In  s 
success  with  SnackWell's  low-fat  cookies  ad 
crackers  will  spawn  even  more  imitators.  Ralcip 
Holdings  CEO  Richard  A.  Pearce  foresees  a  nw 
wave  of  low-fat  cookies,  crackers,  salty  snacs, 
and  sweets  that  will  allow  consumers  to  "h^e 
their  joy  and  not  pay  for  it." 

Some  of  the  biggest  moves  of  1995  will  e 
made  overseas,  as  improving  foreign  econom  ^ 
attract  U.  S.  foodmakers.  Companies  that  havt'' 
ventured  abroad  will  be  testing  the  waters,  j^fl 
experienced  international  hands  at  other  cci- 
panies,  meantime,  will  be  seeking  growth  in  n' 
territories  such  as  China:  "Anyone  who's  x 
sticking  a  bunch  of  oars  in  that  water  is  makig 
a  mistake,"  declares  Sara  Lee's  Bryan.  It's  a  s5b 
bet  he  won't  be  the  only  food  executive  puttjg 
his  back  into  it. 

By  Greg  Burns  in  CIn'  i 
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/  want  to  be  in  the 
stock  market ... 
but  I  prefer  a  more 
onservative  approach 
that  also  can  give  me 
some  income.^-  


Whatever  your  needs,  the  newly  expanded 
Dreyfus  lineup  has  something  for  you. 

Here  are  just  some  of  our  Funds: 

International  Stock  Funds* 

Dreyfus  International  Equity  Fund 
Mciw  Dreyfus  European  Fund 

Growth  Funds 

Dreyfus  Core  Value  Fund 
Dreyfus  Appreciation  Fund 

Index  Funds 

Ne'*' Dreyfus  S&P  500  Stock  Index  Fund 
Peoples  S&P  MidCap  Index  Fund 
Peoples  Index  Fund" 

Small  and  Mid-Sized  Company  Funds* 

Dreyfus  New  Leaders  Fund 
Ne^"  Dreyfus  Special  Growth  Fund 
Mei«Dreyfus  Disciplined  Midcap  Stock  Fund 

Strategic  Funds* 

Dreyfus  Strategic  Growth,  L.P. 

Dreyfus  Global  Growth,  L.P.f-4  Strategic  Fund) 

Dreyfus  Strategic  Investing 


Conservative  Stock  Funds 


j^t'W^Dreyfus  Disciplined  Stock  Fund 
Dreyfus  Equity  Income  Fund 
Dreyfus  Growth  and  Income  Fund 
The  Dreyfus  Fund  Incorporated 


Dreyfus  Disciplined  Stock  Fund 


★*★* 

4- Star  Rating  From  Morningstart 

The  Fund's  disciplined  approach  earned  it  an 
impressive  4-star  rating  from  Morningstar,  a  widely 
respected  service  which  rates  funds  based  on  risk- 
adjusted  performance.  Past  performance  is  no  guar- 
antee of  friture  results. 

t  Source:  Morningstar,  Inc.  1 1/30/94.  Morningstar  proprietary  ratings 
reflect  historical  risk-adjusted  performance  as  of  11/30/94  and  are  sub- 
ject to  change  every  month.  Funds  with  at  least  3  years  of  performance 
history  are  assigned  ratings  from  1  star  (lowest)  to  5  stars  (highest). 
These  ratings  are  calculated  from  the  fund's  3-,  S-  and  10-year  average 
annual  returns  in  excess  of  90-day  Treasury  biU  returns  with  appro- 
priate fee  adjustments  and  a  risk  factor  that  reflects  fund  performance 
below  90-day  Treasury  bill  returns.  10%  of  the  funds  in  an  investment 
category  receive  5  stars;  22.5%  receive  4  stars;  1 ,094  equity  funds  were 
rated  for  the  3-year  period  and  840  for  the  5-year  period. 


Ask 


595,  Dreyfus  Service  Corporation,  Broker-Dealer 
nier  Mutual  Fund  Services,  Distributor 


Ireyfils 

1-800-443-9794  ext.  4070 

*  The  international,  Strategic  and  smaU  and  mid-sized  company 
funds  may  invest  in  certain  kinds  of  securities  or  engage  in  invest- 
ment techniques  that  involve  additional  risks;  these  risks  are  more 
fiiUy  described  in  the  Funds'  Prospectuses.  For  more  complete  infor- 
mation about  any  of  these  Funds,  including  sales  charges  and  expenses, 
obtain  a  Prospectus  by  calling  toll  free.  Read  the  Prospectus  carefully  before 
you  invest.  Investment  return  fluctuates  and  you  may  receive  more  or  less 
than  original  cost  upon  redemption.  Mutual  fund  shares  are  not 
FDIC-insured  and  the  net  asset  value  of  all  equity 
mutual  funds  will  fluctuate  from  time  to  time. 
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II  I  (;  H     TEC  H  N  O  L  ()  (;  Y 


COMPUTERS 


IF  IT  COMPUTES,  IT'S  GONNA  SELL 

he  strength  in  the  PC  market  should  spread  to  servers,  workstations-and  yes,  even  mainframes 


1  an  industry  where  prices  can  easily  tank  as 
Tiuch  as  40%  a  year,  perhaps  the  best  news  in 
1995  for  computer  maimers  is  that  corporate 
/a.  processing  budgets  are  going  up.  After 
vnsizing  and  putting  the  brakes  on  spending 
much  of  the  1990s,  companies  from  advertis- 
agencies  to  local  utilities  are  scrambling  to 
!  information  systems  to  find  easier  and  more 
icient  ways  for  employees,  customers,  and 
)pliers  to  do  business.  Corporate  technology 
ending — including  computer  hardware,  tele- 
nmunications,  and  software — will  jump  10% 
1995,  to  $398.2  billion, 
wording  to  Gartner 
)up  Inc. 

jet  the  good  times  roll 
,  With  the  economy 
ong,  analysts  say  there 
lent-up  demand  to  start 
omation  projects  that 
re  put  on  hold  during 
ler  times.  What's  more, 
ipetitive  pressure  has 
3nsified  in  many  indus- 
is,  forcing  companies — 
in  as  they  shrink — to 
"ease  automation  to  im- 
ve  the  quality  of  their 
ids  and  services.  That's 
ng  to  boost  worldwide 
es  of  computer  hard- 
ce  to  $142.1  billion  in  1995,  up  from  $123.7 
ion  in  1993,  according  to  market  researcher 
:aquest  Inc. 

ING  THE  INTERNET.  For  computer  makers,  1995 
haping  up  as  the  year  of  the  computer  server — 
I,  powerful  machines  from  pes  to  large  par- 
!l-processing  computers — that  act  as  traffic 
s  or  big  storage  bins  for  information  processed 
netv\'orks  of  desktop  machines.  These  so-called 
nt-server  systems,  which  let  desktop  comput- 
share  powerful  server  computers,  have  be- 
le  the  dominant  trend  in  computing.  Corpo- 
s  spending  on  pes  is  growing  8%  a  year,  but 
nding  on  servers  is  expected  to  rise  28%  this 
ir,  according  to  Morgan  Stanley  &  Co.  The 
Ji  beneficiaries:  ibm,  Hewlett-Packard,  Compaq 
Tiputer,  and  Sun  Microsystems.  All  of  these 
ipanies  have  strong  offerings  in  everything 
HI  Pe  servers  to  mainframe-class  machines. 
?he  call  for  more  computer  power  may  even 
p  the  decline  in  big  iron.  For  much  of  the 
Os,  sales  of  these  machines  shd  from  10%  to 
0  a  year  But  in  1995,  customers  will  tuni  to  big 
chines — parallel  computers,  mainframes,  and 
■  licomputers — to  support  a  growing  interest 


in  online  databases,  access  to  the  Internet,  and 
global  E-mail  systems.  "Mainframes  still  play  a 
significant  role  in  many  enterprises,"  says  Inter- 
national Data  Corp.  analyst  Nancy  Stewart.  Adds 
Gartner  Group  analyst  H.  Michael  Braude:  "The 
stampede  to  get  off  the  mainframe  is  abating." 

That's  good  news  for  ibm.  Annex  Research 
estimates  that  Big  Blue — with  80%  of  the  main- 
frame market — could  see  a  slight  3%)  bump  in 
1995  worldwide  revenue  to  $8.9  billion,  up  from 
$8.6  billion  in  1994.  That  would  be  the  first 
growth  in  ibm  mainframe  revenue  since  1990, 
when  that  segment  of  Big 
Blue's  business  hit  $16 
billion. 

All  the  interest  in  com- 
puter servers  doesn't 
mean  the  battle  for  the 
desktop  is  over.  In  1995, 
claims  Robert  G.  Pearson, 
marketing  director  for 
workstation  supplier  Sun 
Microsystems,  there  will 
be  a  new  market  emerg- 
ing for  "enterprise  desk- 
tops." Sun  is  vying  for 
high-power  tasks  such  as 
corporate-wide  order-en- 
try or  inventory-manage- 
ment systems.  "The  Pe  is 
not  the  answer  to  every 
single  form  of  computing,  and  it  never  will  be," 
says  Pearson.  Meanwhile,  workstation  makers 
could  benefit  if  sales  of  Pentium-based  pes  don't 
take  off  as  fast  as  originally  predicted.  Corporate 
buyers  may  wait  until  machines  with  bug-free 
Pentiums  start  shipping  in  volume.  What's  more, 
with  Microsoft  delaying  the  rollout  of  Windows 
95  until  August,  many  corporations  may  post- 
pone buying  more  powerful  machines  until  then. 
Overall,  according  to  market  researcher  Inter- 
national Data  Corp.,  workstation  sales  will  rise 
8%,  to  $12  billion. 

Still,  the  strongest  part  of  the  hardware  mar- 
ket is  easily  the  Pe.  Dataquest  estimates  that 
worldwide  revenue  will  soar  to  an  estimated 
$93.6  billion  in  1995— up  from  $73.6  billion  in 
1993.  That  makes  the  pe  the  single-largest  seg- 
ment of  the  computer  business.  And  on  the  home 
front,  pe  sales  are  exploding — accounting  for 
nearly  40%  of  all  hardware  purchases.  With  a 
healthy  home  market  and  bigger  corporate  data 
processing  budgets,  computer  makers  could  be  in 
for  a  whole  new  wave  of  growth  next  year. 

By  Ira  Sager  in  New  York,  -with  Robert  Hof  in 
San  Francisco 


PROGNOSIS  '95 


COMPUTERS 

INCLUDES  OFFICE 
EQUIPMENT 
(U  S,  ONLY) 


DATA  DRI/MfGRAW-HILL 


POSITIVES 

■  Sales  of  computer  serv- 
ers, from  PCs  to  main- 
frames, are  booming. 

■  Home  computers  will 
continue  going  strong. 

NEGATIVES 

■  Corporate  sales  of 
Pentium-based  PCs  will 
be  slow  during  tfie  first 
half  of  1995,  as  compa- 
nies wait  for  machines 
without  the  defective 
chip. 

■  Minicomputer  sales 
will  remain  flat. 


SPOTLIGHT 


COMPUTER  SALES 

100 —  (WORLDWIDE) - 


25  SUPERCOMPUTERS. 
MAINFRAMES,  AND 
MINICOMPUTERS 

0<  1  1 
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ONCE  AGAIN,  SOFTWARE  IS  SEETHING 

Merger-and-acquisition  activity  is  apt  to  intensify,  and  Windows  95  should  shake  things  up 


PROGNOSIS  '95 


SOFTWARE  &  DATA 
PROCESSING 


PRODUCTIVITY 

THOUSANDS  OF  '94  DOLLARS 
PER  EMPLOYEE 


•90 


■95 


DATA.  DRI/McGRAW-HILL 


POSITIVES 

■  Strong  sales  of  PCs 
into  homes  fuel  de- 
mand for  multimedia 
CD-ROM  titles. 

■  Online  services  and 
the  Internet  create 
fresh  opportunities. 

NEGATIVES 

■  Microsoft's  Windows 
'95  could  be  delayed  until 
late  1995,  deferring  a 
major  upgrade  cycle  for 
application  makers. 

■  Last  year's  price  wars 
in  PC  software  will  move 
to  the  server  market, 
lowering  margins. 


SPOTLIGHT 


SOFTWARE 


WORLDWIDE  MARKET 
.  FOR  PC  APPLICATIONS 


Ini 

n 
11 

ii 
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That  giant  sucking  sound  you  heard  last  year 
just  might  have  been  software  companies 
being  swallowed  up.  Software  makers  dis- 
played a  voracious  appetite  in  1994,  engineer- 
ing a  record  $6.6  billion  in  mergers  and  acquisi- 
tions, according  to  Broadview  Associates  LP,  an 
investment  banker.  The  largest  deal — Microsoft 
Corp.'s  pending  $1.5  billion  purchase  of  Intuit 
Inc. — nearly  matched  the  $1.6  billion  shelled  out 
for  1993's  lb  largest  deals. 

That's  just  the  beginning  of  a  trend  that  should 
intensify  in  1995.  Software  companies  spent  last 
year  bolstering  their  war  chests:  Lotus,  Micro- 
soft, and  Oracle  all  won  board  approval  to  issue 
more  stock  that  could  be  used  to  fund  hefty  ac- 
quisitions. And  new  players,  including  cable-TV 
and  telephone  companies,  are  expected  to  jump 
into  the  fray.  "Convergence  is  what's  going  to 
drive  1995,"  says  Charles  Federman,  a  managing 
director  at  Broadview. 

Sure,  maturing  industries  tend  to  consolidate. 
But  there's  more  at  work  here  than  an  orderly 
evolution.  It's  becoming  clear  that  in  software, 
bigger  is  not  only  better,  it's  required. 

Software  companies  need  look  no  further  than 
Microsoft  for  proof.  With  an  estimated  $5.2  bil- 
lion in  revenues  for  calendar  1994,  Microsoft  ac- 
counts for  more  than  a  third  of  all  pc-applica- 
tion  sales,  including  80%  of 
sales  of  "suites" — group- 
ings of  popular  applica- 
tions. And  Microsoft  plans 
to  increase  spending  on  re- 
search and  development  by 
45%,  to  more  than  $800  mil- 
lion in  fiscal  1995.  With  the 
desktop  pretty  much  sewn 
up,  much  of  that  invest- 
ment is  going  into  "enter- 
prise" systems — industry 
jargon  for  powerful,  be- 
hind-the-scenes servers 
that  dish  out  data  to  net- 
works of  PCS  and  generally 
keep  businesses  humming. 
SUITE  STRATEGY.  Microsoft  is  making  headway: 
Its  Windows  NT  operating  system  has  started  to 
catch  on  in  the  server  market,  where  Unix  and 
Novell  Inc.'s  NetWare  dominate.  And  the  com- 
pany plans  to  extend  its  successful  suite  strategy 
into  enterprise  servers  with  Back  Office,  a  col- 
lection of  basic  programs — such  as  database,  ad- 
ministration tools,  and  electronic  mail — packaged 
in  a  single,  low-cost  bundle  for  NT.  While  Back 
Office  is  not  expected  to  be  complete  for  at  least 
another  year,  it  has  sent  a  wake-up  call  to  rivals 


such  as  Oracle  Corp.  and  Sybase  Inc.,  which  hijl 
enjoyed  high-margin  profits  selling  their  dag 
base  products  for  mainframes  and  Unix  serv( 
But  with  demand  in  Europe  and  Japan  heating 
database  companies  will  still  "be  printing  moi 
clear  into  1996,"  predicts  Paul  V.  Cubbage,  an ; 
alyst  with  Dataquest  Inc. 

Another  bright  spot  for  software  makers 
the  consumer  market.  Some  7  million  multimec 
equipped  PCs  were  sold  to  homes  last  year,  fi: 
ing  the  demand  for  around  $1  billion  in  cd-r 
software,  such  as  reference  and  "edutainmei 
programs.  Sales  of  consumer  titles  are  expeci 
to  grow  another  25%  this  year. 
BUILT-IN  CONNECTION.  What  should  have  htr 
the  biggest  event  of  1994 — the  arrival  (if  '. 
crosoft's  Windows  update — was  a  no-show .  1 
company's  latest  projections  are  for  an  Aim 
release  of  the  procluct,  called  Windows  95,  but  i 
dustry  watchers  say  it  could  slip  further.  E\t 
so,  more  than  any  upgi-ade  before  it,  Windri\\> 
has  the  potential  to  radically  shake  up  the 
software  market  and  precipitate  the  tran.-ii 
from  16-bit  to  more  powerful  32-bit  systems.  I 
one  thing,  some  20%  of  the  60  million  Wiinln 
customers  are  expected  to  make  the  switch  in 
first  12  months.  That,  along  with  new  sales  li\  > 
makers,  could  bring  in  a  cool  $1.5  billion  for  j 
crosoft  in  the  first  year. 

Windows  95  also  fo 
shadows  some  of  the  ih 
matic  changes  in  store 
the  software  industry, 
will  come  with  a  binlt 
connection  to  Micrns 
Network,  an  online  servie 
that  will  eventually  let 
tomers  shop  or  do  th 
banking  electronically  ;  < 
will  compete  with  the  111  ■ 
of  America  Online  ao 
CompuServe. 

Online  services — and 
ubiquitous  Internet — ; 
creating  fresh  chances  >i 
staitups  and  established  software  companies  alij 
Some  seasoned  players,  such  as  Lotus  Deveh- 
ment  Corp.  and  at&t,  with  its  Network  Xt it- 
plan  to  use  private  networks  to  deliver  ser\  u  ^ 
Indeed,  as  companies  rethink  their  stra'- 
gies  for  the  coming  digital  world,  the  very  dl- 
nition  of  a  software  company  is  changinu'.  ' 
yearend,  it  may  become  more  and  more  diftu 
to  tell  a  software  company  from  a  bank  or  a  Bij 
Bell. 

By  Amy  Cortese  in  New  Yck 
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SEMICONDUCTORS 


THE  l-WAY  WILL  BE  PAVED  WITH  SILICON' 

Intel  and  its  rivals  will  reap  plenty  of  profits  as  new  products  and  services  snap  up  chips 


-also 


foil  can't  blame  chipmakers  for  sounding  a 
little  cocky.  In  1993,  they  posted  their  best 
year  since  1988,  hiking  revenues  29%.  In 
4,  they  blew  through  a  conservative  14%  fore- 
t  to  grow  29%'  again — to  $100  billion  world- 
le.  This  year,  while  the  Semiconductor  In- 
itry  Assn.'s  official  forecast  mirrors  last 
r's — 15% — many  chip- 
kers  openly  predict  a 
rd  straight  year  of 
fc-plus  growth, 
^'hey  might  be  right.  Al- 
ugh  the  discovery  of  a 
r  in  Intel  Corp.'s  Pen- 
Ti  microprocessor  just 
ore  the  holiday  selling 
son  was  a  public-rela- 
is  disaster,  there's  no 
1  of  a  slowdown  in  the 
rail  market  for  person- 
:omputers,  the  biggest 
sumer  of  chips.  Indeed, 
multimedia  boom  is 
rking  robust  demand, 
ecommunications  and 
isumer  electronics — 
ped  by  a  recovering  Japanese  economy- 
k  strong.  And  the  coming  Information  Super- 
hway  promises  huge  new  markets. 
Vhat  about  rising  interest  rates?  A  slowing 
nomy?  No  problem.  "Since  1989,  the  industry 
;  plowed  through  every  recession  and  kept 
iwing,"  says  G.  Carl  Everett  Jr.,  senior  vice- 
!sident  in  charge  of  microprocessors  at  Intel, 
world's  largest  chipmaker. 
UM-DUNK  STAR.  Sure,  worrywarts  can  find  rea- 
is  to  fret.  Makers  of  chip-manufacturing  gear, 
:h  as  Applied  Materials  Inc.  and  Megatest 
rp.,  report  slowing  orders.  One  market  watch- 
VLSI  Research  Inc.  President  G.  Dan  Hutch- 
in,  even  thinks  chip  sales  could  drop  5%-  as 
i  economy  slows.  Investors  are  wary,  too: 
ny  chip  stocks  are  well  below  their  highs. 
3ut  for  now,  danger  signals  are  faint.  Despite 
I  Pentium  snafu,  microprocessors  will  remain 
!  slam-dunk  star.  Sales  are  expected  to  climb 
to  $15.4  billion.  Intel,  which  holds  nearly 
yo  of  the  business,  will  see  serious  competi- 
n — mainly  486  chips  from  Advanced  Micro 
vices  Inc.  and  Cyrix  Corp.  Then  there  are  4 
lion  PowerPC  chips  from  the  joint  venture  of 
I,  Motorola,  and  Apple  Computer. 
Still,  once  Intel  begins  shipping  bug-free  Pen- 
ms  in  large  volumes  in  February,  its  sales 
)uld  soar.  Analysts  expect  a  350%  increase, 
about  25  million  units.  Erik  N.  Jansen  of  Alex. 


Brown  &  Sons  Inc.  estimates  Intel's  cost  of  re- 
placing the  defective  chips  could  run  to  $200  mil- 
lion. Even  so,  he  says,  "Pentium  is  unstoppable." 

Powerful  microprocessors,  multimedia  graph- 
ics programs,  and  other  memory-hogging  soft- 
ware will  boost  demand  for  drams  (dynamic  ran- 
dom-access memory  chips),  a  business  dominated 
by  Korea  and  Japan. 
Dataquest  Inc.  predicts 
price  battles  will  hold  rev- 
enue growth  at  12%,  to 
$25  billion— far  off  1994's 
roaring  56%  pace. 
VSDEO  SPUR.  Other  chip- 
makers  will  benefit  from 
the  trend  to  more  power- 
ful microprocessors.  Cy- 
press Semiconductor 
Corp.  figures  it  sells,  on 
average,  two  dozen  high- 
speed memory  and  logic 
chips  for  every  Pentium 
PC.  And  demand  for  digi- 
tal-signal-processing and 
data-compression  chips, 
which  speed  up  video  and 
graphics,  is  red  hot.  That  should  boost  Texas  In- 
stilments, Cirrus  Logic,  and  Europe's  SGS-Thom- 
son,  plus  up-and-comers  such  as  C-Cube  Mi- 
crosystems Inc.  and  3Dlabs. 

Multimedia  chips  will  gain  as  phone  and  cable- 
TV  companies  start  buying  video  servers  and 
set-top  boxes  to  deliver  movies  and  interactive 
games  to  homes.  Intel  won't  necessarily  be  in- 
side: LSI  Logic  Corp.  packed  microprocessor, 
graphics,  and  video-compression  circuits  onto 
one  chip  for  Hewlett-Packard  Co.'s  set-top  box. 
Says  Ti  Vice-Chairman  William  P.  "Pat"  Weber: 
"The  Information  Highway  will  be  paved  with 
silicon." 

After  hiking  capital  spending  35%  in  1994,  to 
$20.3  billion,  the  U.S.  industry  will  probably 
throttle  back.  One  exception:  Intel  will  spend 
more  than  $2.5  billion  on  new  wafer-fabrication 
plants.  Japanese  chipmakers,  who  had  been 
coasting  on  earlier  big  investments,  have  re- 
sumed heavy  spending,  mainly  for  dram  plants. 

Nonetheless,  many  LI.  S.  chipmakers  think 
their  notorious  boom-bust  cycles  are  ending.  One 
reason:  steadily  rising  chip  content  in  electron- 
ic gear — up  from  4%  in  the  1970s  to  10%  so  far 
this  decade.  "I've  never  seen  semiconductor  com- 
panies so  confident  in  their  future,"  says  Fred- 
erick L.  Zieber,  president  of  Pathfinder  Research 
Inc.  Now,  if  only  they  can  convince  shareholders. 

By  Robert  D.  Hof  in  San  Francisco 


PROGNOSIS '95 


SEMICONDUCTORS 


'PRODUCTIVITY 

THOUSANDS  OF 
'94  DOLLARS 
PER  EMPLOYEE 


DATA  DRI/MCGRAW-HILL 


■95 

-EST- 


POSITIVES 

■  Booming  personal- 
computer  markets 
drive  high  demand  for 
microprocessors  and 
memory  chips. 

■  New  Information 
Superhighway  markets 
will  Ignite  sales  of 
multimedia  and 
communications  chips. 

NEGATIVES 

■  An  uncertain 
economy  could  slow 
rapid  growth. 

■  Profits  will  suffer  if 
new  memory-chip  facto- 
ries cause  price  drops. 


SPOTLIGHT 


MICROPROCESSOR 
SALES   


■90   '91    '92    '93    '94  '95 
-EST- 
DATA  DATAQUEST  INC. 


BUSINESS  WEEK  /  JANUARY  9.  1995  77 


HIGH     T  E  C  H  X  O  L  O  G  Y 


TELECOMMUNICATIONS 


TALK  ABOUT  DIALING  FOR  DOLLARS 

The  telecom  industry  is  growing  fast-and  its  players  are  salivating  over  the  wireless  possibilitid 


PROGNOSIS  '95 


TELECOM 


BILLIONS  OF 
'94  DOLLARS 


EMPLOYMENT 

MILLIONS  OF  WORKERS 


PRODUCTIVITY 

THOUSANDS  OF  94  DOLLARS 
PER  EMPLOYEE 
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POSITIVES 

■  Long-distance,  local, 
and  wireless  are  grow- 
ing at  record  rates. 

■  Greater  competition 
at  the  state  level  is 
creating  new  oppor- 
tunities. 

NEGATIVES 

■  Licenses  being  auc- 
tioned off  for  new  wire- 
less services  could  end 
up  costing  more  than 
expected. 

■  Regulatory  uncertain- 
ty IS  depressing  stock 
prices. 


12- 


SPOTLIGHT 


MOBILE  PHONES 


SHARE  OF  U.S 
,  POPULATION 
SUBSCRIBIN6 
MOBILE-PHONE 
6  SERVICES 


III 


90  '91 
▲  PERCENT 

DATA:  KIDDER.  PEABODY  &  CO 


It's  hard  to  remember  a  time  when  telecom- 
mimications  meant  just  phones.  These  days, 
new  technologies,  new  rivals,  and  fewer  rules 
are  creating  opportunities  and  markets  scarcely 
dreamed  of  a  few  years  ago.  And  business  is 
booming:  Long-distance  revenues  grew  8.4%  in 
1994  and  should  rise  a  further  9%  in  1995,  ac- 
cording to  Merrill  Lynch  & 
Co.  In  local  service,  the 
Baby  Bells  are  expected  tn 
add  new  lines  at  a  rate  ol 
3%  to  4%  in  1995. 

And  yet  stocks  of  virtu- 
ally every  U.  S.  phone  com- 
pany have  slumped  in  the 
past  year,  with  no  signs  of 
springing  back.  Ever  since 
September,  when  an  effort 
to  overhaul  the  nation's  60- 
year-old  telecommunica- 
tions rules  died  in  the  Sen- 
ate, a  cloud  of  uncertainty 
has  lingered.  Now,  the 
whole  industry  is  nervous- 
ly waiting  to  see  what — if 
anything — Congress  does  this  year. 

Few  observers  doubt  that  cable  and  long-dis- 
tance companies  will  offer  local  phone  service 
and  that  the  seven  regional  Baby  Bells  will  be  al- 
lowed into  long  distance — someday.  But  at&t 
Chairman  Robert  Allen  doubts  it  will  be  this 
year.  "Given  the  agenda  of  the  Repubhcan  Con- 
gress— and  telecom  legislation  is  not  on  it — I 
think  that  two  years  from  now  we  still  won't 
have  open  markets,"  he  says. 
GLOBAL  REACH.  In  a  world  of  regulatory  status 
quo,  .\TiT  remains  the  best-positioned  of  any 
telephone  company,  analysts  say.  The  company  is 
expected  to  continue  to  grab  market  share  in 
the  consumer  long-distance  market  in  1995  from 
MCI  and  Sprint,  as  it  did  in  1994's  fourth  cjuaiter. 
As  carriers  in  the  industrialized  world  upgrade 
their  networks  to  carry  video  and  data  and  de- 
veloping nations  build  their  phone  systems, 
AT&T's  ecjuipment  business,  with  the  most  ad- 
vanced digital  technology  around,  will  continue 
to  win  multibillion-dollar  contracts.  Its  four-year- 
old  credit  phone  Universal  Card  is  now  the  sec- 
ond largest  in  the  U.  S.  Analysts  estimate  that 
AT&T's  1995  earnings  will  reach  $3.55  a  share, 
compared  with  around  $3.18  in  1994  and  $2.66 
in  1993. 

Among  the  Baby  Bells,  those  that  operate  in 
states  that  have  moved  furthest  toward  dereg- 
ulation or  have  diversified  into  nonregulated 
communications  business  are  best  positioned  for 


1995  no  matter  what  happens  in  Congress.  Ai 
lysts  favor  Bell  Atlantic,  U  S  West,  and  SBC  Co 
munications.  U  S  West  and  Bell  Atlantic  j 
moving  aggressively  into  cable,  all  three  h£ 
won  significant  rate  relief  in  their  regions,  a 
they  all  have  substantial  wireless  holdings. 
BIDDING  WAR.  Wireless  is  the  sweet  spot  of  t 
market.  Cellular  servic 
largely  unregulated,  c( 
tinue  to  add  subscribers 
rates  of  50%  or  more  ei 
year,  a  pace  never  befc 
seen  in  telecommunic 
tions.  All  told,  estimal 
Kidder,  Peabody  &  C 
some  30  million  people 
11.4%  of  the  population 
will  be  subscribing  to  a  c 
lular  service  this  ye 
That's  more  than  doul 
the  penetration  of  ji 
three  years  ago.  By  t 
year  2000,  the  figm-e  shoi 
hit  27%,  and  that's  a  c( 
servative  estimate. 
The  Federal  Communications  Commissio 
ongoing  auctions  of  air  space  for  a  low-pow 
wireless  network  called  personal  communi 
tions  services  (PCS)  is  expected  to  plunk  ab( 
$16  billion  into  federal  coffers  by  the  time  : 
completed  at  midyear.  The  first  PCS  networks 
systems  that  transmit  to  small  wireless  phor 
and  cost  less  to  build  and  use  than  conventioi 
cellular  networks — won't  be  up  and  running  i 
til  the  end  of  1995.  But  everyone  from  Baby  Bf 
to  cable  companies  is  forming  alliances  to  bid 
the  auctions. 

The  favorites  are  those  companies  that  bid 
PCS  licenses  to  fiU  in  geogi'aphical  gaps  in  theu'  c 
lular  service  to  provide  a  seamless,  national  n 
work.  Once  again,  that  puts  at&t,  with  its  nev 
purchased  McCaw  Cellular  unit,  in  the  catbi 
seat,  followed  by  the  Bell  Atlantic/Nynex/Pac: 
Telesis/U  S  West  alliance. 

But  even  in  wireless,  uncertainty  rules.  ] 
one  knows  who  will  win  the  auctions.  And  or? 
the  winners  begin  to  emerge,  new  questio- 
arise:  How  much  will  it  cost  to  build  a  netwo 
and  when  will  the  returns  start  rolling  i 
There  are  as  many  answers  as  there  are  cc: 
sultants,  and,  as  one  bidder  puts  it,  "pes  c(- 
sultants  are  probably  the  highest-growth  bu 
ness  in  telecom  right  now."  Proving  once  ag; 
that  every  segment  of  telecommunication-  i 
growth  industry. 

By  Catherine  Arnst  in  Xeir  )'< : 
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PHARMACEUTICALS 


FAKE  TWO  ASPIRIN  AND  GALL  IN  THE  MORNING 

Drugmakers  have  little  in  the  pipeline,  lots  of  expiring  patents,  and  plenty  of  competition 


IMith  Clinton  health  reforms  dead,  pharma- 
Wceutical  CEOs  should  be  popping  cham- 
W  pagne  corks.  Instead,  they're  fretting  over 
ining  margins,  dry  research  pipelines,  multi- 
ion  dollar  takeovers,  and  downsizings.  "The 
toric  has  been  in  Washington,  but  the  action 
been  in  the  marketplace,"  says  Douglas  G. 
:son,  president  of  Ciba-Geigy's  U.  S.  pharma- 
ticals  business.  "Times  are  tough  and  getting 
gher." 

Competition  is  feverish.  Earnings  may  rise  a 
,ry  4.5%  in  1995,  to  $12.9  billion  overall"  for  the 
e  biggest  U.  S.  drugmakers,  while  their 
iS — plumped  up  by  acquisitions — rise  13%,  to 
.14  billion,  figures  Salomon  Brothers  Inc.  an- 
it  Mariola  B.  Haggar.  Managed  care  has  al- 
id  the  balance  of  power:  The  glory  days  when 
gmakers  could  raise  prices  at  will,  reap  dou- 
•digit  earnings  gains,  and  dazzle  Wall  Street 
gone.  "You're  not  going  to  return  to  the  big 
wth  rates  for  a  long  time,"  says  Haggar. 
nstead,  the  industry  is  in  the  throes  of  a  ma- 
consolidation.  Dealmakers  talhed  $32.8  billion 
nergers  and  acquisitions  in  1994,  according 
KPMG  Peat  Marwick.  Some  drugmakers 
pped  up  distributors,  while  others  are  tiy- 
to  bulk  up  product  lines  or  lock  in  promising 
sarch.  Among  the  busiest  dealmakers  are  Eu- 
eans  who  want  a  big- 
stake  in  the  U.  S.  Lon- 
i-based  SmithKline 
jcham  PLC  paid  $5.2 
ion  for  a  U.  S.  drug- 
lefits  company  and 
stman  Kodak  Co.'s 
r-the-counter  Sterling 
ithrop  Inc.  unit. 
tTECH  BLOW.  Next, 
ne  of  the  industry's 
st  familiar  names — 
lering-Plough,  Warner- 
mbert,  and  Marion 
rrell  Dow — could  be  in 
y.  Although  Schering's 
bable  $20  billion  price 
;  makes  an  outright 
3  unlikely,  its  healthy  product  pipeline  is  a 
e.  Dow  Chemical  Co.,  Marion's  major  owner, 
'  hired  advisers  to  consider  such  options  as  a 
3.  Warner-Lambert  Co.'s  recent  reorganiza- 
1 — moving  drugs,  consumer  medicines,  and 
ifectioneries  into  separate  operating  units — 
Id  presage  a  partial  sale. 
Biotech  companies,  reeling  from  the  failures  of 
re  than  a  dozen  products  in  tests,  face  con- 
idation,  too.  Ciba's  $2.1  billion  purchase  of 


49.9%  of  biotech  innovator  Chiron  Corp.  and  such 
deals  as  Amgen  Inc.'s  $260  million  purchase  of 
Synergen  Inc.  will  set  the  pace.  And  strategic  al- 
liances will  proliferate.  Rhone-Poulenc  Rorer 
Inc.  expects  to  spend  $100  million  to  fund  a  con- 
sortium of  14  biotech  companies  and  research 
outfits,  avoiding  outright  purchases. 
R&D  MINUS.  Perhaps  the  industry's  toughest  chal- 
lenge will  be  to  rev  up  labs  at  a  time  when  re- 
search and  development  is  being  squeezed. 
"There's  nothing  coming  in  1995  where  you  can 
say,  'wow,  it's  a  big  product,'"  says  Cowen  &  Co. 
drug  analyst  Robert  C.  Hodgson.  Patents  ex- 
pired on  17  big-selling  drugs — with  $8.5  billion  in 
annual  sales — in  the  past  two  years.  Six  more — 
worth  $3.7  billion  in  annual  sales — lose  protection 
by  the  end  of  1996,  according  to  Med  Ad  News. 
One  is  Bristol-Myers  Squibb  Co.'s  $1.5  billion 
cardiovascular  drug,  Capoten.  A  cheap  generic 
would  threaten  it  and  Merck  &  Co.'s  $2  billion 
me-too  drug,  Vasotec. 

Despite  the  dearth  of  new  products,  the  com- 
panies will  trim  r&d  costs.  Last  year,  U.  S.  drug- 
makers  hiked  R&D  just  9.3%,  to  $13.8  billion,  the 
smallest  rise  in  22  years.  And  labs  are  vulnera- 
ble. After  paying  $5.3  billion  for  Syntex  Corp., 
Roche  Holding  Ltd.  will  cut  hundreds  of  jobs  as 
it  moves  an  r&d  lab  from  New  Jersey  to  Syntex' 
home  in  Palo  Alto,  Calif. 

Not  everyone  is  caught 
short.  Pfizer  Inc. — bol- 
stered by  new  drugs  and 
more  revenue  from  its 
purchase  of  SmithKline's 
animal-health  business — 
may  see  its  net  income 
chmb  15%,  to  $1.45  bilhon, 
^asgiff  I  J^^k    while  sales  rise  19.7%,  to 
a^^^F^     J^^P     $9.8  billion,  says  analyst 
^^^^k    Haggar.  And  Merck's 
earnings  could  jump 
12.5%-,  to  $3.38  billion. 

Meanwhile,  key  indus- 
try critics  have  lost  pow- 
er in  Washington.  "New 
committee  chairmen  will 
have  a  whole  different  agenda,"  says  Pfizer  chief 
William  C.  Steere  Jr.,  who  believes  the  gop  will 
be  less  apt  to  attack  the  industry's  pricing  and 
marketing  practices.  Still,  the  new  mood  in  Wash- 
ington will  do  nothing  to  boost  R&D  or  turn  back 
the  relentless  price-cutting  power  of  managed- 
care  buyers.  Those  are  headaches  the  industry 
will  be  treating  this  year  and  beyond. 

By  Joseph  Weber  in  Philadelphia  ivith  Joan 
O'C.  Hamilton  in  Sa7i  Francisco 
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POSITIVES 

■  Cost-cutting  will  help 
the  drug  companies 
weather  newly  competi- 
tive markets. 

■  The  Republican  con- 
gressional rout  should 
help  the  industry  on 
Capitol  Hill. 

NEGATIVES 

■  Managed-care  buyers 
will  keep  pressure  on 
price  hikes. 

■  Generics  and  the 
loss  of  patent  protec- 
tion on  some  big-selling 
brands  will  erode  sales 
growth. 
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DATA  SALOMON  BROTHERS  INC, 


NATURAL  RESOURCES 


ENERGY 

After  a  decade  of  slack 
demand  and  painful 
restructuring,  the  oil 
industry  is  bouncing 
back.  Earnings  should 
gush,  thanks  to  overseas 
recoveries  and  cleaner, 
pricier  gas.  page  81 


AGRICULTURE 

High-tech  gear  and 
glorious  weather  have 
helped  farmers  hai-vest 
a  bumper  crop.  This 
bounty,  though,  will 
keep  farm  prices 
stagnant  even  as  exports  ^ 
are  rising,  page  82 


FOREST  PRODUCTS 

Papermakers  no  longer 
need  to  plead  for  orders. 
Suddenly,  prices  are 
skyrocketing  and 
producers  running  flat 
out.  Lumber,  due  for  a 
downturn,  is  still 
standing  tall,  page  83 
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N  A  T  U  R  A  L     R  E  S  O  U  R  C  E  S 


ENERGY 


WE  SHOULD  HAVE  ALL  CYLINDERS  FIRING' 

Upturns  abroad,  restructuring  gains,  and  cleaner,  pricier  gasolines  should  make  '95  a  winner 


■or  the  past  decade  or  so,  nearly  everything 
I  in  the  oil  patch  that  could  go  wrong  has: 

Worldwide  recession  stifled  demand,  squab- 
ng  in  OPEC  depressed  crude  prices,  and  rising 
I'ironmental  regulation  and  dwindling  reserves 
home  forced  U.  S.  oil  companies  into  an  ex- 
nsive  worldwide  hunt  for  crude.  The  result:  a 
issive  restructuring  that  has  left  500,000 
aerican  oil-industry  workers  without  jobs  and 
ireholders  with  a  cumulative  loss  of  some  $300 
Hon  since  1983,  according  to  McKinsey  &  Co. 
But  1995  could  be  the  start  of  payback  time. 
!Coveries  in  Europe  and 
3an  should  help  boost  glob 
demand  1.5  million  bar- 
s  a  day,  or  2%,  according 
the  Petroleum  Industry 
search  Foundation  Inc. 
at's  the  biggest  upturn 
s  decade.  Crude  prices 
3uld  jump  to  around 
9  a  barrel,  up  from 
7.50  in  1994,  thanks 
rising  demand  and 
EC's  decision  in  No- 
mber  to  extend  its 
rrent  quota 
rough  1995.  A 
•ong  cyclical  recovery  in 
:rochemicals  should  help,  too. 
id  although  an  initial  glut  de- 
5ssed  margins  in  late  1994,  refin- 
5  eventually  could  reap  a  windfall 
im  the  introduction  of  cleaner,  higher-priced, 
formulated  gasolines.  "We  should  have  all 
.inders  firing  at  the  same  time  in  1995,"  says 
alyst  Frederick  P.  Leuffer  Jr.  of  Bear,  Stearns 
Co.  "And  you  can  count  on  one  hand  the  times 
it  has  happened  in  the  last  100  years." 
TRO  POWER.  Overall,  earnings  should  be  up 
irply  in  1995.  The  top  six  majors  should  tally 
ins  of  15%,  estimates  Merrill  Lynch  Capital 
irkets  analyst  Constantine  Fliakos.  That  turn- 
)und  is  already  under  way.  Fliakos  says  earn- 
^•s  improved  10%  in  the  second  half  of  1994, 
rtly  because  of  petrochemical  profits  that 
rged  from  $362  million  in  1993  to  $2.1  billion 
t  year.  Shell  Oil  Co.  is  expected  to  have  logged 

best  second  half  since  1985.  Once  considered 
erleveraged  and  inefficient,  British  Petrole- 
1  PLC's  estimated  earnings  for  the  year  rose 
%,  thanks  to  cost-cutting  and  development  of 
ge  plays  in  Colombia,  the  Gulf  of  Mexico,  and 
3  North  Sea. 

Not  surprisingly,  most  of  the  excitement  is 
erseas.  With  economic  growth  of  7.2%  a  year. 


"the  Pacific  region  and  Asia  will  be  a  bigger  mar- 
ket than  North  America  by  1997,"  predicts  for- 
mer OPEC  General  Secretary  Dr.  Subroto.  That's 
good  news  for  Mobil  Corp.,  which  has  32%  of  its 
refining  assets  in  the  Far  East.  A  growing  num- 
ber of  producers  have  cut  deals  with  govern- 
ments eager  to  supply  their  energy-starved 
economies.  Some  players  that  have  gone  all  out: 
Triton  Energy  Corp.  has  sold  all  of  its  U.  S.  prop- 
erties and  now  operates  in  10  foreign  countries 
and  is  bidding  on  concessions  in  12  others. 
There  are  some  wild  cards:  If  Saddam  Hussein 
persuades  the  U.  N.  to  lift  the  em- 

nbargo  on  Iraqi  oil,  the  annual 
average  price  of  benchmark 
West  Texas  crude  may  not 
„    get  much  beyond  $18  a  bar- 
;    rel.  And  plentiful  supplies 
and  pipeline  deregulation 
will  probably  hold  natur- 
al-gas prices  below  $2  per 
thousand  cubic  feet,  de- 
spite brisk  3%  growth  in 
demand. 

Still,  oil  giants  have 
adapted  to  lower 
prices.  "With  the  cash 
from  our  restructur- 
ing efforts,  we're  beginning  to 
foresee  significant  growth  op- 
portunities from  here  on  in,"  says 
H.  Laurance  Fuller,  chairman  of 
Amoco  Corp.,  which  plans  to  develop 
the  superdeep  waters  of  the  Gulf  of  Mexico  with 
Shell  and  Exxon  Corp.  And  companies  are  spend- 
ing heavily  on  three-dimensional  imaging  and 
other  technologies  to  reduce  exploration  costs. 

Not  that  restructuring  will  end.  Despite  an 
estimated  16%  earnings  gain  in  1994  and  a  pro- 
jected 19%'  increase  in  1995,  Royal  Dutch/Shell 
Group  is  working  with  McKinsey  to  overhaul  its 
corporate  structure.  Texaco  Inc.  recently  sold 
$600  million  in  properties  to  Apache  Corp.,  and 
Pennzoil  Co.  plans  to  divest  $250  million  worth  of 
oil-and-gas  holdings  this  year. 

But  the  focus  for  1995  will  clearly  be  on  of- 
fense, not  defense.  With  free  trade  on  the  rise 
and  developing  markets  thirsty  for  oil,  "we're 
talking  about  a  growth  cycle  that's  unprece- 
dented in  history,"  says  Amoco's  Fuller.  "Just 
when  [the  doomsayers]  think  they're  looking  at 
a  sunset  for  the  oil  business,  they're  looking  at  a 
sunrise  again."  Oil  executives  have  been  known 
to  see  rosiness  like  that  before.  But  this  year 
they  just  may  be  right. 

By  Peter  Burrotvs  in  Dallas 


PROGNOSIS  '95 


ENERGY 

COAL,  CRUDE  OILS  GAS, 
PETROLEUM  REFINING 


PRODUCTIVITY 

THOUSANDS  OF  '94  DOLLARS 
PER  EMPLOYEE 

'C 

-EST- 
DATA  DRI/McGRAW-HILL 


POSITIVES 

■  Rising  global  demand 
and  higher  crude  prices 
should  bolster  bottom 
lines. 

■  Continued  restructur- 
ing and  cyclical  upturn 
in  petrochemicals 
should  help  energy 
stocks  on  Wall  Street. 

NEGATIVES 

■  Natural-gas  prices 
could  stay  low,  due  to 
pipeline  deregulation. 

■  Possible  lifting  of  em- 
bargo on  Iraqi  oil  could 
cause  midyear  dive  in 
oil  prices. 
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FULL  GRANARIES  DONT  MEAN  FULL  POCKETS 

Perfect  weather  and  high-tech  methods  mean  abundant  harvests-and  lower  prices 
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POSITIVES 

■  World  demand  re- 
mains strong.  NAFTA 
and  GATT  accords  will 
help  pump  up  volumes. 

■  High-tech  equipment 
and  supplies  will  give 
U.S.  farmers  an  even 
bigger  edge. 

NEGATIVES 

■  A  Republican-con- 
trolled Congress  is 
sharpening  its  budget 
ax  in  preparation  for  the 
1995  farm  bill. 

■  A  glutted  market  for 
hogs  and  cattle  is  forc- 
ing down  prices. 
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With  a  record  corn  and  soybean  crop  safely 
in  the  bin,  and  vast  supplies  of  livestock 
fattening  on  cheap  feed,  1995  will  be  a 
year  of  over-abundance  for  U.  S.  farmers — and 
that  means  low  prices.  While  crop  producers 
should  have  a  decent  year  even  with  commodity 
markets  depressed,  livestock  producers  will  have 
a  tougher  time  because  they've  overbred  their 
herds.  Strong  export  demand  will  help — espe- 
cially as  the  General  Agreement  on  Tariffs  & 
Trade  opens  new  foreign  markets.  But 
even  so,  farm  income  will  re- 
main flat  at  an  estimated  $55 
billion  in  1995.  And  it  could 
go  lower  in  future  years 
as  a  Republican-controlled 
Congress  targets  farm- 
support  programs. 

To  a  degree,  U.  S.  farm- 
ers will  suffer  from  their 
own  success.  The  ideal 
weather  of  1994  served  to 
showcase  technical  advances 
that  will  play  an  increasingly 
important  role  this  year  and 
beyond.  Showing  just  how  ef- 
ficient they  can  be  when  Moth- 
er Nature  cooperates,  U.  S. 
farmers  boosted  productivity 
with  improved  varieties  of  seed 
and  animal  feed,  as  well  as  smarter 
techniques  for  applying  fertdizer 
and  pesticide.  And  the  Farm  Belt  made 
big  strides  in  adapting  information  tech- 
nology to  the  barn  and  field.  Even  with 
prices  low,  1995  will  be  another  high-tech  year  for 
agriculture. 

"SwineTRAK."  Folks  who  make  a  living  by  the 
sweat  of  their  brows  will  harvest  their  crops 
with  the  same  satellite  navigation  systems  used 
by  aircraft  and  ships.  Livestock  breeders  will 
run  software  programs  such  as  "SwineTRAK," 
which  determines  the  ideal  genetic  match  of  sow 
and  boar.  And  on  dairy  farms,  thoroughly  mod- 
ern Bossies  will  don  electronic  ID  tags  that  ration 
their  feed  and  record  milk  output.  The  high-tech 
gear  will  bring  new  precision  to  an  enterprise 
long  dependent  on  guesswork  and  luck.  The  up- 
shot: More  production  from  fewer  farms.  In  1992, 
the  number  of  U.  S.  farms  slipped  below  2  million 
for  the  first  time  since  1850. 

That  trend  is  likely  to  continue  in  1995,  as  the 
best  farmers  tap  new  technology  to  become  even 
stronger.  For  the  ultimate,  look  no  further  than 
Mansfield,  111.,  where  farmer  Ken  Dalenberg 
drives  a  combine  with  two  computers  and  a  satel- 


lite dish.  At  harvest  time,  a  global  positionin 
system  pinpoints  which  patch  of  ground  his  con 
bine  is  working  while  the  combine  itself  kee]: 
track  of  grain  yields.  When  Dalenberg  cruncht 
that  data  with  seed  and  fertilizer  records,  he  ca 
tell  which  plots  yield  the  most  and  whei*e  h 
needs  improvement.  Before,  Dalenberg  mad 
such  judgments  "by  guess  and  by  golly." 

With  such  enhancements — and  perfect  weatl 
er — it's  no  surprise  that  production  is  bustin 
out  all  over.  The  1994-95  corn  crop  will  top  10  bi 
lion  bushels,  up  58%  from  flood-ravaged  199' 
94,  the  Agriculture  Dept.  estimates.  The  so} 
bean  crop  will  top  2.5  billion  bushels,  and  whe; 
2.3  billion.  Cheaper  feed  has  encouraged  live 
stock  producers  to  expand  their  herds,  an 
meat  supplies  are  soaring.  Unless  price 
rise  substantially,  even  the  m.ost  efficiei 
hog  producers  will  have  a  hard  time  rnal 
ing  money  in  1995,  analysts  say.  Afte 
substantial  gains  last  year,  tl 
USDA  projects  that  beef  pn 
duction  will  rise  1%  in  199 
pork  5%,  poultr 


5%,  and  milk  pn 
duction  3%. 

The  bounty  wi 
give  U.  S.  farmei 
a  lot  to  offer  fo 
eign  markets,  ai 
exports  will  e: 
pand  on  1994's  gain  ' 
a  record  $45  billin 
(chart).  GATT  should  npi, 
some  markets  to  U.S.  prudu 
ers.  Meantime,  trade  with  Mexico  will  get  a  1  m  « >  • 
from  NAFTA,  while  exports  to  Taiwan,  Korea,  at 
Hong  Kong  also  will  expand.  China,  which  tiipk 
its  consumption  of  U.  S.  farm  products  in  '94 
nearly  $900  million,  will  pass  $1  billion  in  'i 
with  heavy  buying  of  cotton  and  vegetable  o 
U.  S.  meat  exports  will  rise,  led  by  an  estimat( 
11%  increase  in  poultry  shipments. 

Other  legislation  may  not  be  so  popular, 
addition  to  sharp  cuts  in  farm-support  payout 
GOP  lawmakers  also  may  seek  big  reductions 
the  Conservation  Reserve  Program.  That  se 
aside  plan  now  idles  36.6  million  acres,  and  brin' 
ing  fields  back  into  production  would  mean  bi 
ger  crops  and  even  lower  prices.  That's  god' 
news  for  seed,  fertilizer,  and  agribusiness  coi 
panies — but  some  farmers  fear  a  drastic  chang 
The  biggest  worry  in  the  Grain  Belt  this  ye' 
might  not  be  droughts  or  floods,  but  the  volati 
climate  in  Washington,  D.  C. 

By  Greg  Bimis  in  Chica; 
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N  A  T  U  R  A  I.     R  E  SOUR  C  E  S 


FOREST  PRODUCTS 


THIS  PAPER  RECOVERY  IS  NO  PULP  FICTION 

K  dramatic  turnaround  has  prices  soaring  and  capacity  strained.  Even  lumber  is  looking  good 


s  recently  as  last  spring,  the  paper  industry 
I  was  still  mired  in  its  worst  slump  in  decades. 
^Inventories  were  building  up  in  warehouses 
und  the  world,  prices  had  dropped  to  50-year 
s,  and  papermakers  were  begging  for  orders, 
t  a  dramatic  turnaround  during  the  summer 
Idenly  reversed  the  roles.  By  autumn,  it  was 
)er  buyers  who  were  desperate.  Prices  were 
•rocketing,  and  supplies  were  so  tight  manu- 
turers  had  to  allocate  production  of  nearly 
!ry  grade  of  paper.  "It's  almost  like  a  light 
tch,"  says  Jerry  Tatar,  vice-president  and  op- 
ting officer  at  Mead  Corp.  "We  went  from 

having  enough  orders  to  having  more  than 
could  handle." 

^fter  five  years  of  losses  or  meager  earnings, 
19  largest  wood  and  paper  companies  saw 
ifits  jump  108%  in  1994.  "I  call  it  a  rubber- 
id  recovery,"  says  analyst  Mark  S.  Rogers  of 
;dential  Securities  Inc.  "The  industry  was 
etched  so  far  to  the  negative  side  that  prices 
,pped  back  quickly."  Rogers  expects  a 
3%  hike  in  paper  prices  in  1995  and  a 
1%  rise  in  profits. 

Although  the  industry's  recovery 
5  dramatic,  it  came  later  than  ex- 
ited. In  1993,  the  upturn  in  the 
5.  began  pushing  up  demand  for 
ikaging,  newsprint,  and  office 
)er.  But  a  surge  of  imports 
m  Europe  last  winter 
ttled  planned  price  in- 
cases and  delayed  the 
5.  industry's  rebound. 
IT  OUT.  Then,  last  sum- 
r,  a  surprisingly  robust 
every  in  Europe,  stir- 
gs  of  growth  in  Japan, 
1  continued  strength  in 
•■  rest  of  Asia  tipped 
balance.  With  grow- 
•  markets  in  the  U.  S., 
rope,  and  Asia,  de- 
nd  for  paper  has  finally 
;eeded  supply.  "In  1995,  it  would  appear  that 
■  three  big  drivers  of  the  world  economy  are  all 
nding  upward,"  says  John  W.  Creighton  Jr., 
3  of  Weyerhaeuser  Co. 

\s  a  result,  paper  manufacturers  are  running 
-  out:  Operating  rates  are  up  from  93%  a  year 
)  to  about  97%  today,  which  is  maximum  pro- 
;tion  at  most  mills.  Prices  are  increasing  at 
s  most  rapid  rate  the  industry  has  seen.  Mar- 
:  pulp  prices  rose  87%  from  their  low  a  year 
),  to  $750  per  metric  ton.  Uncoated  paper  is  up 
7c  since  last  spring,  to  nearly  $750  a  ton. 


Still,  manufactui'ers  say  prices  are  just  getting 
back  to  a  level  that  allows  them  to  recoup  the  full 
costs  of  production.  And  some  say  they,  are  phas- 
ing in  price  hikes,  so  they  don't  get  caught  short 
when  power  shifts  back  to  buyers  in  the  next 
downturn.  "You  don't  want  the  guy  madder  than 
hell  at  you  in  the  next  recession,"  says  R.  P.  Wol- 
lenberg,  CEO  of  Longview  Fibre  Co. 

As  the  cycle  turns  up  for  paper,  many  ana- 
lysts predict  lumbei-  prices  will  fall  as  higher  in- 
terest rates  dampen  demand  foi'  new  housing. 
Yet  so  far,  housing  starts  have  held  at  an  annu- 
al rate  of  about  1.4  million.  Plywood  is  at  an  all- 
time  high,  and  lumber  prices  rallied  in  late  1994 
after  a  drop  during  the  year.  Even  if  single-fam- 
ily housing  starts  decline  in  1995,  multifamily 
housing  starts  are  increasing  smartly.  "My  view 
is  that  next  year  the  market  will  be  softer  than 
this  year,  but  not  a  major  downturn,"  says 
George  J.  Harad,  ceo  of  Boise  Cascade  Corp. 
Despite  doomsday  warnings,  government  cut- 
backs on  timber 
harvesting  in  the 
Northwest 
haven't  caused  a 
shortage.  U.  S. 
softwood  lumber 
consumption  has 
edged  down  as 
some  builders 
substituted  steel 
or  engineered- 
wood  products.  But  imports 
from  Canada  have  jumped 
39%  since  1991,  and  production 
in  the  South  has  risen.  Even  in 
the  West,  mills  last  year  increased 
production  by  buying  timber  from 
private  landowners. 
Still,  economists  say  there  is  a  higher  floor 
for  lumber  prices  because  of  lower  federal 
timber  harvests  in  the  Northwest.  Prices 
should  trade  in  the  range  of  $360  to  $440 
per  thousand  board  feet,  nearly  twice 
the  level  of  the  late  1980s,  says  Dean  Witter 
Reynolds  analyst  Evadna  Lynn.  That's  good 
news  for  companies  that  grow  most  of  their  own 
timber,  such  as  Weyerhaeuser,  Louisiana-Pacif- 
ic, and  Plum  Creek  Timber. 

Predictions  of  spectacular  earnings  growth 
haven't  impressed  investors,  however.  Forest- 
products  stocks  have  stayed  fairly  low  because  of 
overall  worries  about  interest-rate  hikes  and 
slower  growth.  Wall  Street  can't  seem  to  believe 
these  paper  profits  are  for  real. 

By  Dori  Jones  Yang  in  Seattle 


PROGNOSIS  '95 


FOREST 
PRODUCTS 

PULP,  PAPER,  LUMBER  & 
PRODUCTS  EXCLUDING  FURNITURE 


outp: 

BILLIONS  OF 
'94  DOLLARS 


PRODUCTIVin 

THOUSANDS  OF  '94  DOLLARS 
PER  EMPLOYEE 


•90 


'95 


DATA:  DRI/McGRAW-HILL 


POSITIVES 

■  With  the  industry  no 
longer  suffering  from 
overcapacity,  paper 
prices  are  expected  to 
continue  upward. 

■  Europe's  recovery 
means  less  competition 
from  imports. 

NEGATIVES 

■  Higher  interest  rates 
may  slow  housing 
starts,  causing  wood 
prices  to  fall. 

■  Used  paper  prices 
have  risen  sharply,  in- 
creasing raw-material 
costs  for  producers. 


SPOTLIGHT 


PAPER  &  LUMBER 

PAPER 

WEIGHTED  AVERAGE 
■  PRICE  PER  TON 


LUMBER 

COST  PER  THOUSAND 
BOARD  FEET 


'90    '91    '92    '93  '94^j^9_5 

DATA:  DEAN  WinER  REYNOLDS  INC, 
RANDOM  LENGTHS  PUBLICATIONS  INC 
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Washington  failed-in 
forging  a  managed-care 
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RETAILING 

After  last  year's  surprise 
picl<up,  momentum  is 
slowing.  Still,  apparel 
sales  should  dress  up 
bottom  lines  PAGE  86 


WHOLESALING 

Some  will  be  squeezed 
out,  and  price  hikes  are 
largely  taboo.  Even  so, 
the  nation's  middlemen 
are  smiling  page  87 

TRANSPORTATION 

All's  fare:  Labor  and  fuel 
costs  are  low,  business 
is  picking  up-but  ticket 
wars  keep  spoiling  the 
party  page  88 

RESTAURANTS 

Hotter  competition  and 
a  public  that  won't 
swallow  higher  prices 
may  leave  eateries 
a  bit  hungry  PAGE  89 

UTILITIES 

Sparks  are  flying:  With 
deregulation  on  the 
march,  the  race  is  on 
to  raise  quality  and 

cut  costs  PAGE  90 
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SERVICES 


r 


HEALTH  CARE 


MASHING  THE  BEAST  OF  MEDICAL  INFLATION* 

Powerful  market-based  reforms  are  trimming  private-sector  health-care  costs 


Iealth-care  reform  is  dead.  Long  live  health- 
care reform!  The  sinking  of  1994's  legisla- 
tion, while  an  embarrassment  for  the  Clinton 
[ministration,  made  hardly  a  ripple  in  the 
ilth-care  industry.  Instead,  powerful  currents 
the  marketplace  continued  to  pull  at  hospi- 
s,  physicians,  health-maintenance  organiza- 
ns  (HMOs),  nursing  homes,  and  suppliers.  Em- 
lyers  and  insurers  are  forcing  the  creation  of 
lew,  more  cost-effective  market.  "For  health- 
•e  companies,  it  has  become  a  race  to  see  how 
t  you  can  squeeze  yourself  before  your  buyers 
aeeze  you  harder,"  says  analyst  Kenneth  S. 
iramowitz  of  Saiiford  C.  Bernstein  &  Co. 
The  payoff  promises  to  be  huge.  In  the  pri- 
te  sector,  health-care-cost  growth  has  slowed 
im  double  digits  in  1990  to  just  2.6%  in  the  12 
)nths  ended  last  June,  according  to  actuary 
lliman  &  Robertson.  And  competition  has  led 
steep  discounting:  Inflation-adjusted  prices 
•  cardiac-bypass  and  angioplasty  surgeries  are 
Gually  falling,  say  health  economists  hcia  Inc. 
he  beast  of  medical  inflation  has  been  con- 
ered,"  says  hcia  principal  J.  D.  Kleinke.  The 
e  glaring  exception:  Uncle  Sam's  big  health 
ograms,  Medicare 
d  Medicaid,  which 
count  for  31%  of  the 
tion's  health  expens- 
.  The  Health  &  Hu- 
m  Services  Dept.  es- 
nates  spending  grew 
%  in  1994  and  will 
rge  another  10% 
iring  this  year. 
:rger  trend.  The 
rce  behind  the 
anges  in  the  market- 
ace:  managed  care, 
irollment  in  hmos 
d  preferred-provider  organ- 
itions  has  soared.  And  hard- 
iving  HMOS  such  as  Minnesota- 
sed  United  HealthCare  and  Oxford  Health 
ans  in  Norwalk,  Conn.,  are  holding  premium 
kes  below  inflation.  New  entrants — including 
me  Blue  Cross  plans,  which  may  drop  their 
nprofit  charters  to  become  public  companies — 
11  make  bidding  even  tougher  Despite  pressure 
prices,  hmos  maintained  margins  by  striking 
ligher  deals  with  hospitals,  doctors,  and  suppli- 
s.  In  1995,  hmos  earnings  will  climb  15%,  Ab- 
mowitz  predicts.  Profits  will  approach  $3.5  bil- 
in,  on  revenues  of  more  than  $110  billion. 
To  stay  afloat,  hospitals  will  continue  to  consol- 
ate.  In  1994,  Columbia/HCA  Healthcare  swept 


up  Medical  Care  America's  outpatient  surgery 
centers  and  took  over  Healthl^'ust.  The  deals 
will  make  Columbia/HCA,  whose  1992  revenues 
totaled  only  $819  million,  the  nation's  biggest 
provider,  with  more  than  300  facilities  and  $15 
billion  in  revenues.  Stiff  competition  for  man- 
aged-care contracts  has  "given  hospital  CEOs  the 
cover  they  need  to  finally  run  their  facilities  as 
businesses,"  says  John  F.  Hindelong,  a  principal 
at  Donaldson,  Lufkin  &  Jenrette  Secuiities  Corp. 

One  hard-edged  decision:  keeping  fewer  pa- 
tients in  hospital  beds.  Instead,  hmos  and  insur- 
ers increasingly  use  nursing  homes  that  offer 
"subacute  care,"  where  patients  can  recuperate 
at  less  cost.  Hillhaven  Corp.,  the  second-largest 
nursing-home  operator,  gets  up  to  $300  a  day 
for  such  patients.  That's  well  below  a  hospital's 
$900  charge  but  a  big  improvement  on  Hill- 
haven's  $88  fee  for  a  geriatric  patient.  Subacute 
care  will  help  power  earnings  growth  of  20%  or 
more  among  the  biggest  companies. 
GLOBAL  FOCUS.  Medical-equipment  suppliers  face 
tougher  times.  Hospitals  banding  together  in 
networks  share  big-ticket  equipment,  cutting 
into  acquisitions,  says  Martin  E.  Zimmerman, 
CEO  of  lease-financer 
LINC  Group  Inc.  Pur- 
chases by  U.  S.  custom- 
ers are  expected  to  rise 
only  7%,  to  $42  billion. 
So  manufacturers  are 
focusing  overseas, 
where  they  posted  an 
estimated  $5  billion  ex- 
port surplus  in  1994. 
To  escape  regulatory 
bottlenecks  on  new 
medical  devices  in  the 
U.  S.,  some,  such  as  Min- 
neapoUs-based  Medtron- 
ic Inc.,  are  moving  product  de- 
velopment to  Europe. 

The  industry  hopes  for — and 
may  get — help  from  Congi-ess'  new  gop  majority. 
Facing  severe  budget  pressures,  Congi-ess  may 
make  it  easier  for  Medicare  to  get  on  the  man- 
aged-care bandwagon,  increasing  hmos'  current 
7%  share  of  elderly  patients.  And  reforms  to 
make  insurance  more  affordable  could  increase 
the  market  of  paying  customers.  The  schemes 
won't  be  as  grand  as  Clinton's  promise  of  cover- 
age for  all.  But  they  also  won't  threaten  the  re- 
forms already  well  under  way  in  the  marketplace. 

By  Mike  McNamee  in  Washington,  with  Dori 
Jones  Yang  in  Seattle  and  Zachary  Schiller  in 
Cleveland 


PROGNOSIS  '95 


HEALTH  CARE 


BILLIONS  OF 
'94  DOLLARS 


PROOUGTiVITY 

THOUSANDS  OF  '94  DOLLARS  \ 
PER  EMPLOYEE  I 

'90     '  '  '95 

-EST- 
OATA:  DRI/McGRAW-Hia 


POSITIVES 

■  The  search  for  effi- 
ciency will  create  new 
opportunities  for  man- 
aged-care and  hospital 
companies. 

■  Nursing  homes  will 
gain  as  health  plans 
seek  the  least-expen- 
sive setting  for  treating 
patients. 

NEGATIVES 

■  Hospital  cost-cutting 
will  hurt  medical  equip- 
ment suppliers. 

■  Washington  may  limit 
Medicare's  rapid 
growth. 


SPOTLIGHT^ 


HEALTH  CARE 


SHARE  OF  HEALTH 
60—  BENEFITS' 


■90   '91    '92    '93  '94^5^'95 
A  PERCENT         'mom  EMPLOYEES 
OF  FIRMS  WITH  200  OR  MORE  WORKERS 
DATA  KPMG  PEAT  WARWICK 
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SERVICES 


RETAILING 


STEADY  TRAFFIC  AT  THE  MALL 

'95  won't  quite  match  '94-but  apparel  sellers  are  upbeat,  and  other  retailers  even  more  so 


PROGNOSIS  '95 


RETAILING 

EXCLUDES  EATING  & 
DRINKING  PLACES 


CiiTfUT 

TRILLIONS  OF 
■94  OOLURS 


EMPLOYMENT 

MILLIONS  OF  WORKERS 


PRODUCTIVITY 

THOUSANDS  OF  '94  DOLLARS 
PER  EMPLOYEE 


'95 


DATA  DRI/McGRAW-HILL 


POSITIVES 

■  Consumer  confidence 
is  up,  and  unemploy- 
ment is  at  its  lowest 
point  in  10  years. 

■  Apparel  sales  should 
improve.  Women's  ap- 
parel prices  have  fallen, 
thanks  to  increased  im- 
ports and  efforts  to 
keep  prices  low/. 

NEGATIVES 

■  Further  interest  rates 
hikes  could  dampen 
shoppers'  enthusiasm. 

■  A  slowdown  in  hous- 
ing starts  could  hurt 
home  furnishings. 


SPOTLIGHT 


APPAREL 


130 
115, 
100- 


U.S.  APP: 
SALES 


■90    '91    '92    '93    '94  '95 
.  BILLIONS  OF  DOLLARS  ~EST- 
DATA  NPD  RESEARCH  INC, 
KURT  SALMON  ASSOCIATES  INC 


The  early  199()s  were  challenging  years  for 
retailers,  but  the  momentum  picked  up  in 
1994.  Yes,  there  were  some  bumps:  The  de- 
partment-store industry  continued  to  shrink  as 
Federated  Department  Stores  and  R.  H.  Macy 
merged,  Kmart  continued  to  flounder,  and  The 
Limited  and  Gap  showed  signs  of  slowing  down. 
But  Sears,  Roebuck  &  Co.  staged  a  remarkable 
turnaround,  the  personal-computer  business  ex- 
ploded, and  sales  of  men's  suits  jumped  20%  af- 
ter falling  2.7%  in  1993. 

So,  after  all  that  good  news,  what  will  1995 
bring'?  Carl  Steidtmann,  chief 
economist  at  Management 
Horizons,  predicts  that  next 
year  will  be  a  decent  one  for 
retailers  but  hardly  a  stand- 
out. Steidtmann  estimates  that 
retail  sales  will  rise  5%  in  1995, 
vs.  an  estimated  6.5%'  jump  in 
1994.  "Raising  interest  rates  in- 
creases the  cost  of  moi'tgag- 
es  and  takes  all  that  refi  Q 
nancing  money  away  from 
consumers,"  grumble;-  :   I       ■■  ' 

Steidtmann.  "You're  going  to  see        ,    ,|  '"^  .  '  •  ' 
a  hit  in  consumer  spending."  f       ■    4  • 
GOOD  VIBRATIONS.  Still,  Steidt-  '  '      "  '  - 

mann  says  one  of  the  brightest 
spots  next  year  will  be  apparel 
sales  (chart).  The  price  of  cloth- 
ing has  fallen,  thanks  to  more  0 
imports  and  the  combined  ef- 
forts of  Sears,  Wal-Mart,  Kmart, 
and  J.  C.  Penney  to  bolster  their  apparel  busi- 
nesses by  keeping  prices  low.  Although  men's 
clothing  prices  crept  up  1%  in  1994,  the  price  of 
women's  garments  dropped  4%,  says  Marie  Ben- 
inati  of  Kurt  Salmon  Associates.  She  predicts 
that  apparel  sales  will  increase  5%-  in  1995,  to 
$144.5  bilhon. 

The  surprise  is  that  despite  Steidtmann's  less- 
than-dazzling  forecast,  retailers  are  optimistic. 
Improved  consumer  confidence,  coupled  with  the 
lowest  unemployment  numbers  in  10  years,  have 
put  shoppers  in  a  good  mood.  At  Sears,  apparel 
is  the  name  of  the  game.  Sears'  apparel  sales 
currently  make  up  28%  of  the  retailer's  $30  bil- 
lion in  merchandise  revenues.  Since  apparel  of- 
fers fatter  margins  than  hard  goods,  CEO  Arthur 
C.  Martinez  wants  to  increase  that  ratio  to  40%. 
Wal-Mart  ceo  David  D.  Glass  also  wants  to  pump 
up  apparel  sales.  Last  year,  27%.  of  Wal-Mart 
Stores  Inc.'s  $55  billion  in  sales  were  in  "soft 
goods."  The  company  announced  that  it,  too, 
wants  to  increase  that  ratio. 


Not  all  apparel  retailers  are  prospering, 
the  $7  billion  giant  The  Limited,  same-store  sa 
were  in  a  free-fall  in  1994.  Gap,  a  $3.3  billi 
chain,  had  pi'oblems,  too,  with  same-store  sales 
just  2%'.  But  the  mood  at  retailers  that  ped( 
electronics,  furnishings,  and  jewelry  is  optimisi 
Top  executives  of  Spiegel,  Tiffany,  Talbots,  P 
1  Imports,  Tandy,  and  Williams-Sonoma  are 
looking  forward  to  1995.  "Right  now,  I'm 
smiles,"  says  John  V.  Roach,  CEO  of  Tandy  Coi 
the  $5  billion  electronics  retailei'  that  owns  Ra( 
Shack.  Tandy's  sales  increased  25%  in  1994,  a 
Roach  expects  them  to  sur 
another  25%  in  1995.  William 
Chaney,  CEO  of  Tiffany  &  C 
the  $680  million  jewelry 
tailer,  is  also  cheerfi 
Tiffany's  sales  jumped  1( 
in  1994,  and  Chaney  believ 
sales  could  climb  12%  to  1^ 
in  1995. 

Jewelry  sales  have  be 
;trong  at  Spiegel  Inc.,  the  $1 
billion  cataloger,  which  al 
owns  retail  chain  and  catalc 
er  Eddie  Bauer  Inc.  Spiege; 
sales  surged  16%  in  1991,  ■ 
.$3.1  billion,  and  Shea  ex|)c( 
them  to  swell  as  much  as  '. 
in  1995. 

Despite  the  negative  ii 
pact  that  rising  interest  rat 
have  on  housing  starts,  purve 
ors  of  home  furnishings  fe 
merry.  At  Pier  1  Imports  Inc.,  a  $710  milli 
chain,  ceo  Clark  A.  Johnson  projects  that  san: 
store  sales  will  rise  5.5%  in  1995,  besting  199' 
4%'  rise.  W.  Howard  Lester,  CEO  of  Williams-So 
oma  Inc.,  which  also  owns  Pottery  Barn  and  G£ 
dener's  Eden  Inc.,  is  downright  ecstatic.  Sales 
his  $520  million  company  rose  30%  in  1994.  Lei 
er  expects  them  to  climb  30'%-  in  1995. 

Even  the  folks  at  Kmart,  the  lethargic  $34  b 
lion  leviathan,  are  sanguine.  Kmart's  1994  r 
suits  were  disappointing:  Same-store  sales  we 
flat,  and  the  company  announced  it  was  closii 
110  stores  and  slashing  $800  million  from  cosi 
But  Orren  F.  Knauer,  Kmart's  director  of  inve 
toi'  relations,  hopes  the  chain's  apparel  businej 
which  makes  up  almost  40%.  of  sales,  will  dri 
business  in  1995.  "Sooner  or  later,  my  wife  ai 
most  other  wives  will  get  tired  of  wearing  tl 
same  things  they've  been  wearing  the  last  thri 
years,"  says  Knauer.  Mrs.  Knauer,  the  retail  i 
dustry  awaits  you. 

By  Laura  Zinn  in  New  Yo 
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S  E  R  \  I  C  E  S 


WHOLESALING 


THE  MIDDLEMEN  STAY  ON  THE  MARCH 

Wholesalers  and  distributors  should  see  plenty  of  growth  along  with  some  consolidation 


.erhaps  no  industry  offers  a  better  economic 
'barometer  than  the  nation's  middlemen — 
wholesalers  and  distributors.  And  if  the  chiefs 
he  300,000-odd  companies  that  handle  every- 
g  manufacturers  produce — from  chemicals  and 
rmaceuticals  to  building  supphes  and  packaged 
I — are  correct,  1995  promises  another  year  of 
ing  growth  and  low  inflation, 
'he  middlemen  should  enjoy  a  fourth  consec- 
'e  year  of  rising  sales  and  profits.  Industry 
snues  are  projected  to  jump  5%,  just  below 
4's  estimated  6%  increase,  while  gross  oper- 
ig  profit  margins  should  stretch  to  21.2%,  up 
n  20.8%,  figures  the  National  Association  of 
olesaler-Distributors. 

■till,  the  industry  will  be  vulnerable  to  this 
ide's  most  enduring  trends — fierce  resistance 
irice  increases  and  a  winnowing  of  suppliers 
sd  on  cost  and  quality.  The  winners  are  those 
;  to  drive  down  their  costs  while  providing 
le-added  services,  from  telemarketing  for 
lufacturers  to  electronic  ordering  and  pur- 
sing for  retailers. 

'reparing  for  the  future  is  proving  a  painful 
istment  for  some,  however.  In 
ember,  SuperValu  Inc.,  the  na- 
I's  second-largest  food  whole- 
(r,  announced  a  $118  million 
I'ge  against  third-quarter  earn- 
i,  due  partly  to  indigestion  af- 
acquiring  rival  Wetterau 
$1.1  billion  in  1993.  The 
neapolis  compa- 
is  cutting  4,300 
•kers,  10%  of  its 
e,  and  closing  up 
iO  of  its  retail 
1  stores  and  sever 
listribution  centers. 

Chairman  Michael  W. 
ight  says  the  company 

benefit  from  a  big  investment 
echnology  that  helps  grocers  track  invento- 
And  he  thinks  some  big  retailers  will  reverse 
ng-standing  trend  toward  in-house  distribution 

hand  the  job  over  to  middlemen. 
'ER  PLAYS.  In  the  paper  market.  United  Sta- 
lers  Inc.,  the  largest  distributor  of  office  sup- 
's, saw  earnings  plummet  26%,  to  $15.7  mil- 
.,  on  flat  sales  of  $1.5  billion.  One  reason  was 
istly  1992  purchase  of  Stationers  Distributing. 

Chairman  Joel  D.  Spungin  figures  the  move 
5  essential  in  an  industry  where  power  dis- 
nters,  such  as  Office  Depot  and  OfficeMax, 

likely  to  grab  35%  of  the  market,  up  from 
c  today. 


The  health-care  sector  is  also  being  buffeted 
by  change:  To  control  market  share  for  their 
products,  drugmakers  have  gobbled  up  drug-dis- 
tribution and  pharmacy-management  companies. 
The  consolidation  began  with  Merck  Inc.'s  late- 
1993  acquisition  of  Medco  Containment  Services 
Inc.,  a  drug-benefits  manager  and  mail-order  dis- 
tributor, for  $6.6  billion.  In  1994,  SmithKline 
Beecham  paid  $2.3  billion  for  benefits  manager 
Diversified  Pharmaceutical  Services,  and  Eli  Lil- 
ly is  spending  $4  billion  on  PCS  Health  Systems, 
another  managed-care  company.  The  new  year 
will  see  further  consolidation. 

The  surviving  distributors  will  be  bigger  and 
provide  more  services  for  their  customers.  Car- 
dinal Health  Inc.  spent  much  of  1994  on  a  buying 
spree,  nearly  doubling  in  size.  Revenues  are  ex- 
pected to  reach  $7.5  billion  this  year.  Cardinal  is 
providing  purchasing  and  information  systems  to 
3,300  hospitals,  doctors'  offices,  and  pharmacies. 
And  as  it  develops  new  specialties  in  areas  such 
as  oncology,  Cardinal  is  taking  over  the  telemar- 
keting operations  of  manufacturers. 
EAGLE  EYES.  In  some  industries,  middlemen  are 
able  to  push  through  price 
hikes.  Cleveland's  Bearings 
Inc.,  a  $936  million  components 
supplier,  got  a  4%-to-5%  price 
increase  late  in  1994  on  some 
bearings  products — its  first 
boost  in  three  years.  Yet  cus- 
tomers remain  relentless,  says 
Bearings  Chairman 
John  C.  Dannemiller, 
rejecting  price  in- 
creases that  can't 
be  justified  and 
weeding  out  shoddy 
suppliers:  "Customers 
not  only  want  to  know 
whether  you  are  quality- 
driven  but  that  you  can  docu- 
ment that  you  are  error-free  and  provide  on- 
time  delivery." 

A  bellwether  for  much  of  the  American  man- 
ufacturing sector.  Bearings  expects  1995  sales 
to  rise  by  10%  to  11%,  just  a  shade  below  1994's 
level.  Part  of  that  increase,  Dannemiller  says, 
will  come  from  new  sources.  One  new  income 
stream  is  a  consortium  Dannemiller  has  put  to- 
gether with  two  other  companies  that  will  pro- 
vide one-stop  shopping  and  distribution  for  90% 
of  customers'  maintenance  and  repair  supplies. 
Distributors,  it  seems,  will  search  high  and  low 
to  avoid  being  squeezed  in  the  middle. 

By  Richard  A.  Melcher  m  Chicago 
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POSITIVES 

■  Strong  economy  con- 
tinues to  buoy  sales  and 
earnings. 

■  Heavy  spending  on 
technology  to  drive 
down  costs  and  speed 
up  deliveries  gives  new 
life  to  middlemen. 

NEGATIVES 

■  Customers  weed  out 
suppliers,  while  power 
retailers  bypass  middle- 
men and  go  directly  to 
manufacturers. 

■  Distributors  will  be 
unable  to  pass  on  most 
price  hikes. 
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TRANSPORTATION 


AIRLINES  CAN  UNFASTEN  THEIR  SAFETY  BELTS 

Lower  fuel  prices  have  boosted  profits-but  ongoing  fare  wars  make  cost  control  essential 
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POSITIVES 

■  Profits  should  climb 
as  carriers  cut  costs 
and  restrain  capacity 
growth. 

■  Repubhcan  con- 
trolled congress  may 
provide  tax  relief. 

NEGATIVES 

■  USAir  and  American 
may  face  labor  strife. 

■  A  rise  in  fuel  costs 
would  curtail  profits. 

■  Corporate  cost-cut- 
ting and  new  communi- 
cations technologies 
will  mean  fewer  busi- 
ness travelers. 
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Labor  costs  and  capacity  are  down.  Passenger 
load  factors  and  profits  are  up.  And,  at  year- 
end,  not  a  single  major  airline  was  operating 
under  bankruptcy  protection.  That's  the  best 
news  the  industry  has  had  since  1988.  Even  bet- 
ter, the  good  news  should  keep  coming  during 
1995  as  long  as  the  majors  continue  to  cut  costs 
and  resist  the  urge  to  expand — and  the  economy 
doesn't  tank. 

But  don't  get  carried  away.  The  airline  indus- 
try's newfound  prosperity  is  fragile.  Although 
1994  operating  profits  are  projected  to  hit  $2.2 
billion,  more  than  double  a  year  earlier,  the  nine 
major  carriers  are  expected  to  lose  $500  million 
on  a  net  basis.  And  revenue  has  grown  a  paltry 
3.1%.  The  industry  is  still  climbing  out  from  un- 
der years  of  massive  losses.  And  passenger  con- 
cerns over  flight  safety  and  aircraft  maintenance 
will  continue  to  dog  carriers.  A  close  examination 
of  the  airlines'  1994  profits  reveals  that  the 
biggest  contributing  factor  was  lower  fuel  pric- 
es, says  Renee  Shaker,  airline  analyst  with 
Moody's  Investors  Service. 

Fuel  prices  in  1994  were  13%  below  the  prior 
year,  but  many  analysts  ex- 
pect them  to  rise  during 
1995.  And  even  if  they  don't, 
the  airline  industry's  exemp- 
tion from  the  4.3^  fuel  tax  is 
set  to  expire  in  October  That 
would  cut  industry  profits  by 
$700  million  a  year.  But  some 
airline  executives,  including 
Northwest  Airlines  Inc.  ceo 
John  H.  Dasburg,  believe  the 
new  Republican-controlled 
Congi'ess  will  save  the  indus- 
try from  more  taxes. 
ILL  WINDS.  More  fare  wars 
pose  another  danger  to  prof- 
its. Even  low-fare  leader 
Southwest  Airlines  Co.  ad- 
mits it  overdid  price-cutting 
during  the  fourth  quarter  in 
an  attempt  to  hold  onto  cru- 
cial market  share  in  the  face  of  new  short-haul 
competition  from  such  rivals  as  United  Airlines 
Inc.  and  Continental  Airlines  Inc.  Southwest's 
announcement  that  it  would  barely  turn  a  fourth- 
quarter  profit  torpedoed  its  stock  and  caused  in- 
vestors to  wonder  whether  the  growing  number 
of  Southwest  wannabes  would  cause  a  perma- 
nent deterioration  in  pricing. 

One  thing  won't  change  next  year:  The  indus- 
try's theme  ■will  still  be  cost  control.  Delta,  Amer- 
ican, and  USAir  are  in  the  midst  of  drastic  cost-re- 


duction programs  calling  for  everything  fr 
layoffs  to  wage  givebacks  to  route  downsizir 
But  even  as  the  major  carriers  make  he' 
way,  low-cost  carriers  are  raising  the  hurc 
Established  low-fare  airlines  such  as  Vaki 
and  Reno  Air  are  expanding  their  reach  wl 
new  short-haul  carriers  are  coming  to  such  cii 
as  Colorado  Springs,  Colo.,  and  Pittsburgh. 

That's  not  to  diminish  the  real  cost-cutt 
that  did  get  done  during  1994.  In  July,  shn 
holders  appi'oved  a  $5  billion  employee  buyou 
United,  the  nation's  largest  carrier,  that  cut 
bor  costs  by  $500  million  annually.  Delta 
Lines  Inc.  is  engaged  in  a  companywide  effor 
lower  its  costs  to  7.50  per  available  seat-mile' 
1997  from  their  current  9.6(2.  More  confrora 
tionally,  American  Airhnes  Inc.  and  usAir  Inc.  ■ 
seeking  concessions  from  pilots'  unions.  N< 
year,  American  could  find  itself  with  open  ca 
tracts  with  all  three  of  its  unions. 
NICHE  SEEKERS.  On  the  bright  side,  airlines  an? 
nally  accomplishing  what  they  have  talked  abj 
for  years:  shrinking  capacity.  As  loss-plagaied  a 
riers  cancelled  airline  orders  and  abandoni'd  ^ 
profitable  routes,  donif 
airline  capacity  declined  ' 
in  1994,  driving  load  factr 
higher  and  boosting  prop 
By  abandoning  money  in- 
routes  and  adding  res(uii 
to  its  profitable  hubs,  (luc: 
nancially  troubled  Norlliw 
transfoiTned  itself  into  on  o 
the  industry's  most  profitali 
players  in  1994. 

How  will  airlines  ho 
profits  in  1995?  After  ail,  tu 
fic  was  only  up  about  3'/f  s 
year,  not  much  to  crow  al  u 
during  a  recovery.  Lookoi 
airlines  to  differentiate  thii 
selves  through  market  >g 
mentation,  predicts  Miclie 
Gelhausen,  a  managing  ])t 
ner  at  Andersen  Consult  , 
in  Dallas.  Picking  a  niche  is  important  for  airl 
such  as  American  and  United,  which  have  l  o^ 
heavily  on  the  business  traveler.  That  segnn 
is  continuing  to  shrink  as  companies  cut  cosi^ 
and  communication  technologies  reduce  the  ip 
to  fly.  "Even  investment  bankers  don't  fl>'  ii 
class  anymore,"  says  Moody's  Shaker.  Maybe 
but  if  airlines  continue  to  reinvent  theniso  e 
and  trim  costs  in  '95,  they  just  might  reach  ci  is 
ing  altitude — and  stay  there  for  a  while. 

By  Susan  Chandler  in  Chicle 
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S  E  R  V  1  C  E  S 


RESTAURANTS 


BYE-BYE  TO  FAT  TIMES? 

Restaurants  face  higher  costs  and  stingier  customers-but  a  friendly  Capitol  Hill  may  help 


or  the  $290  billion  U.  S.  restaurant  industry, 
the  feast  of  the  past  few  years  is  giving  way 
to  slimmer  pickings.  Inflation-adjusted  in- 
:ry  sales  will  grow  an  estimated  2.4%,  less 
1  1994's  2.7%  though  still  a  solid  gain.  Profit 
gins  of  major  chains  will  decline  to  about  5% 
995,  down  from  5.2%  last  year  and  5.7%  in 
!,  according  to  Technomic  Inc.,  a  Chicago  con- 
ant.  Still,  no  one  is  complaining  about  the 
s  from  Washington:  An  industry  that  en- 
d  1994  virtually  panicked 
at  mandatory  employer- 
aced  health  insurance  ex- 
ts  favorable  treatment 
1  a  Republican-controlled 
gress. 

Isewhere,  trouble  looms: 
ng  interest  rates  and  in- 
ised  competition  for  de- 
ble  sites  in  key  markets 
drive  up  the  cost  of  real 
te.  At  the  same  time,  val- 
tonscious  customers  will 
st  menu  price  increases. 
V  U.  S.  unemployment 
■s,  coupled  with  increased 
land  for  seasoned  manag- 
will  contribute  to  a  labor 
rtage  likely  to  force  up 
;es.  And  if  the  economy 
iS,  belt-tightening  consu- 
s  might  start  skipping  restaurant  meals,  even 
hains  expand  at  5%  in  1995.  "Seats  are  grow- 
faster  than  fannies,"  warns  David  Loeb,  res- 
•ant  analyst  at  Chicago  Corp. 
•RGASBORD.  Investors  are  already  taking  no- 
.  Restaurant  stocks  were  beaten  down  in 
i,  with  many  finishing  the  year  near  their 
veek  lows.  By  Dec.  15,  the  Piper  Jaffray  Inc. 
^x  of  71  restaurant  stocks  had  fallen  20.8%  for 
year.  Even  relatively  stable  companies  suf- 
d:  When  Brinker  International  Inc.,  owner  of 
li's  Grill  &  Bar  and  Romano's  Grill,  told  Wall 
iet  in  late  November  that  its  second-quar- 
earnings  would  fall  below  aggressive  esti- 
es,  its  stock  plunged  17%.  Other  top  casual- 
ng  chains,  such  as  Applebee's  International, 
idry's  Seafood  Restaurants,  and  Outback 
ikhouse,  fell  with  it. 

art  of  the  problem  stems  from  the  enormous 
of  public  offerings  in  the  early  1990s.  Since 
ng,  1991,  restaurant  companies  have  raised  at 
t  .$2.4  billion  in  public  equity,  easily  surpass- 
the  $1.7  billion  they  raised  over  the  previous 
ide.  That  boom  funded  the  expansion  of  some 
•ginal  concepts,  and  a  handful  of  stocks  that 


recently  dipped  into  the  public  till  have  disap- 
pointed. Among  the  biggest  losers:  Taco  Cabana, 
Polio  Tropical,  Bertucci's,  and  Fresh  Choice. 

Now,  it's  a  fight  for  survival.  As  chain  restau- 
rants continue  to  open  side  by  side  in  cities 
across  the  nation,  the  higher  costs  and  stiffer 
competition  will  favor  bigger  operators.  Watch 
for  less  able  chains  to  add  me-too  menu  items 
and  lean  heavily  on  price  specials  as  same-store 
sales  suffer.  The  future  belongs  to  well-managed, 
well-capitalized  operators 
that  can  lead  their  catego- 
ries, whether  it's  McDon- 
ald's Corp.  in  fast  food, 
Denny's  Inc.  in  midprice 
family  dining,  or  Brinker  in 
the  casual  market. 
CHEAP  EATS.  Even  big  play- 
ers won't  have  it  easy.  At 
PepsiCo  Inc.,  for  instance. 
Pizza  Hut  Worldvdde  will  be 
wrestling  with  its  dine-in 
business  this  year.  Aggres- 
sive expansion  of  its  take- 
out and  delivery  outlets  has 
left  the  Wichita  (Kan.)  chain 
well-positioned  against  Lit- 
tle Caesar  Enterprises  Inc. 
and  Domino's  Pizza  Inc.  But 
the  higher-margin  eat-in 
business  at  its  5,100  sit- 
down  outlets  has  suffered  from  neglect.  "We 
have  to  create  a  reason  for  people  to  come  back 
into  our  restaurants,"  says  Pizza  Hut  ceo  Allan 
S.  Huston.  He's  diversifying  the  menu,  offering 
value  meals,  and  spending  up  to'$50  million  an- 
nually to  brighten  his  outlets'  worn-out  decor, 
but  analysts  remain  skeptical  about  a  revival. 
"It's  not  going  to  happen,"  says  analyst  Allan  F. 
Hickok  of  Piper  Jaffray. 

In  fast  food,  bargain  pricing  will  remain  prom- 
inent. Among  burger  chains,  the  majors  will  con- 
tinue to  stress  the  990  deals  that  once  gave  up- 
starts such  as  Checkers  Drive-In  Restaurants 
Inc.  a  price  advantage.  Checkers,  whose  stock 
price  has  dropped  to  less  than  $3  from  $13  a  year 
earlier,  will  continue  to  face  stiff  competition. 

Then,  there's  that  Capitol  Hill  bright  spot:  A 
more  business-friendly  Congress  seems  unlikely 
to  impose  an  employer-mandated  health-care 
plan.  Food-service  lobbyists  plan  to  take  the  of- 
fensive, trying,  for  instance,  to  reverse  the  recent 
reduction  in  business-meal  tax  deductibility.  In 
1995,  the  Beltway  bunch  may  help  make  up  for 
belt-tightening  elsewhere. 

By  Greg  Burns  in  Chicago 
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POSITIVES 

■  Industry  growth  will 
be  solid,  especially  for 
big,  established  chains. 

■  Restaurants  won't  be 
burdened  with  steep 
new  costs  from  health- 
care reform. 

NEGATIVES 

■  As  economic  growth 
slows,  customers  will 
balk  at  any  increase  in 
menu  prices. 

■  A  boom  in  initial  pub- 
lic offerings  has  en- 
couraged some  margi- 
nal players  to  expand 
too  fast. 


SPOTLIGHT 
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UTILITIES 


SUDDEHLY,  A  SUPERCHARGED  CLIMATE 

Deregulation  is  coming,  so  utilities  are  cutting  costs  and  putting  the  spark  back  into  services 
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POSITIVES 

■  Demand  for  electric- 
ity is  rising  about  2% 
annually,  while  low  fuel 
prices  fielp  keep  costs 
down. 

■  Full  deregulation  may 
be  slower  tfian  antici- 
pated, giving  compa- 
nies time  to  adjust. 

NEGATIVES 

■  Price  competition 
could  stick  utilities  with 
uneconomic,  high-cost 
power  plants. 

■  Big  customers  are  de- 
manding and  often  get- 
ting special  rate  cuts. 


SPOTLIGHT 


UTILITIES 
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Dull.  Predictable.  Staid.  If  that's  the  way  you 
would  describe  the  electric  utilities  industry, 
take  a  closer  look.  Buffeted  by  the  winds  of 
competition,  the  utilities  industry  is  one  of  the 
fastest-changing  segments  of  the  U.  S.  economy. 
Big  customers  are  bellowing  for  lower  prices. 
Regulators  are  rethinking  decades-old  monopo- 
ly structures.  And  utilities  are  scrambling  to 
pare  down  costs  and  stimulate  torpid  cultures. 
"This  is  undoubtedly  the  greatest  period  of 
change  our  industry  has  ever  gone  through," 
says  Joseph  F.  Paquette  Jr.,  chairman  and  ceo  of 
PECO  Energy  Co.,  a  large  utility  based  in 
Philadelphia. 

Deregulation  has  been  slowly  coming  to 
electricity  for  15  years.  But  the  pace  of  change 
has  picked  up  markedly  in  the  past  two  years 
and  could  accelerate  in  1995.  All  eyes  now  are  on 
California,  where  the  Pubhc  Utihties  Commission 
(puc)  last  April  proposed  to  deregulate  almost  to- 
tally the  state's  electric  power  industry  by  2002. 
The  most  radical  suggestion:  allow  businesses 
and  then  residential  customers  to  shop  around  for 
electricity  service. 

BREATHING  ROOM.  After  igniting  a  lightning 
storm  of  controver- 
sy, the  California  ,  ; 
PUC  postponed  its 
decision  and  is  now 
expected  to  make  a 
final  ruling  in  May. 
Most  observers  ex- 
pect it  will  soften 
the  original  plan, 
perhaps  by  requir- 
ing far  more  vigor- 
ous wholesale  com- 
petition  among 
power  generators  as  a  first 
step.  Once  California  acts,  most 
other  state  regulators  are  likely  to  study  the  re- 
sults before  taking  action.  That  could  provide  a 
few  years  of  breathing  room  for  hard-pressed 
utilities. 

Even  so,  most  utilities  are  hustling  to  pre- 
pare for  "life  after  monopoly"  by  cutting  costs 
and  improving  service.  "Competition  is  going  to 
come,"  says  Stanley  T.  Skinner,  ceo  of  Pacific 
Gas  &  Electric  Co.,  the  largest  investor-owned 
utility.  "It's  not  a  question  of  whether  but  when." 
Skinner  says  he's  "hell-bent"  on  getting  ready.  In 
1995,  PG&E  plans  to  cut  its  costs  by  $285  million, 
partly  by  slashing  3,000  jobs  from  its  payroll,  on 
top  of  a*3,000  cut  in  1994. 

The  biggest  pressure  for  change  is  coming 
from  large  energy  customers,  many  of  whom  are 


seeking  lower-cost  power  any  way  they  can  g< 
it.  Some  are  threatening  to  build  their  own  po\ 
er  plants.  Others  are  linking  up  v/ith  local  towi 
to  create  municipal-owned  utilities  that  can  g: 
around  the  local  monopoly  utility  by  bringing] 
power  from  afar.  Then  there's  Motorola  Im 
which  is  building  a  big  plant  in  Harvard,  111.,  tl 
territory  of  high-cost  supplier  Commonweal 
Edison  Co.  Motorola  recently  got  Com  Ed  to  c 
its  rates  by  threatening  to  build  a  transmissii 
line  to  bring  in  cheaper  power  from  Wisconsi 
just  eight  miles  away. 

To  forestall  such  defections,  utilities  increa. 
ingly  are  offering  steep  discounts  to  keep  maj 
customers.  One  particularly  innovative  exa 
pie:  Western  Resources  Inc.,  based  in  Topel 
Kan.,  was  concerned  that  low  oil  prices  coi 
force  the  closing  of  many  small  electric-power 
oil  wells  in  its  territory.  So  now  it's  offering 
operators  the  option  of  linking  their  electrici 
rates  to  oil  prices. 

The  newly  competitive  climate  is  having 
impact  on  utility  finances.  Unwilling  to  rai 
rates  for  fear  of  being  priced  out  of  the  marki 
utilities  filed  for  a  record  low  $1.1  billion  woi 

of  rate  increas 
last  year,  do 
from  $5.9  billion 
recently  as  19J 
figures  Dan 
Scotto,  analyst 
Bear,  Stearns 
Co.  And  for  all 
industry's  cost-e 
ting,  Scotto  call 
lates  that  marg 
will  remain  flat 
falling  in  1995 
spite  demand  rising  at  a  healthy  2%  annual  el 
"the  industry's  financial  profile  is  as  weak  ai 
has  been  in  a  decade,"  he  says. 

Investors  have  already  taken  notice.  The  D 
Jones  utility  index  dropped  20%  in  1994,  par 
because  of  rising  interest  rates  but  also  due  to 
dustry  uncertainty  and  cuts  in  dividends  by  Si 
eral  utilities. 

Although  more  competition  seems  inevital 
the  precise  path  to  get  there  remains  uncerti 
Regulators  are  still  wrestling  with  huge  issti 
such  as  what  to  do  about  the  billions  of  doll 
worth  of  high-cost  power  plants  that  would 
rendei'ed  uneconomical  if  electricity  sudde: 
became  a  free-for-all.  But  one  thing's  for  sv 
The  electricity  industry  will  never  be  dull  ag; 

By  Mark  Mareynont  in  Bost 
with  bureau  repc 
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S  E  R  V  1  C  E  S 


E  N  T  E  R  T  A  I  N  M  E  N  T 


BAHLE  FOR  THE  COUGH  POTATO 

The  networks  are  healthy-and  everyone  from  Geffen  to  Gates  wants  to  compete  with  them 


lagine  the  plot.  The  race  is  to  the  swift,  with 
ntold  riches  the  prize.  The  cast  includes  ar- 
lies  of  somber  executives,  a  computer  nerd 
wo,  a  Montana  rancher  and  his  actress  wife, 
a  mysterious  guy  from  Denver  who  once 
mpted  a  congressional  investigation.  Sound 
a  '90s  version  of  the  '63  comedy  It  's  A  Mad 
i  Mad  Mad  World'l  Hardly.  It's  the  1995  ver- 
1  of  The  Great  Race,  and  every  telephone, 
iputer,  and  media  company  in  the  world 
ns  to  want  a  piece  of  the  business  of  wiring 
delivering  programs  to  America's  94  mil- 
homes. 

VIedia  companies 

be  staging  large 
le  tests  to  see 

great  an  appe- 

American  con- 
lers  have  for 
ies,  sports,  and 
er  services  they 

order  up  from 
r  sets.  Telephone 
panies  will  start 
:ing  TV  shows  for 
adcast,  two  new 
onwide  television 
vorks  will  be  born,  and  deals  to  buy  studios 
networks  will  be  struck  by  players  position- 
themselves  to  deliver  TV  into  the  21st  centu- 

he  Big  Three  networks,  v/hich  have  been  re- 
;ted  for  two  decades,  will  be  able  to  own  the 
)rogramming  they  air  later  this  year.  And 
Baby  Bells  and  cable  companies  will  expand 
r  fight  for  the  rights  to  deliver  programs  di- 
ly.  Freed  from  so-called  Financial  Interest 
Syndication  rules,  at  least  one  of  the  Big 
ee  networks  will  be  sold.  CBS  Inc.  owner 
rence  A.  Tisch  wants  out,  and  mogul-vdthout- 
folio  Barry  Diller  is  the  most  likely  buyer, 
eral  Electric  Co.,  which  wants  $6  billion  for 
IBC  Inc.  unit,  will  also  finally  get  a  buyer  for 
!ast  a  piece  of  it. 

S  OF  EYEBALLS.  After  years  of  losing  view- 
to  cable  and  videocassettes,  the  nets  have 
;ly  stabilized.  Investment  bankers  Veronis, 
ler  &  Associates  think  viewership  will  pla- 
I  at  61%  for  the  next  five  years  after  falling 
nost  of  the  past  two  decades.  And  in  a  frac- 
d  environment,  the  larger  networks  can  still 
/er  impressive  numbers  of  eyeballs  for  adver- 
ts. "People  still  want  big-event  TV,"  says  Fox 
'hairman  Chase  Carey. 
1  1995,  network  sales  for  Fox  and  the  Big 
36  will  jump  by  5%,  to  $11.6  billion— a  heady 


increase  in  a  nonelection  year  with  no  Olympics, 
says  Robert  J.  Coen,  senior  vice-president  at 
McCann-Erickson  Worldwide.  That  will  mean 
greater  operating  earnings  for  all  three,  figures 
Oppenheimer  &  Co.  analyst  Jessica  J.  Reif,  with 
ratings  leader  abc  earning  $375  million,  a  12% 
gain  from  1994  and  double  its  1993  earnings. 
Even  with  hefty  losses  from  its  new  National 
Football  League  conti-act.  Fox  will  eke  out  $10 
million  or  so  in  earnings,  Reif  estimates. 
MOGUL  PATROL.  The  merging  of  Hollywood  stu- 
dios and  electronic  distiibution  will  pick  up  steam 
as  well.  Capital  Cities/ABC 
Inc.  is  leading  the  hunt, 
having  already  launched 
joint  ventures  with  video- 
game company  Electronic 
Arts  and  the  Hollywood 
team  of  Steven  Spiel- 
berg, David  Geffen,  and 
Jeffrey  Katzenberg. 
The  reason  is  simple: 
The  battle  between 
competing  TV  outlets 
means  $10.5  bilhon  will 
be  spent  making  TV  pro- 
grams in  1995,  according 
to  Veronis  Suhler— a  12%  hike  from  1993.  That 
has  caught  the  attention  of  a  new  cast  of  Holly- 
wood mogul-wannabes.  Eager  to  deliver  video 
programs  over  Microsoft's  new  on-line  service, 
Microsoft  Corp.  Chairman  William  H.  Gates  III 
is  working  with  Michael  Ovitz  to  line  up  deals 
with  production  companies. 

Cable  mogul  John  C.  Malone,  chief  executive 
of  Tele-Communications  Inc.,  isn't  likely  to  stay 
out  of  Hollywood  for  long,  either.  With  cash  flow 
of  $2  billion  annually  from  his  nearly  11  million 
subscribers,  he's  intent  on  expanding  his  core 
business  as  well.  A  $2.4  billion  deal  by  TCi-con- 
trolled  InterMedia  Partners  to  buy  Viacom  Inc.'s 
1.2  million  subscribers  will  expand  his  already 
massive  clout  within  the  industry.  He'll  want 
programming  to  show  them  and  has  again  start- 
ed looking  to  invest  in  Hollywood  studios. 

Malone  had  better  move  fast.  By  midyear,  the 
seven  Baby  Bells  will  have  cemented  their  own 
Hollywood  relationships.  By  then,  Walt  Disney 
Co.  is  expected  to  have  formally  signed  an  agi*ee- 
ment  to  provide  programming  for  three  of  them. 
Three  others  allied  with,  agent  Ovitz  vdll  have  al- 
ready signed  their  first  deals  to  make  TV  shows. 
In  all,  Hollywood  should  generate  $18.3  billion  in 
1995,  double  its  1988  take.  With  that  much  on 
the  line,  the  plot  can  only  continue  to  thicken. 

By  Ronald  Grover  in  Los  Angeles 


PROGNOSIS  '95 


ENTERTAINMENT 

INCLUDES  BROADCASTING 


BILLIONS  OF 
'94  DOLLARS 


EMPLOYMENT 

MILLIONS  OF  WORKERS 


PRODUCTIVITY 

THOUSANDS  OF  '94  DOLLARS 
PER  EMPLOYEE 


'90 


'95 


DATA  DRI/McGRAW-HILL 


POSITIVES 

■  A  stronger  economy 
will  boost  ad  sales  for 
networks  and  cable. 

■  New  broadcast  and 
telecom-based  net- 
works will  spur  demand 
for  movies  and  TV 
shows. 

NEGATIVES 

■  Slower-than-expected 
demand  for  interactive 
services  will  hamper 
new  marketing  trials  by 
cable  and  telecom. 

■  A  rash  of  big-budget 
films  threatens  Holly- 
wood studio  profits. 


'90  '91  '92  '93  '94  '95 
▲  BILLIONS  OF  DOLLARS  "  ^^T- 
DATA:  VERONIS,  SUHLER  8  ASSOCIATES  INC. 
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FINANCE 


BANKING 

Higher  rates  put  a 
damper  on  demand  in 
mortgage  and  consumer 
banking,  thinning  out 
earnings,  page  93 


INSURANCE 

A  host  of  environmental 
claims  has  rocked  the 
industry,  but  health-care 
insurers  are  reaping 
hearty  profits,  page  94 


SECURITIES 

Derivatives  debacles  and 
rising  rates  made  for  a 
dreadful  year.  There's 
reason  to  think  '95  will 
be  brighter,  page  95 


REAL  ESTATE/ 
CONSTRUCTION 

Commercial  property  is 
finally  back  from  the 
dead,  but  rate  hikes  may 
call  a  halt  to  housing's 

climb.  PAGE  98 


USTRATIONS     BY     HAYES     HENDE  R  S  0  N 
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F  I  N  A  N  C  E 


BANKING 


A  DELICATE  BALANCE  AT  THE  BANK 

Fewer  loans,  lower  returns-profits  won't  come  as  easily  this  year 


i  anks  have  been  riding  a  wave  of  good  for- 
[tune  for  three  years  now.  With  low  interest 
'rates  keeping  loan  losses  falling  and  profits 
Ti  investments  rising,  banks  have  been  rack- 
up  record  earnings  since  1992.  But  stellar 
nings  growth  won't  come  so  easy  in  1995. 
es  are  apt  to  move  even  higher,  the  economy 
V'  slow,  and  with  excess  capacity  a  continu- 
problem  for  the  industry,  new  revenues  will 
•scarcer. 

ligh  interest  rates  are  already  cramping 
kers'  style.  To  begin  with,  demand  for  mort- 
;es  and  other  consumer 
iking  products  is  down, 
rtgage  lending  dropped 
•ut  25%  in  1994  and  will 
tinue  to  shrink  in  1995, 
Drding  to  the  Mortgage 
ikers  Assn.  Fierce  com- 
ition  among  loan-hun- 

bankers  is  also  cutting 
I  profits  on  commercial 
ding.  Says  Martin  J. 
ischek,  executive  vice- 
sident  at  a  subsidiary 
'"lorida's  Barnett  Banks 

and  president  of  Robert 
•ris  Associates,  an  organi- 
on  of  bank  loan  and  credit 
;ers:  "There  are  going  to 
I  lot  of  lenders  looking 
somebody  to  lend  to,  and 
bon'owers,  with  rates  high,  will  be 
tie  less  willing  to  borrow,"  forcing  banks  to 
r  bargain  rates. 

he  losses  on  investment  securities  will  also 
t  profits.  Rising  rates  have  pushed  down  pric- 
m  bonds  and  have  devastated  some  banks' 
folios.  Banks  holding  on  to  bonds  with  below- 
ket  yields  can  expect  subpar  investment  in- 
e  until  rates  come  down.  Pittsburgh's  pnc 
ancial  Services  Inc.,  for  one,  expects  that  its 
interest  income  in  1995  will  be  15%  below 
1  levels. 

PORATING  JOBS.  Many  bankers  are  taking 
?h  measures  in  anticipation  of  the  more  chal- 
king environment.  Banks  will  focus  on  "ex- 
se  control,  choosing  priorities  around  the 
Id,  and  managing  change  caused  by  technol- 
and  communication,"  says  Dennis  Weather- 
le,  the  just-retired  chairman  and  CEO  of  J.  R 
•gan  &  Co. 

Iready,  employment  is  starting  to  shrink  at 
e  institutions,  as  Chemical  Banking,  Chase 
ihattan.  Fleet  Financial,  and  others  announce 
or  cuts,  cs  First  Boston  Group  Inc.  sees  rev- 


enues for  35  top  banks  rising  4.9%,  but  expens- 
es increasing  just  3.2%. 

Smart  banks  aren't  just  battening  down  the 
hatches,  however.  They  are  investing  where 
they'll  have  a  competitive  edge.  Watch  for  a  pick- 
up in  technology  investments,  particularly  in 
back  offices  and  consumer  banking.  A  survey  by 
consultants  Ernst  &  Young  shows  that  banks 
plan  to  boost  technology  spending  to  $19.8  billion 
by  1997—21%  more  than  1994's  $16.4  billion. 

Electi"onic  consumer  banking  will  get  a  lot  of  at- 
tention. A  few  banks,  notably  Citibank  and  Na- 
tionsBank, already  sell  or  lease  "screen  phones" — 
telephones  with  cathode-ray-tube  (CRT)  screens 
attached — in  some  markets.  These  phones  can 
be  used  for  banking  busi- 
ness or  for  ordinary 
phone  calls.  In  December, 
Chase  introduced  a  device 
that  customers  can  plug  into 
an  ordinary  telephone  to  do 
their  banking.  Other  banks 
will  be  launching  their  own 
home-banking  offerings  in  1995 
and  beyond. 

As  for  acquisitions,  many 
banks  will  focus  on  small  "fill-in" 
deals  that  boost  their  presence 
in  specific  fields.  One  example: 
the  purchase  of  U.  S.  Trust 
Corp.'s  securities-processing  op- 
erations by  Chase,  which  is  try- 
ing for  economies  of  scale  in  that 
business.  Big  deals  are  hardly 
dead,  though,  says  Chemical  CEO  Walter 
V.  Shipley.  His  bank  is  the  result  of  a  $2.3  billion 
megamerger  between  Chemical  and  the  former 
Manufacturers  Hanover  Corp.  "Over  the  long 
term,"  he  predicts,  "more  consolidation  will  take 
place  of  the  Chemical-Manufacturers  variety." 

In  Washington,  banks  may  find  a  friendlier 
environment  with  the  Republicans  in  control  of 
Congress.  Representative  Jim  Leach  (R-Iowa) 
may  introduce  a  bill  to  reform  the  Glass-Steagall 
Act,  the  legislation  that  limits  banks'  involve- 
ment in  securities.  But  potential  new  restric- 
tions loom.  The  National  Association  of  Secmities 
Dealers  has  proposed  new  rules  for  the  sale  of 
securities  in  bank  lobbies,  and  the  derivatives 
market  could  also  see  new  regulations. 

The  coming  year  won't  be  a  banner  one  for 
most  banks.  But  bankers  who  invest  the  capital 
they  amassed  in  the  past  few  years  in  well  tar- 
geted fields  will  find  reasons  to  smile. 

By  Kelley  Holland  in  New  York,  with  Amy 
Barrett  in  Washington 


PROGNOSIS  '95 


BANK  SERVICES 


BILLIONS  OF 
■94  DOLLARS 


EMPLOYMENT 

MILLIONS  OF  WORKERS 


PRODUCTIVITY 

THOUSANDS  OF  '94  DOLLARS 
PER  EMPLOYEE 


DATA  DRI/McGRAW-HILL 

POSITIVES 

■  Banks  will  cut  costs 
to  boost  their  competi- 
tiveness before  ac- 
qulsitors  do  it  for  them. 

■  Fill-in  acquisitions 
will  help  many  gain 
strong  positions  in  well- 
targeted  markets. 

NEGATIVES 

■  High  interest  rates 
are  cutting  into  demand 
for  such  key  products 
as  mortgages  and  com- 
mercial loans. 

■  Losses  on  investment 
securities  will  reduce 
many  banks'  income. 


SPOTLIGHT 


BANKING 
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INSURANCE 


FIELDS  OF  GREENLAND  DISASTER  AREAS 

Health  care  is  robust,  but  environmental  claims  could  drain  insurance  companies'  reserves 


PROGNOSIS '95 


INSURANCE 


BILLIONS  OF 
•94  DOLLARS 


EMPLOYMENT 

MILLIONS  OF  WORKERS 


I  PRODUCTIVITY 

!     THOUSANDS  OF '94  DOLLARS 
j  PER  EMPLOYEE  j 

'90  '  '95 

-  ESI- 
DATA  DRI/MrGRAW-HILL 

POSITIVES 

■  Premiums  for  auto 
and  home  policies 
should  jump  5.6%, 
boosting  profits. 

■  Lack  of  drastic 
reforms  will  help  health 
insurers  maintain 
business. 

NEGATIVES 

■  Agents'  illegal  sales 
tactics  have  hurt  life 
insurers. 

■  Huge  environmental 
cleanup  costs  dog  prop- 
erty-casualty insurers, 
and  disability  claims 
keep  rising. 


SPOTLIGHT 


PROPERTY-CASUALTY 
INSURERS 


INCREASE 
6         IN  NET 

PREMIUMS 

4-!#. 
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A  PLRLtNT  ~EST- 

DATA  INSURANCE  INFORMATION  INSTITUTE 


HOW  well  will  insurers  perform  in  1995?  The 
answer  depends  on  which  business  they're 
in.  Health  insurers,  spared  reform  fi'om  Cap- 
itol Hill,  are  still  pushing  consumers  into  man- 
aged care  and  reaping  robust  profits.  On  the  oth- 
er hand,  property  and  casualty  insurers  were 
rocked  by  the  1994  California  earthquake,  snow- 
storms in  the  Northeast,  flooding  in  the  South 
and  West — and  a  plague  of  environmental  claims. 
Overall,  they  paid  out  $15  billion  for  disasters  in 
1994 — their  second-worst  year  in  history. 

Propeily  insurers  still  have  a  hefty  $180  billion 
in  reserves  against  future  losses.  But  those  re- 
serves ai'e  coming  under  increasing  strain:  Many 
insurers  who  sold  liability  policies  in  the  1960s 
and  '70s  are  being  asked  to  fund  cleanups  of  en- 
vironmental sites.  "Environmental  claims  are 
the  single  biggest  issue  facing  the  insurance  in- 
dustry," says  Dean  R.  O'Hare,  chief  executive 
of  Chubb  Corp.  in  Warren,  N.J.  Indeed,  the  rat- 
ing agency  A.  M.  Best  Co.  predicts  that  insurers 
will  pay  a  staggering  $132  billion  for  environ- 
mental and  asbestos  claims. 

That  threat  is  already 
having  an  impact.  Aetna  Life 
&  Casualty  Co.  added  $200 
million  to  its  reserves  last 
year  and  saw  its  stock  price 
drop  22%,  primarily  because 
of  concerns  over  future  envi- 
ronmental claims.  And  Conti- 
nental Corp.  set  aside  an  extra 
.$400  million. 

BOND  TRAP.  In  1995,  pi'operty- 
casualty  insurers  will  get  some 
short-term  help  in  the  form  of 
higher  prices.  Premiums  should 
increase  by  6.6%  this  year,  ac- 
cording to  a  survey  by  the  In- 
surance Information  Institute. 
That's  up  from  a  4.9%  hike  last 
year — and  the  increase  might 
help  profits  recover.  Without  any 
large  disasters,  property  and  casualty 
earnings  could  hit  $15  billion  in  1995,  up  more 
than  50%. 

What  could  hurt  the  bottom  line,  however,  is 
a  continued  rise  in  the  bond  market.  Some  62%- 
of  the  industry's  assets  are  invested  in  bonds. 
With  a  200-basis-point  deterioration  in  bond  port- 
folios, insurers  have  lost  two  years'  worth  of  op- 
erating earnings,  estimates  A.  Michael  Frinquel- 
li,  an  analyst  at  Salomon  Brothers  Inc. 

Meanwhile,  life  insurers  were  stung  last  year 
by  revelations  that  Metropolitan  Life  Insurance 
Co.  agents  were  illegally  selling  policies  as  retire- 


ment plans.  The  New  York  company  paid  mo 
than  $20  million  in  fines,  and  it  expects  to  r 
fund  $50  million  to  policyholders.  The  brouha' 
was  partly  to  blame  for  a  4%  industrywide  dr 
in  life-insurance  sales  last  year.  "Market  co 
duct  may  well  be  the  crucial  issue  for  our  indi; 
try  in  this  decade,"  says  Stephen  L.  Brown,  ci 
of  John  Hancock  Mutual  Life  Insurance  Co.  "B 
fore,  there  was  a  general  sense  of  distrust.  No 
the  public  has  seen  well-defined  behaviors 
support  their  feelings  about  us." 
HMO  BANDWAGON.  Insurers  will  also  strugg 
with  individual  disability  policies,  a  $3  billii 
market  that  has  been  hurt  by  increasing  clair 
from  everything  from  AiDS-related  illnesses  to  r 
petitive-stress  and  back  injuries.  Provident  Li 
&  Accident  Insurance  Co.  of  America  took  a  $4 
million  charge.  And  unum  Life  Insurance  Co. 
America  set  aside  $125  million  for  claims  ai 
stopped  selling  the  policies  in  the  U.  S.  "The  mt 
ketplace  is  one  of  fixed  prices  and  increasii 
costs,"  says  James  F.  Orr  III,  unum's  CE 
Health  insurers  are  makii 
more  inoney  by  pushing  cons 
mers  into  managed  care.  E 
rollment  in  health-maint 
nance  organizations  total| 
50  million  at  yearend,  i 
12%  from  1993,  according 
the  Health  Insurance  As^ 
By  1997,  managed  care  w 
make  up  80%-  of  the  healt 
insurance  market,  predic 
Allen  Maltz,  a  vice-preside 
at  Aetna. 

The  benefits  are  cle£ 
Health  premiums  shou 
rise  by  5%  in  1995,  but  ov( 
head  will  drop  by  3%, 
managed  care  realizes  ecc 
omies  of  scale.  That's  w 
the  business  is  attract! 
entrants.  Metropolitan  L 
and  Travelers  Corp.  combin 
health-insurance  operations  into  Meti 
Health.  The  two  hope  to  compete  with  clGi 
Aetna,  and  Prudential — leaders  in  managed  ca 
Last  year,  the  industry  got  its  wish  and  w 
spared  a  Washington-led  overhaul  of  the  heali 
care  system.  This  time,  it's  pressing  for  legis 
tive  action:  To  minimize  the  growing  burden ' 
environmental  claims,  insurers  want  the  GOP( 
make  Superfund  reform — a  cap  on  what  insun 
would  pay  out — a  top  priority.  They're  likely  ( 
win  again. 

By  Chris  Roush  in  Harffi 
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F  I  N  A  N  C  E 


SECURITIES 


ON  WALL  STREET:  THIS  TOO  SHALL  PASS 

iigh  rates  and  derivative  losses  will  continue  to  rankle,  but  some  see  a  second-half  easing-up 


Iuch  of  the  securities  industry  took  it  on  the 
chin  last  year,  but  there'll  be  plenty  of  pain 
left  for  1995.  High  interest  rates,  more  reg- 
ion, and  continuing  consolidation  will  squeeze 
irther.  "The  first  half  of  1995  will  be  very  dif- 
It,  with  interest  rates  as  high  as  they  are," 
3  Gordon  R.  Watson,  brokerage  group  pres- 
it  at  Fidelity  Investments, 
lot  all  bond  traders  and  investment  bankers 
crying  in  their  martinis,  howev 
^lany  Wall  Street  denizens  ex 
t  a  better  second  half 
(se  at  stronger  firms  see 
icing  opportunities,  from 
Imaking  to  issuing  stock 
foreign  governments  to 
Idling  mutual  funds. 
35  will  be  a  better  year 
n  1994,"  says  John  L. 
ffens,  executive  vice-pres- 
it  at  Merrill  Lynch  &  Co 
some  point,  rates  will  turn 
and  and  create  a  better  en- 
mment  for  the  individual." 
ligher  rates  last  year 
sed  big  trading  losses  for 
urities  firms.  After  three 
inomenal  years,  industry 
nings  plunged  80%  in  1994, 
:ust  $1.8  billion  before  taxes,  estimates  the 
:urities  Industry  Assn.  (SIA).  In  1995,  ana- 
;s  expect  that  pretax  earnings  will  edge  up  to 
i  billion. 

nterest  rates  are  expected  to  rise  further  in 
5,  however,  which  won't  help  the  equity-com- 
ision  business.  Investors  are  expected  to  de- 
;  from  the  stock  market  to  bonds,  causing  re- 
trading  activity  to  slow  down.  While  equity 
tual  funds,  according  to  the  Inve.stment  Com- 
ly  Institute,  attracted  a  record  $111  billion 
:he  first  10  months  of  1994,  Lipper  Analytic 
■vices  estimates  that  November,  1994,  saw  an 
flow  of  $436  million,  which  could  continue  into 
15.  Higher  rates  also  mean  that  bond-under- 
ting  activity  will  stay  depressed,  since  corpo- 
lons  have  to  pay  out  more  interest. 
;R0SC0PE.  Consolidation  and  globalization 
1  continue  to  eliminate  jobs.  PaineWebber 
)up  Inc.'s  takeover  of  Kidder,  Peabody  &  Co. 
about  2,500  jobs.  As  U.  S.  and  foreign  players 
imble  to  team  up  to  tap  global  markets,  there 

be  more  casualties.  If  the  Glass-Steagall  Act 
5,  which  may  come  to  pass  in  1995,  even  more 
s  will  disappear,  as  regional  brokers  are 

ght  by  regional  banks.  Industrywide,  job 
.es  could  exceed  10,000  in  1995. 


Intervention  from  Washington  in  the  lucra- 
tive derivatives  markets  is  another  approach- 
ing storm.  Derivatives  are  a  broad  category  of  fi- 
nancial instruments,  from  futures  to  structured 
notes,  whose  values  are  "derived"  from  an  under- 
lying security.  The  bankruptcy  of  California's 
Orange  County,  partly  due  to  investments  in  es- 
pecially risky  derivatives,  has  thrust  the  entire 
derivatives  market  under  a  microscope. 

Selling  high-margin  derivatives  has 
been  a  bonanza  for  big  Wall 
Street  firms.  Some  30%  of 
Merrill  Lynch's  $2  billion  in 
net  trading  revenues  in  the 
first  nine  months  of  1994  came 
from  derivatives.  If  House 
Banking  Committee  Chair- 
man Jim  Leach  (R-Iowa) 
succeeds  in  imposing  feder- 
al regulations  on  derivatives, 
that  bonanza  could  shrink. 
And  activist  Securities  & 
Exchange  Commission 
Chairman  Arthur  Levitt  Jr. 
may  fight  to  oversee  the 
municipal-bond  markets, 
which  are  currently  regu- 
lated mainly  by  the  states. 

But  professional  opti- 
mists on  Wall  Street  are 
hardly  despairing.  Washing- 
ton may  also  deliver  two  huge  gifts  to  the  se- 
curities industry:  a  capital-gains  tax  cut  and  a 
restoration  of  tax  deductibility  for  individual  re- 
tirement accounts.  Merrill's  Steffens  sees  a  60% 
chance  of  a  capital-gains  tax  cut  and  a  slightly 
higher  chance  for  an  ira  deduction. 

Some  firms  continue  to  see  big  gains  by  going 
global.  The  dominant  U.  S.  investment  banks 
should  keep  winning  lucrative  advisory  and 
underwriting  assignments  around  the  world. 
"1994  is  not  the  first  year  of  a  long  down  cycle 
but  an  interruption  in  a  favorable  trend.  We  are 
absolutely  convinced  that  globalization  is  early  in 
impact,"  says  Richard  B.  Fisher,  chairman  of 
Morgan  Stanley  &  Co.,  which  is  hiring  overseas. 

Other  businesses  are  humming,  too.  Mergers- 
and-acquisitions  activity  exploded  in  1994  and 
is  expected  to  continue  at  a  heady  pace  in  1995. 
"Our  backlog  on  M&A  is  up  40%  over  last  year," 
says  Morgan's  Fisher.  Merrill  Lynch's  trust  busi- 
ness is  growing  dramatically,  as  are  research, 
mortgages,  and  the  privatization  of  foreign-gov- 
ernment properties.  But  the  growth  areas  will 
find  it  tough  making  up  for  a  lousy  year. 

By  Leah  Nathans  Spiro  in  Neiv  York 


PROGNOSIS  '95 


SECURITIES 

INCLUDES  CREDIT  AGENCIES 


PRODUCTIVITY 

THOUSANDS  OF  '94  DOLLARS 
PER  EMPLOYEE 


•90 


'95 

-EST- 


DATA  DR1/M(GRAW-HILL 


POSITIVES 

■  Mergers  and  acquisi- 
tions remain  strong. 

■  If  enacted,  a  capital- 
gains  tax  cut  and  a  tax 
deduction  for  IRAs 
would  boost  brokerage 
activity. 

NEGATIVES 

■  Rising  interest  rates 
are  driving  investors 
to  the  bond  market, 
dampening  retail  sales 
of  stocks  and  stock 
mutual  funds. 

■  A  big  stock  market 
decline  could  send  in- 
vestors to  the  sidelines. 


SPOTLIGHT 


SECURITIES 


PRETAX  NET  INCOME 

~3  

■90  '91  '92  '93  '94  '95 
▲  BILLIONS  OF  DOLURS  "  EST- 
DATA:  SECURITIES  INDUSTRY  ASSN.,  BW 
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NEC 


MULTIMEDIA 


GIVING  NEW 


MEANING  TO 


THE  TERM 


INTERACTIVE 


FINANCE 


REAL  ESTATE/CONSTRUCTION 


BACK  FROM  THE  LAND  OF  THE  LIVING  DEAD 

The  tombstone  over  the  commercial  real  estate  market  has  started  to  move 


PROGNOSIS  '95 


REAL  ESTATE  & 
CONSTRUCTION 


TRILLIONS  OF 
•94  DOLLARS 


EMPLOYMENT 

MILLIONS  OF  WORKERS 


PRODUCTIVITY 

THOUSANDS  OF  '94  DOLLARS 
PER  EMPLOYEE 


•95 


DATA:  DRI/McGRAW-HILL 


POSITIVES 

■  Office  properties  will 
enjoy  steady  gains  in 
occupancy. 

■  Commercial  property 
values  should  improve 
as  pension  funds  and 
others  funnel  more 
money  into  real  estate. 

NEGATIVES 

■  Higher  interest  rates 
will  lead  to  a  slowdown 
in  the  housing  market. 

■  REITs  will  find  com- 
petition for  new  proper- 
ties tough  and  raising 
capital  in  the  public 
markets  even  tougher. 


SPOTUGHT 


. ,    HOUSING  STARTS 

1.6  

SINGLE-  AND 
1.4-MULTIFAMILY  — 


INMILUONS ^ 
1.0  ^  


91    92  '93 


DATA,  CENSUS  BUREAU.  NATIONAL 
ASSOCIATION  OF  HOME  BUIU)ERS 


It  looks  as  though  Samuel  Zell  was  right.  When 
the  Chicago-based  investor  coined  the  phrase 
"Stay  alive  'til  '95"  four  years  ago,  the  line 
became  a  mantra  for  the  nation's  beleaguered 
real  estate  executives.  And  sure  enough,  as  1995 
approaches,  commercial  real  estate  is  back.  The 
new  year  should  bring  continued  declines  in  va- 
cancy rates  and  the  first  signs  of  rent  hikes  on 
some  properties.  And  while  higher  interest  rates 
will  cause  a  slowdown  in  the  housing  market, 
new-home  construction  and  sales  activity  should 
not  fall  off  drastically — barring  a  huge  jump  in 
rates  in  1995. 

Last  year,  homebuilders 
racked  up  their  best  perfor- 
mance since  1986,  despite  an 
increase  of  almost  two  points 
in  30-year  fixed-mortgage 
rates.  Single-family  housing 
starts  hit  1.18  million.  That's 
close  to  a  olc  jump  over  199.3's 
showing,  according  to  the  Na- 
tional Association  of  Home 
Builders  (nahb).  And  the  Na- 
tional Association  of  Realtors 
(NAR)  puts  1994  sales  of  ex- 
isting homes  at  around  3.98 
million — also  a  jump  of 
about  h'^c. 

Sustained  health  in  hous- 
ing will  hinge  on  how  far 
interest  rates  rise.  The 
NAHB  expects  the  average 
fLxed-rate  mortgage  to  level 
off  at  about  9.5%  in  1995,  up  from  the  current 
9.15%.  As  a  result,  single-family  housing  starts 
should  fall  to  1.09  million,  and  sales  of  existing 
homes  could  drop  to  3.73  million.  The  xar  pre- 
dicts that  housing  prices  will  continue  a  modest 
climb,  gaining  about  4.5%  nationwide,  to  a  me- 
dian price  of  Si  15,400.  Gains  should  be  stronger 
in  such  fast-gi"o\\ing  markets  as  Denver  and  Salt 
Lake  City.  But  if  mortgage  rates  top  10%,  "we'd 
see  a  significantly  weaker  market,"  warns  John 
A.  Tuccillo,  xar's  chief  economist. 

Construction  of  apartment  buildings  was  also 
up  in  1994  after  years  of  decline.  According  to  the 
xahb,  construction  was  begun  on  247.000  apart- 
ment units,  and  an  additional  275,000  should  be 
started  in  1995.  A  favorite  among  real  estate  in- 
vestors, apartment  properties  have  seen  their 
prices  climb  steadily.  The  rich  price  tags  on  these 
properties  are  leading  savvy  investors  to  expect 
less  impressive  gains  in  1995.  Says  Douglas  A. 
Tibbetts,  president  of  Equitable  Real  Estate  In- 
vestment Management  Inc.:  "I'd  issue  an  ex- 


treme warning  in  certain  markets."  such  as  De 
ver,  Las  Vegas,  Phoenix,  and  Tucson. 

The  battered  office  sector  stands  to  ma 
headway  in  '95.  After  two  years  of  vacancy  rat 
of  close  to  20%,  the  glut  of  office  space  built 
the  mid-1980s  is  finally  being  worked  off.  Dow 
tow'n  vacancy  rates  slipped  to  17.7%,  while  si 
urban  rates  are  17.3%,  according  to  Cushman 
Wakefield  Inc. 

With  httle  new  office  construction,  vacan 
rates,  particularly  in  the  suburbs,  will  contin 
to  fall.  Cushman  &  Wakefield  Chief  Executi 
Arthur  J.  Mirante  II  sa 
selected  markets,  such 
Boston,  Atlanta,  and  Po 
land.  Ore.,  could  actually  i 
some  rent  increases.  Indi 
trial  properties  have  a' 
seen  improved  occupan 
and  rent  hikes  may  follow 
1995  in  such  markets  as  C 
cinnati  and  Charlotte,  N. 
But  the  recovery  will 
gradual,  and  some  ui'ban 
fice  markets,  such  I 
Angeles,  will  continue 
struggle  as  companies  .<1 
expensive  new  lea,-' 
At  the  top  of  most  li- 
for  1995's  big  winners  . 
hotels.  While  there'.-  s 
room  at  the  inn,  occupancy  1 
els  are  up  for  most  market  segments,  and  ro 
rates  are  climbing.  "Hotels  got  slammed 
hardest  and  are  recovering  the  fastest,'"  s;.- 
Equitable's  Tibbetts. 

Much  of  this  recovery  is  because  of  the  ■ 
turn  of  capital  to  the  real  estate  market.  Ba  .- 
are  lending,  pension  funds  are  on  the  prowl,  ;a 
investment  banks  are  buying  or  making  real  • 
tate  loans  to  pool  into  securities  for  sale,  li 
foreign  investors  from  Europe,  Hong  Kong,  .c 
Latin  America  are  expected  to  continue  tlx 
fast  investment  pace. 

All  this  may  be  bad  news  for  the  publicly  ti  i- 
ed  companies  know-n  as  real  estate  investmii 
trusts.  With  better  returns  available  thro  t. 
fixed-income  investments,  reit  shares,  usu}' 
valued  for  their  high  yield,  have  tumbll- 
For  most  players,  though,  the  long-awai-i 
recovery  is  here.  "The  industry  is  euphof." 
says  Lehman  Brothers  Inc.  analyst  S.  Miclel 
Giliberto.  If  the  economy  sidesteps  a  major  sK- 
down,  real  estate  execs  will  find  even  morW 
smile  about  in  1995. 

By  Amy  Barrett  in  Washiyio'^ 
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We 


don  t  condone  a  life  of  crime. 


But  we  do  tkink  of  Corsica 

^kat  of  a  steal. 


as  soiraewi 


Imagine  haying  your  new  fleet  vehicles  from  someone  else  and  finding  out  that  they  can  t 
compare  to  the  value  of  the  Chevy  Corsica.  You  d  prohahly  feel  like  you  were  fleeced.  While 
others  may  charge  more  for  the  extras  you  want,  Corsica  costs  less  and  comes  with  lots  of 
important  standard  features,  including  anti-loch  brakes,  driver  s-side  air  hag,  automatic 
transmission,  and  even  air  conditioning.  Corsica  also  has  room  for  five  passengers  and  13.5 
cuhic  feet  of  cargo  space  in  the  trunk.  Choose  Corsica  for  your  fleet  and  get  more  for  your 
money.  You  might  call  that  pulling  a  fast  one.  We  call  it  Genuine  Chevrolet,  lo  find  out  more, 

callus  at  1-800-FLEET-OPS  (353-3867). 


Genuine  Chevrolet" 


CKevvolet,  the  Clic-vrolcl  Umhk-m  a,ul  Corsica  are  redisteretl  trademarks  antl 

Clievy  is  a  traclemar  k  of  tlle  GM  Corp.  ©1994  GM  Corp.  All  RigKts  Reserved.  Buckle  up,  America!!^ 


  ■  r..,  .V.OM  SYSTEMS  COKP  ■  POTEST  ..BC.TOK.ES  .NC  .  AMOAH.  CUKPOKAT.ON  .  CHHVEN.E  SO^TW^Ke^ 


Thermo  Instrument  Systems  Inc. 


One  of  the 
301  companies  to 
switch    from  nasdaq 
to   the  amex 
SINCE  January  1987. 


Less  Volatility 
Short   Sale  Protection 
Narrower  Spreads 

AMERICAN  STOCK  EXCHANGE 


The   Smarter   Place   To  Be 


^^S^!KII!S?T?fll!!^S^    •  "ANOVHK  O.H.CT  .NC  ^TUKNEaBROAOCAST.NC  SYSTEM  .NC  • 


CORPORATION 


FOR     MORE     .NFORMAl.ON     CONTACT     D,CK     SvRON,  AMER.C 


,N   Stock  Exchange 


Chairman,  at  212-306-5353- 


MANAGERS 


THE 


BEST 


OF 


NEW 
PRODUCTS 


1994 


ENTREPRENEURS 


t  doesn't  get 
ch  better  than 
5!  Amazingly 
mg  economic 
wth  with  infla- 
1  still  in  check, 
•ging  corporate 
nings,  rising 
ductivity,  ex- 
ding  foreign 
'•kets,  3  million 
*rjobs.  Shifting 
)  1995,  the  economy  is  healthy  and  buoy- 
,  even  if  Wall  Street  remains  grumpy, 
•porate  America  had  one  of  its  best  years 
r,  and  all  the  time  and  effort  over  the 
t  decade  that  v^ent  into  getting  lean  and 
m  paid  off  big. 

1  the  follov^ing  pages,  you'll  see  some 
hlights  from  the  past  year.  These  are  the 
alts  of  a  BUSINESS  week  poll  of  its  edi- 
5  around  the  world,  who  were  asked  to 
linate  the  year's  most  captivating  man- 
rs,  entrepreneurs,  and  products.  You'll 


also  read  about 
executives  who 
should  be 
watched  for  ma- 
jor accomplish- 
ments in  1995. 

Inside,  you'll 
find  a  brilliant 
CFO  who  is  help- 
ing to  restruc- 
ture the  phar- 
maceutical 
industry.  A  canny  Finn  leading  one  of  the 
world's  top  cellular  phone  companies.  A  ceo 
breathing  new  hfe  into  a  former  hot-prod- 
ucts outfit  that  lost  its  way.  A  Japanese 
entrepreneur  angling  for  a  piece  of  the 
American  action.  And  those  fantastic  prod- 
ucts! Snazzy  new  cars  and  trucks.  Powerful 
multimedia  computers.  Engaging  cd-roms 
and  great  software  for  managers  and  kids. 
Even  a  vcR  that  sets  its  own  clock,  at  last. 
Here  are  some  of  the  outstanding  achieve- 
ments of  1994. 
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The  Best  MANAGERS 


CALLING  DR.LEWENT... 

T  Merck  &  Co.'s  chief  financial  officer,  Judy  C.  Le- 
went,  made  it  painless.  Swallowing  drug  distributor 
Medco  Containment  Services  could  have  given  Merck 
a  huge  case  of  financial  indigestion  in  1994.  But  by  us- 
ing $4.2  billion  in  stock  and  just  $2.4  billion  in  cash — 
much  of  it  borrowed — Lewent  deftly  spread  out  the 
financial  impact.  Merck's  net  income  gains  have  hov- 
ered from  8%  to  11%  for  the  past  six  quarters,  thanks 
in  part  to  the  4()-year-old,  MiT-trained  Lewent. 


FAST  MOVER 
FROM  FINLAND 

►  Nokia  Chief  Executive 
Jorma  Ollila  is  one  of  Eu- 
rope's new  breed  of  man- 
ager. In  1994,  he  led  his 
$4.6  billion  Finnish  mo- 
bile-communications mak- 
er to  second  place,  right 
behind  Motorola  Inc.,  in 
world  markets.  The  44- 
year-old  former  Citibank- 
er  pushed  Nokia  to  focus 
on  customer  service  and 
technology. 
The  result? 
Nokia  stock 
soared 
500%. 


BURGER 
CRUSADER 

►  How  do  you  say  Big 

Mac  in  Arabic?  Just  ask 
51-year-old  James  R. 
Cantalupo,  president  and 
CEO  of  McDonald's  Inter- 
national. In  the  first 
three  quarters  of  1994, 
he  opened  o92  outlets 
overseas,  compared  with 
280  launches  in  the  U.  S. 
Cantalupo  helped  boost 
profit  margins  to  21.6%-  in 
1994  in  company-owned 
stores,  up  from  20.8%  five 
years  ago.  McDonald's 
has  one  restaurant  per 
29,000  consumers  in  the 
U.  S.  vs.  one  per  600,000 
worldwide.  Cantalupo  has 
a  lot  of  Golden  Arches  to 

build.  Timbuktu,  anyone? 

 I 

102  BUSINESS  WEEK  /  JANUARY  9,  1995 


BUT  CAN  HE  MAKE  PEACE? 

T  Talk  about  management  challenges.  In  his  first  full 
year  of  power,  Yoichi  Morishita,  the  new  CVA)  of  the 
world's  largest  consumer-electronics  company,  Matsu- 
shita Electric  Industrial  Co.,  not  only  had  to  jump- 
start  domestic  profits  but  also  quell  a  rebellion  in 
Hollywood.  The  first  nonengineer  to  head  Matsushita 
(he  rose  through  sales),  the  60-year-old  Morishita 
boosted  operating  profits  by  51%.  Now  he  must  make 
peace  with  mca  Inc.,  where  the  Americans  want  out. 


The  Best  MANAGERS 


A  BOOMINGi 
LATE  BLOO^ 

<  Seventy-year-old 
trude  Boyle  not  onl; 
chairs  Columbia  Sp( 
wear,  the  world's  la: 
maker  of  ski  jackets 
also  sets  its  image, 
gling  with  bikers  at 
she  appears  in  Colu 
ad  campaign  as  an  c 
bearing  taskmaster 
working:  In  1994,  tl 
Portland  (Ore.)  com 
sales  jumped  38%,  t 
million,  putting  the 
ly-owned  Columbia 
ahead  of  Patagonia 

PLOWING 
PLOWSHARI 

►  Donald  R.  Beall 
finally  weaned  Rod 
International  Corp. 
the  government.  H; 
billion  acquisition  o 
Cleveland's  Relianc 
trie  Co.  means  Roc 
now  derives  only  1{ 
its  revenues  from  n 
contracts.  For  1994 
well  earned  $634  m 
13%  jump  over  199: 
56-year-old  Beall  p: 
a  20%  return  on  sh; 
holder  equity  for  1? 


MANAGERS  TO  WATCH  IN  1995 

Andrew  S.  Grove  is  on  the  hot  spot.  The 
58-year-old  chairman  of  Intel  is  facing 
the  biggest  challenge  of  his  career  as  a 
ghtch  in  the  new  Pentium  chip  causes 
major  customer  concerns.  Intel 
agreed  to  replace  all  chips  only 
after  weeks  of  mounting  custom 
er  criticism — and  a  hammer 
blow  from  IBM.  Grove  must 
transform  Intel's  technically 
oriented  culture  into  a  customei'-focused  service 
culture.  And  can  ex-Diir^ney  exec  Jeffrey  Katzen- 
berg  create  a  real  company  of  his  own?  As  the 


GROVE 


prime  mover  in  a  newly  created  produc- 
tion company  with  superstar  director 
Steven  Spielberg  and  record  mogul  Da- 
vid Geffen,  Katzenberg  will  spend  most 
of  early  '95  building  alliances  to  raise  the 
nearly  $2  biUion  he'll  need  for  a  Holly- 
wood studio.  After  stints 
throughout  the  Coke  empire,  M. 
Douglas  Ivester,  chief  financial 
officer  of  Coca-Cola  Co.,  was  el- 
evated to  president/coo  status  in  July.  Tha ) 
tions  Ivester  as  heir  apparent  to  CEO  Robe  ' 
Goizueta.  But  can  down-home  Doug,  shy  g\ 
numbers  maven,  fill  the  shoes  of  the  sophi.'^ 


IVESTER 


KATZENBERG 


Cuban-born  aristocrat? 
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MUSTANG  ALEX 

T  He  has  been  at  the  helm  of  Ford  Motor  Co.  for  only 
a  year,  but  Alexander  J.  Trotman  has  the  cai'maker 
humming.  With  plants  running  at  the  highest  rate  of 
any  of  the  Big  Three,  he's  adding  output  of  Explorers 
and  cranking  out  a  new  line  of  minivans,  without  the 
strikes  that  have  hindered  rival  General  Motors 
Corp.  Trotman,  61  years  old,  saved  the  classic 
muscle-car  Mustang  from  the  junkyard  and  used  it  to 
help  boost  Ford's  profits  to  $3.7  billion  in  the  first 
nine  months  of  1994  on  sales  of  $95  billion.  Tr-otman 
launched  "Ford  2000"  in  1994  to  reengineer  the  long- 
time multinational  along  global  lines.  Europe  gets  to 
develop  small  cars,  Detroit  the  rest. 


a  year  at  the  helm  of  Kodak,  George 
s  already  made  a  difference.  Selling  the 
health  operations  refocused  Kodak  on  its 
usiness  and  brought  in  more  than  .$8  bil- 
'95,  Kodak  will  introduce  new  digital-imag- 
cts  such  as  thermal  printers,  and  prepare 
a  1996  launch  of  a  new  35mm 
camera  standard  that  could 
spark  big  sales.  The  magic  hasn't  LEWIS 
worked  at  Kodak  for  many 
years.  Can  Fisher  now  become  the  magi- 
cian that  he  was  at  Motorola?  Loida  Nico- 
las Lewis,  the  widow  of  Reginald  Lewis 
and  current  chairman  and  CEO  of  tlc 
Beatrice,  is  eyeing  1995  as  a  possible  time 


to  take  her  company  public.  But  first  she  must  gen- 
erate some  profitable  quarters.  52-year-old  Lewis' 
strategy  is  to  pare  costs  low  enough  and  ride  the 
European  recovery.  Richard  Parsons  knows  all 
about  pressure.  As  chairman  of  Dime  Savings  Bank 
of  New  York,  the  46-year-old  lawyer  helped  rescue 
the  thrift  from  insolvency.  Now, 
Parsons  is  parachuting  into  the 
presidency  of  Time  Warner. 
Chairman  Gerald  Levin  has 
placed  an  enormous  bet  on  cable  TV's  abil- 
ity to  deliver  interactive  and  phone  ser- 
vices. Levin  wants  Parsons  to  be  an  ad- 
vocate of  Time  Warner's  strategy  on  Wall 
Street.  Can  he  do  it?  PARSONS 
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The  Best  MANAGERS 


MISIC-BIZ  MILESTONE 

▲  Time  Warner  Inc.'s  music  group  generated  plenty 
of  bad  vibes  in  1994,  as  Chairman  Robert  J.  Morgado 
feuded  with  his  record-label  executives.  But  Sylvia 
M.  Rhone  continued  making  sweet  music.  In  taking 
over  Warner's  Elektra  Entertainment,  Rhone  be- 
comes the  music  industry's  highest-ranking  woman 
and  Afi'ican  American.  The  40-yeai'-old  graduate  of 
the  Wharton  School  began  as  a  Wall  Street  invest- 
ment banker. 


THE  GATES  JUGGERNAUT 

▼  What  a  year  for  Bill  Gates!  The  Microsoft  Corp. 
CEO  beat  the  Justice  Dept.  on  a  monopolistic-pricinj 
rap,  then  announced  plans  to  buy  rival  software  ma 
er  Intuit  Inc.  for  $1.5  billion.  He  also  spent  $30  mil- 
lion for  a  Leonardo  da  Vinci  manuscript  and  found 
time  to  get  married.  Gates  marked  1994  by  shifting 
Microsoft  into  consumer  markets  such  as  home-fi- 
nance management  and  multimedia.  Oh,  yes,  sales 
and  profits  are  way  up. 


MANAGERS  TO  WATCH  IN  1995 

Robert  Eaton's  first  big  challenge  as 
Chrysler's  chairman  is  simple:  clean 
up  his  company's  uneven  quality.  Ea- 
ton has  tried,  but  the  company  still 
lags.  J.  D.  Power  &  Asso- 
ciates pegged  all  Chrysler 
brands  below  average  in 
1994's  defect  ranking.  Then 
the  January,  1995,  Consu- 
mer Reports  yanked  an  ear- 
lier endorsement  of  the  Dodge  Intrepid  sedan. 
Eaton  must  act  fast.  So  must  Goldman  Sachs's 
Senior  Partner  Jon  Corzine.  Profits  are  down,  CORZINE 


EATON 


senior  partners  are  leaving,  and  the 
once  conservative  firm's  jump  into  ag- 
gi'essive  proprietary  trading  is  back- 
firing. Corzine  must  cut  costs  and  re- 
store the  luster  to  what  once  was 
Wall  Street's  most  profitable  house. 
Andrew  Grove's  Pentium 
problems  may  be  Jerry 
Sanders'  opportunities  in 
1995.  By  midyear,  the  ceo  of 
Advanced  Micro  Devices  expects  to  ship  the  K' 
microprocessor — amd's  rival  to  the  Pentium. 
Sanders  is  making  the  biggest  gamble  of  his  ca 
rear:  With  no  backup  based  on  Intel's  designs, 
he's  betting  the  company  on  the  new  chip. 


SANDERS 
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IN  Italy  and  the  World 


The  Best  MANAGERS 


iiiE  STREET 

^  A  While  the  billionaire  ehuirman  of  Viacom  Inc.,  Sum- 

1  ner  M.  Redstone,  grabbed  the  spotlight  during  his 

epic  takeover  battle  for  Paramount  Communications 

§  Inc.,  his  president  and  ceo,  Frank  J.  Biondi  Jr., 

5  worked  to  ensure  the  consohdation  of  the  Viacom  em- 

I  pire,  which  included  Blockbuster  Entertainment 

I  Corp.  Biondi  tackled  the  $10  billion  debt  by  signing  a 

t  deal  to  sell  Madison  Square  Garden  Corp.  for  a  cool  $1 

I  billion  and  entering  negotiations  to  sell  Viacom's  cable 

i  systems  for  an  additional  $2.4  billion.  Wall  Street  was 

i  impressed.  Now  it's  waiting  for  Viacom  to  make  an- 

7  other  move — perhaps  taking  over  one  of  the  nets. 


-  i 


o 

it; 
o 


UNLESS  RESILTS 

▼  Big  Steel  did  great  in  1994,  but  Thomas  Graham, 
CEO  of  AK  Steel  Holding  Corp.,  did  the  best.  Grahar 
took  his  company  to  the  head  of  the  industry,  earnii 
more  per  ton  than  anyone  else.  Taking  over  in  1992 
after  being  passed  over  for  the  top  job  at  U.  S. 
Steel — Graham  cut  costs  and  pushed  more  steel 
through  the  remaining  lines.  Output  per  worker  rot 
a  staggering  58%  in  two  years.  The  payoff  came  in 
1994,  when  profits  are  estimated  to  hit  $100  milHoni 
on  sales  of  $1.9  billion.  That  allowed  Graham,  67,  to 
take  AK  Steel  public:  As  most  steel  stocks  languish( 
AK  became  the  darling  of  Wall  Street. 


!  IN  1995 


Would  you  ratlier  be  chairman  or  CEO 
of  Ford  Motor  Co.?  By  becoming  head 
of  the  board's  finance  committee  on 
Jan.  1,  William  Clay  Ford  Jr.,  37,  opt- 
ed for  the  first.  The  man  once 
i-eferred  to  as  "Billy"  will 
MOW  oversee  all  major  finan- 
cial decisions.  Watch  him. 
And  while  you're  at  it,  keep 
an  eye  on  Edward  R. 
McCracken,  ceo  of  Silicon  Graphics  Inc.  SGi 
made  its  fortune  building  3-D  graphics  comput- 
ers that  created  the  dinosaurs  in  Jurassic  Park.  McCRACKer« 


Now,  McCracken  wants  to  make  SGI  a 
household  acronym.  Time  Warner  Ca- 
ble's interactive-TV  trial  in  Orlando — 
for  which  SGI  designed  the  set-top 
boxes  and  servers — is  under  way. 
Nintendo  also  will  unveil  its  next-gen- 
eration SGi-designed  video 
game.  Can  McCracken's 
strategy  work?  Daniel  P.  Tul-  TULLY 
ly,  chairman  of  Merrill  Lynch 
&  Co.,  thought  his  had.  Merrill  had  a  boffo  year 
in  1994  while  other  Wall  Street  houses  were  gel 
ting  whacked.  Then  came  the  shocker:  Merrill 
sold  those  derivatives  to  Orange  County,  Calif. 
Can  Tully  protect  Merrill  and  keep  the  gains? 
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(^Communication 


OF  BRINGING  TOGETHER  It's  true  to  say  ttiat  Italy  tias 


•   today,  ttiere's  another  art  in  wtiicti  Italy  is  an  acknow- 


always  been  a  nation  ol  tfie  arts  -everyone  knows  it-  but 


ledged  world  leader  -  the  art  of  communication.  The  Italian  Telecommunications  System  is  a  world-wide  network  of  vital  importance. 


Its  development  is  the  fruit  of  the  collaboration  of  more  than  100  companies.  Together  they  form  the  integrated  holding  company,  STET. 


The  STET  Group  operates  in  all  sectors  of  telecommunications:  from  services  to  manufacturing,  from  information  facilities  to  multimedia 


activities.  In  other  words,  the  STET  group  of  companies  provides  the  communication  life-blood  of  the  whole  economic  system,  enabling 


people  to  exchange  and  collaborate  ever  more  efficiently.  The  STET  Group  is  a  market  orientated  company  quoted  on  the  stock  exchange 


and  whose  stock  is  owned  by  thousands  of  shareholders.  It  is  one  of  the  largest  companies  in  the  world  with  140,000  employees,  a 


revenue  of  $20  billion  and  $5  billion  in  investments.  The  STET  Group  activities  reach  out  beyond  its  national  boundaries,  spreading 


Italian  technology  and  know-how  throughout  the  world.  Like  the  arts,  telecommunications  bring  together  people,  nations  and  continents. 


Telecommunications 
IN  Italy  and  the  World 


The  Best  MANAGERS 


BIG  BLUE'S  FINANCE  CZAR 

T  Louis  V.  Gerstner  Jr.  gets  credit  for  ibm's  return, 
but  Jerome  B.  York,  the  new,  blunt-talking  finance 
chief,  engineered  a  balance-sheet  turnaround.  By  cut- 
ting costs  ruthlessly,  the  56-year-old  pushed  Big  Blue 
into  the  black  for  four  quarters  and  piled  up  $11  bil- 
lion in  cash.  No  wonder  ibm's  stock  is  in  the  70s — 20 
points  higher  than  when  he  and  Gerstner  took  over. 


FOR  HIS  NEXT 
MIRACLE... 

T  He  did  it  once  and  then 
again.  Allen  I.  Questrom 
confounded  skeptics  when 
he  took  over  Federated 
Department  Stores  Inc. 
and  successfully  led  it  out 
of  bankruptcy.  Then, 
in  1994,  he  merged 
Federated  and 
bankrupt  R.  H. 
Macy  &  Co.  into 
the  largest  de- 
partment-store 
chain  in  the 
U.  S.— a  $14.5  bil- 
lion titan. 


HARD-EARNED 
COiMEBACK 

►  It  took  four  painful  years,  but 
in  1994  Jerome  J.  Meyer  finally 
turned  around  venerable  Tek- 
tronix Inc.  in  Wilsonville,  Ore. 
Earnings  are  up  60%,  and  the 
stock  recently  hit  40,  nearly 
doubling  in  a  year.  Meyer's 
strategy  has  been  to  pare  Tek 
from  23  divisions  to  just  4,  cut 
employment  by  half,  and  focus 
(jn  new  products:  The  hottest  is 
color  printers,  where  Tek  domi- 
nates the  high  end.  Tek  also  has 
strong  new  offerings  in  video- 
display  terminals  and  equipment  for 
TV  production  and  testing.  Even  its 
old  mainstay,  test  and  measurement 
gear,  is  growing  again,  as  the  56- 
year-old  focuses  on  the  fast-growing 
telecom  market. 


APPLE  POLISHER 


A  For  Michael  H.  Spindler,  it  was  the  year  of  living 
pragmatically.  In  1994,  Apple  Computer  Inc.'s  new, 
no-nonsense  ceo  proved  that  his  no-frills  style  v/as 
just  what  the  freewheeling  but  ailing  computer 
maker  needed.  The  52-year-old  Spindler,  nicknamei 
"the  diesel"  for  his  hard-charging  ways,  pared  cost 
and  made  Apple  efficient  enough  to  go  keyboard-tc 
keyboard  with  Compaq  Computer  Corp.  Then  he 
launched  the  first  all-new  Macs  in  more  than  a 
decade:  the  Power  Macintoshes,  whose  sales  are  he 
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XECUTIVE 
lOGRAMS 


Significant  economic  and 
POLITICAL  changes  around  the 
world  have  opened  doors  to  new 
global  markets.  Today's  corporate 
leaders  must  tread  quickly  and  with 
confidence  to  achieve  success  in 
these  unchartered  waters. 

Leading  the  way,  Business  Week  is 
proud  to  present  The  1995  Business 
Week  Presidents  Forum:  21st-century 
Capitalism. 


For  corporate  presidents,  CEOs,  and 
chairmen,  this  high-profile  gathering 
is  an  ideal  way  to  gain  valuable  business 
insight  and  contacts. 

Take  advantage  of  this  strategic 
business  opportunity.  For  registra- 
tion information,  please  call  Julie 
Terranova,  registrar,  Business  Week 
Executive  Programs,  212-512-3113. 


BusinessWeek 


■ight  1994  MrCraw-Hill.  Inc. 


Beyond  news.  Intelligence. 


The  Best  ENTREPRENEURS 


OPERATION  BOOTSTRAPS 

▲  In  the  wake  of  the  Los  Angeles  riots.  Crenshaw 
High  School  students  found  a  way  out  of  the  streets. 
They  came  up  with  Straight  Out  "the  Garden  All  Nat- 
ural Creamy  Italian,  a  bottled  salad  dressing  that  is 
now  in  2.000  Cahfornia  gi'oceries.  Nearly  S35.000  has 
been  set  aside  for  college  scholarships. 

PEAMTS.  NOT! 

T  Scott  D.  Cook's  share 
of  the  SI. 5  billion  buyout 
by  Microsoft  Coi-p.  of  his 
Intuit  Inc.,  the  home- 
finance  software  company 
he  founded,  should  come 
:o  a  cool  S300  million. 


PLLG  AAU 
PLAYROOM 

A  Bill  Gross,  founder  and 
chairman  of  Knowledge 
Adventure  Inc.,  knows 
that  parents  want  soft- 
ware to  help  their  kids 
explore.  Sales  of  his  La 
Crescenta  (Calif.)  compa- 
ny tripled  in  '94,  to  S35 
million.  .?teven  Spielberg 
loved  it.  He  bought  in. 


RUSHING 
THE  NET 


►  James  H.  Clark, 
co-founder  of  Silicon 
Graphics  Inc.,  is  going 
for  an  encore:  paving  the 
way  into  the  Internet.  His 
Netscape  Communications  Corp. 
software  is  10  times  faster  than  Mosaic. 
Clark,  who  is  50,  may  luck  out.  William  H. 
Gates  Ill's  Windows  95  software,  which  will 
give  instantaneous  access  to  the  Net  to  mil- 
lions of  PC  users,  is  delayed  until  August. 
Netscape  shipped  Dec.  15. 


HARDBALL  IN  SOFTWARE 

▲  Japanese  software  mogul  Masayoshi  Son  d;  . 
the  prize  in  1994,  the  computer  magazines  sol'O 
Ziff-Davis  Pubhshing  Co.,  but  the  37-year-oki  :> 
Korean  immigrants  did  put  himself  on  the  ma  >^ 
built  his  S2  billion  company,  Softbank  Coi-p.,  iic 
Japans  biggest  software  wholesaler,  linking  u n 
both  Microsoft  and  Novell.  Son  went  to  the  U 
tv  of  California  at  Berkelev. 


IN  THE  RIST  BELT.  LIFE'S  A  NICHE 


<  Matthew  W.  Bets 
building  the  first  ne 
mill  in  Pittsburgh  si 
World  War  II.  It's  a 
lion  project.  Botsfoi 
WorldClass  Proces> 
makes  niche  produ( 
Steel  won't  touch, 
just  make  more  of ' 


?t| 


Theme. 


And  Variations. 


'he  Idea  Behind  Our  New  Global  Theme  Funds. 


i  nducing  G.T.  Global  Theme  Funds. 
V  way  of  investing  for  a  new  world, 
funds  that  offer  investors  access  to 
;tries  we  believe  will  benefit  from 
omic,  political  and  regulatory  trends 
;e  developing  in  certain  countries. 
ILOBA.L  HEALTH  CARE  FUND:  Invests 
I  e  growing  health  care  industries 
Jwide. 

•LOBAL  TELECOMMUNICATIONS  FUND: 

ts  in  companies  worldwide  that 
lip,  manufacture  or  sell  telecom- 
cations  services  or  equipment. 


G.T.  GLOBAL  INFRASTRUCTURE  FUND: 

Seeks  companies  that  build,  improve 
or  maintain  a  country's  infrastructure. 
G.T.  GLOBAL  NATURAL  RESOURCES  FUND: 

Concentrates  on  companies  that  own, 
explore  or  develop  natural  resources. 
G.T.  GLOBAL  FINANCIAL  SERVICES  FUND: 

Focuses  on  the  worldwide  opportunities 
from  the  demand  for  financial  services 
and  products. 

Of  course,  it's  important  to  under- 
stand the  special  risks  associated  with 
global  investing,  including  political 


and  currency  risk,  as  well  as  the  risk  of 
investing  in  similar  industries.  For  com- 
plete information,  talk  to  your  financial 
adviser,  or  call  G.T.  Global -the  specialist 
in  global  investment  innovation  for 
25  years. 

1-800-824-1580 

M  <^-T.  GLOBAL 

London    Hong  h'ony   San  Francisco  Tokyo 
Si/clney       Singapore  Toronto 

When  you  invest  for  your  future, 
think  global... G.T.  Global.^'' 


jr  the  G.T.  Global  Theme  Funds  prospectus  for  more  complete  information,  including  charges,  expenses  and  the  risks  associated  with 
I  investing,  including  political  and  currency  risk.  Please  read  the  prospectus  carefully  before  investing  or  sending  money.  G.T.  Global 
cial  Services,  Inc.,  Distributor. 


The  Best  NEW  PRQPUCTS 


MAXIMEDIA 

►  There  is  nothing  cooler 
than  Packard  Bell  Elec- 
tronics Inc.'s  multimedia 
computers.  The  new  pes 
come  packed  with  cable- 
ready  TV,  an  answering 
machine,  fax,  stereo  ra- 
dio, and  a  cd-p.om  drive 
that  can  play  either  audio 
CDS  or  the  gobs  of  soft- 
ware that  are  included  in 
many  models.  Price: 
about  $2,000.  After  years 
of  hype  about  Information 
Appliances,  they're  here. 


A  WHOLE  NEW  o 


T  A  stylish,  hot-selling  Oldsmobile  used  to  be  an  oxy 
moron.  No  more.  Its  new  Aurora  is  selling  like  crazy. 
Buyers  love  the  luxury  sedan's  knockout  styling, 
comfy  ride,  abundant  standard  fea 
tures,  nimble  handl 
powerful  V-8  (son  o 
Northstar).  It  start 
$3:5,700,  vs.  $51,000 
plus  for  Toyota' 
Lexus  LS  400. 


SOiMC  BOOM 

<  A  clock  radio  for  $349? 
Yup,  and  Bose  Corp.'s 
WAVE  radio  sounds  every 
bit  as  good  as  you'd  ex- 
pect, given  the  price.  Us- 
ing Bose's  advanced  wave 
technology  instead  of 
conventional  speakers,  it 
produces  impressive  fi- 
delity in  a  surprisingly 
tiny  box.  A  pleasant  de- 
sign and  a  nifty  remote- 
control  add  to  the  fun. 


THE  FANS  AR 
PAGING  WILI 

T  When  (and  if)  the  b; 
season  starts,  check  ou 
ola  Inc.'s  SportsTrax, ; 
that  allows  aficionados 
low  the  home  team.  Si 
Ti-ax  shows  the  score,] 
base  runners,  and  the 
of  outs.  For  $200,  fans 
buy  the  pager  and  thr 
sons  of  service.  Motor 
rolled  out  the  first  sei 
Toronto  Blue  Jays  fan 
bad  about  those  Jays, 
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mXll  STEP  FOR  A  ROBOT 

700-lb.  Dante  II  robot  hefted  itself  up  on  its 
s  in  August  and  walked  straight  down  into  a 
ell — the  Spurr  volcano  in  Alaska.  In  an 

experiment  aimed  at  proving  the  usefulness  of 
small,  cheap  robots  in  dangerous 
missions  from  earth  to  Mars, 
Dante  took  gas  samples  and 
video  pictures  of  the  entire 
crater  area.  The  $1.7 
million  robot  was  built  by 
Carnegie  Mellon 
University  scientists.  In 
the  end,  however,  the  ro- 
bot needed  a  helicopter 
rescue — after  tipping  over 
on  its  side. 


WRIST  SMARTS 

A  Calling  Dick  Ti-acy.  The 

Seiko  MessageWatch  is 
an  $80  watch-beeper.  You 
can  get  the  s&P  index  and 
the  Dow  Jones  industrial 
average  transmitted  at 
the  market  close,  local 
sports  scores,  and  weath- 
er. Soon  it  will  beep  you 
when  your  stocks  go  be- 
yond preset  minimum  and 
maximum  prices.  Wow! 


Mm 


A  MIGHTY 
SWEET  SPOT 

T  Are  those  oversize  fat 
woods  sending  you  into 
the  sand  instead  of  onto 
the  green?  Taylor  Made 
Golf  Co.'s  midsize  woods 
are  only  18%  larger  than 
a  standard  club  but  offer 
a  much  bigger  sweet 
spot.  Midsize  clubs  are 
selling  and  so  is  Taylor 
Made's  fairway  driver 
and  7-wood  ($180  for 
graphite). 


ONLINE  GOES 
MAINLINE 

•4  When  Jerry  Seinfeld 
goes  online  to  meet  fans 
via  E-mail,  you  know  the 
Info  Highway  has  arrived. 
Cyberspace  isn't  just  for 
pencil-packing  geeks  any- 
more. It's  the  hottest  way 
to  communicate,  especial- 
ly with  customers.  Com- 
panies stormed  the  digital 
kingdom  in  1994.  Catch 
Time,  Newsweek,  and 
BUSINESS  WEEK  online. 
Shop  for  L.  L.  Bean  out- 
doors ware.  Even  the 
White  House  is  pitching 
over  the  wire.  The  big- 
winners  from  top  down: 
Prodigy,  America  Online, 
and  CompuServe.  Mem- 
bership is  soaring,  and 
companies  are  piling  on. 
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The  Best  NEW  PRODUCTS 


NET  WORKER 

T  Mosaic  turns  the  ar- 
cane Internet  into  a  me- 
dium for  the  masses.  It 
lets  you  zip  from  colorful 
weathej-  maps  to  the 
Rolling  Stones  and  then 
order  roses — without 
typing  a  single  command. 
Price:  free  off  the  Net. 


Spyjiass  Mosatc  -  [Kra;inet  t  Art  Moseunr] 


FINN  PHONE 

T  Road  warriors  love 
Nokia's  2100  series  digi- 
tal mobile  phones.  Their 
PC  Card  accessories  can 
send  and  receive  data, 
fax,  and  E-mail.  The 
Finnish  phone  has  a  o- 
ounce  fast  charger  and 

costs  about  $400 
with  monthly 
service. 


HARMONIOUS 

A  It's  hot  and  keeps  get- 
ting hotter.  It's  Notes, 
Lotus  Development 
Corp.'s  "groupware"  pro- 
gram that  helps  teams 
collaborate  and  share 
data.  Nobody  does  it  bet- 
ter. Price:  $800  per  copy. 


MYSTICAL 
QUEST 

T  This  CD-ROM  has  a  cult. 
Beautiful,  puzzling,  and 
mysterious,  Myst  '($55) 
avoids  the  usual  CD  scene 
of  sex  and  violence  to  of- 
fer a  surreal  world  of 
shipwrecks  and  symbols. 


VCRs:  NO  MOR  • 
FLASHING  12:0  I 

▲  At  last!  A  VCR  clock  ■  f 
works.  Sony's  new  SLV  il 
770HF  ($599)  and  its  (C 
SLV-920HF  ($649)  mod  !8 
contain  a  chip  that  read  « 
time  code  broadcast  by  Is 
stations  over  a  part  of  t  a 
television  signal  that  is  inj 


DOUBLE 
EXPOSURE 

▲  Nikon  Corp.'s  $425 
N-50  o5mm  si.K  has  two 
exposure  modes.  Simple 
mode  turns  the  N-50  into 
a  point-and-shoot  cam- 
era. Advanced  has 
settings  for  night- 
time, sports,  and 
other  situa- 
tions. 


ved  for  data  services, 
permits  the  vcRs  to 
latically  set  their  own 
ly  clocks.  So  you  don't 
a  teenager  to  get 
VCR  clock  to  stop 
ng  anymore.  It's  a 
way  to  impress  your 
is  and  neighbors. 
•  all  these  years,  no 
ing  clock! 


DONKEY  KONG  CHRISTMAS 

T  In  its  first  week  in  the  U.  S.,  Donkey  Kong 
Country  sold  500,000  copies.  British  brothers 
Christopher,  Stephen,  and  Timothy  Stamper  creat- 
ed this  Christmas  best-seller  for  Nintendo  Co.  They 
used  Silicon  Graphics  Inc.  computers  to  develop  a 
16-bit  game  that  has  mesmerizing  animation  and  a 
wonderful  feel  to  it.  P'-irr-  .'^  l!t.!ir,. 


SUMPTUOUS 
SCUBA 

■4  Nekton  Pilot  boasts  a 
seasick-resistant  ride,  an 
adjustable  diving  plat- 
form, cabins  with  picture 
windows,  plus  private 
showers.  Cost?  $1,350  for 
a  week-long  scuba  trip. 


CALLING- 
CARD  CRAZE 

A  They're  becoming  col- 
lectors' items.  Prepaid 
phone  cards,  initiated  in 
Europe,  are  gaining  in  the 
U.  S.  Cards  come  in  any 
denomination,  are  easy  to 
use,  and  allow  young- 
adults  to  gain  a  handle  on 
their  own  talk  time. 


POWERPC  TRIP 


▲  Look  out  Pentium,  the  PowerPC  chip  is  going  gang- 
busters,  driving  the  Power  Macintosh  into  the  sales 
stratosphere.  The  blazingly  fast  PowerPC — a  product 
of  an  Apple-IBM-Motorola  partnership,  makes  the  new 
Macs  eight  times  faster  than  their  predecessors  when 
using  new  software.  Price:  $1,819  and  up. 
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The  Best  NEW  PRODUCTS 


PORTA-BIKE 

►  Don't  let  the  small 
wheels  fool  you.  Bike  Fri- 
day's Pocket  Rocket  is  a 
lightweight,  American- 
made  high-tech  racer 
that  folds  to  fit  in  a  suit- 
case for  traveling.  Green 
Gear  Cycling  in  Eugene, 
Ore.,  builds  them  for  the 
road  or  trail — even  a  tan- 
dem. Price:  $1,250. 


BEAUlii  LL  UL.  i 

SHALLOW 

T  Home  theater  keeps 
getting  better.  The  new 
Slim  Design  Projection 
T\'  from  Thomson  Consu- 
mer Electronics  has  a  52- 
in.  screen  without  the 
bulk:  It's  only  21'/.  in. 
deep.  Price:  $2,899. 


FAX 
LUS 


T  It  won't  take 
dictation,  but  it 
does  everything 
else.  Hewlett-Pack- 
ard Co.'s  new  Office-  » 
Jet  combines  a  plain-  If 
paper  fax,  a  copier,  and  ;| 
computer  printer  into  orj 
machine  ($750  at  discouif 
It's  a  great  space-saver 
ome  office. 


EURO  RIDE,  AMERICAN  SPACE 

▼  The  Cirrus  takes  Chrysler  Corp.'s  groundbreaking 
"cab-forward"  design  to  new  frontiers.  This  compact 
has  the  nimble  handling  of  a  European  sport  sedan 
and  the  interior  space  of  a  much  larger  car.  The  Lx 
starts  at  $17,970,  comes  standard  with  a  2.o-liter  V- 
6,  automatic  transmission,  and  antilock  brakes.  The 
top-end  Lxi  stickers  at  $19,900,  with  many  goodies 
standard.  But  can  it  beat  the  new  Ford  Contour? 


itVIFili\G 
DISH 

▲  Want  movies,  sports, 
and  great  picture  qual- 
ity? Ti-y  the  rca  Digita 
Satellite  System.  At 
.$900,  it's  a  hit— nearly 
5(10,000  already  sold  by 
Tliomson  Consumer  Elec 
tronics.  [)ss  has  a  large- 
pizza"-i:/e  satellite  dish 
plus  dei  oder  box.  Down- 
side? No  local  channels. 
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THEY 

BRAKE  FOR 
SKATERS 

A  Move  over  abs,  here 
come  ABT  brakes — on 
Rollerblades!  Automatic- 
Braking  Technology  on 
the  $400  Bravoblades 
makes  stopping  easy. 
The  wheels  don't  have 
to  leave  the  ground  to 
brake. 


BLAZER  ON  A  BURN 

T  Chevy's  new  Blazer  (and  its  sister  the  gmc  Jimmy) 
are  General  Motors  Corp.'s  first  serious  contenders  in 
the  red-hot  compact-sport-utility  market.  Its  sleekly 
rounded  styling,  quiet  ride,  and  sophisticat- 
ed manners  are  winning  over  urban  and 
suburban  cowboys.  But  Blazer  is  no  sissy: 
Its  V-6  engine  is  brawny.  At  $18,955,  Blaz- 
er is  cheaper  than  most  others  in  its  class. 


PRODUCTS  TO  WATCH  IN  199.5 


■  The  Foixl  Taurus  and  Mercury  Sable,  which 
launched  Ford  Motor  Co.'s  mid-'80s  renaissance, 
get  their  first  major  restyling  in  1995.  Out  goes 
the  aerodynamic  look, 
which  let  the  cars 
slice  easily  through 
the  air.  In  comes  a 
more  muscular  "bio-ki- 
netic" look.  Speaking  of 
"looks,"  Microsoft 
Corp.'s  Windows  95  is  supposed  to  make  IBM-com- 
patible PCS  look  better  than  the  Macintosh.  It  will 
make  computers  easier  to  use  and  include  its  own 

online  service,  Microsoft 
Network,  which  will 
plug  consumers  into 
games,  news,  and  E- 
mail  for  a  monthly  fee. 
Price:  $100  retail.  Too 
bad  it  won't  be  out  until 
August.  Wouldn't  it  be  cool  if  we  could  connect  to 
the  Net  on  the  go?  Magic  Cap,  software  by  Silicon 
Valley  startup  General  Magic  Inc.,  allows  you  to 
send  and  receive  E-mail, 
faxes,  and  phone  pages 
by  tapping  on  the 
screen  of  a  handheld  de- 
vice. So  far,  only  Sony 
Corp.  has  one,  the  $995 
Magic  Link. 
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EDITED  BY  AMY  DUNKIN 


WHEN  YOUR  PC  CRIES  OUT 
FOR  THE  EMERGENCY  SQUAD 


This  is  the  "slowest  com- 
puter I've  ever  seen  in 
my  life."  The  caller, 
named  George,  was  flum- 
moxed. His  week-old  Packard 
Bell  486  was  hobbling  along 
at  such  a  lethargic  pace  that 
even  his  old  286  PC  ran  faster. 
George's  cry  for  help  was 
made  to  Packard  Bell's  sup- 
port center  in  Magna,  Utah. 
Phil  Seifert,  the  rep  who  an- 
swered the  call,  asked  George 
to  identify  the  color  of  a  light 
in  the  front  of  his  machine. 
Told  amber,  Seifert  insti'ucted 
Geoi'ge  to  push  a  button  that 
changed  the  light  to  green 
and  transfoi'med  the  machine 
into  "turbo  mode."  George 
was  then  asked  to  reboot. 
Voila — case  solved.  The  call 
took  less  than  eight  minutes. 

Unfortunately,  not  all  tech 
support  calls  are  handled  with 
such  dis)  atch.  PC  owners  are 
quick  to  jjass  along  war  sto- 
ries of  constant  busy  signals 
or  endless  "pli  ise  be  patient" 


messages  as  they  languish  on 
hold.  The  sad  truth  for  those 
who  have  recently  unwrapped 
new  PC  gear:  You  need  not  be 
a  Pentium  owner  with  a  long- 
division  problem  to  face  such 
a  predicament. 

Those  seeking  proof  that 
Murphy  helped  Santa  pick  out 
their  computers  this  Christ- 
mas should  consider  the  di- 
lemmas consumers  face.  May- 
be the  sound 
doesn't  work. 
Perhaps  you 
aren't  able  to  get  a  new  flight 
simulator  off  the  ground  be- 
cause you  can't  free  up 
enough  memory.  You  might 
have  a  fax  modem  that  gives 
but  does  not  receive.  Or  may- 
be your  system  has  crashed 
and  you  can't  get  anything 
running  at  all. 

Although  most  computer 
companies  promise  to  back  up 
their  wares  with  some  degree 
of  technical  competence,  the 
types  of  service  and  reliability 


vary  widely.  Some  support 
people  sound  like  politicians — 
quick  to  place  blame  else- 
where. Hardware  reps  might 
claim  the  fault  hes  in  a  piece 
of  software;  the  software  com- 
pany blames  the  computer 
manufacturer.  Both  may 
throw  darts  at  Microsoft  Win- 
dows. Companies  are  starting 
to  admit  that  all  the  customer 
wants  is  a  solution.  "We'll  take 
ownership  for 
the  problem," 
insists  Brent 
Cohen,  chief  operating  officer 
of  Packard  Bell. 

Many  hardware  companies 
offer  toll-free  technical  sup- 
port, and  some  such  as  Apple, 
Compaq,  Dell,  and  IBM  are 
open  24  hours.  Still,  you  may 
have  a  lengthy  wait  before 
you  get  through  to  a  human 
being.  Before  buying  any  PC, 
consumers  should  check  out 
tech  support  lines.  Even  out- 
fits that  are  quicker  to  put 
you  in  touch  with  a  live  voice 


may  make  you  pay  for 
privilege,  either  by  runii 
up  long-distance  charges, 
ing  a  credit  card,  or  dialir 
900  line. 

PLEASE  HOLD.  Gateway  2(  ) 
a  major  mail-order  compi  si 
dealer,  has  always  boas 
competitive  prices,  thoi 
some  customers  may  bec( 
frustrated  by  the  compa 
service.  Gateway  has  set 
a  dedicated  service  num 
for  its  major  accounts.  ' 
goal  is  to  answer  the  call  a 
a  few  rings.  On  the  consu: 
side,  however,  the  chance 
getting  through  rapidly 
iffy.  Gateway  claims  the 
erage  wait  time  is  about  ,1 
minutes,  though  it  can  € 
much  worse.  Robert  S.  Ke  3. 
a  New  York  communicat:  is 
consultant,  says  he  recei  y 
tried  Gateway's  tech  supj  "t 
number  120  times  and  go  r 
answering  machine  with  n 
outgoing  message  only,  ad  5- 
ing  that  "unfortunately"  le 
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taff  was  too  busy  to  accept 
alls.  Keefe  finally  called  the 
ales  department  and  reached 
.  supervisor  after  threaten- 
ng  to  return  the  machine. 
)espite  such  incidents,  Gate- 
ray,  along  with  Compaq,  Dell, 
)igital,  Hewlett-Packard, 
BM,  Micron,  Northgate,  and 
;eos,  got  top  grades  of  A  in 


Computer 
companies 
promise  to 
back  up  their 
wares-but 
service  and 
reliability 
vary  widely 


PC  Magazine'?,  latest  service 
and  reliability  reader  survey. 

Packard  Bell,  on  the  other 
hand,  received  an  E,  the  low- 
est in  the  survey.  But  the 
company,  which  sells  ma- 
chines through  mass-mer- 
chant retailers,  is  trying  to 
bolster  its  reputation.  At 
present,  some  900  technicians 


How  Tech  Companies  Handle  Service 

APPLE  24-hour,  toll-free  support.  Fax-back  service. 

COMPAQ  24-hour,  toll-free  support.  Fax-back  service.  Can  diagnose 
and  fix  problenns  by  modem. 

CREATIVE  LABS  Customer  pays  long-distance  toll,  7  a.m.  to  mid- 
night Central  Time,  including  weekends.  Fax-back  service. 

DELL  24-hour,  toll-free  support.  Automated  phone  line  for  common 
questions,  and  fax  service. 

IBM  24-hour,  toll-free  support  line.  Dispatches  replacement  parts 
within  48  hours.  Fax-back  service.  Company  can  fix  software  on  your 
PC  by  modem. 

GATEWAY  2000  Toll-free  support,  Mon.  to  Fri.,  6  a.m.  to  midnight; 
Saturday  9  a.m.  to  2  p.m.  Central  Time.  Fax  service. 

MICROSOFT  Free  support  for  most  software,  though  customers  pay 
long-distance  charges.  6  a.m.  to  6  p.m.,  weekdays,  Pacific  Time. 
Free  support  on  Windows  lasts  90  days,  then  charges  are  $2  per 
minute,  $25  per  incident,  or  $195  a  year. 

NOVELL  Six  months  of  toll-free  support  on  weekdays,  7  a.m.  to  6 
p.m.  Mountain  Time,  on  business  software  such  as  WordPerfect. 
Costs  after  are  $25  per  incident  or  $2  per  minute,  or  up  to  $425 
for  service  package.  Customer  pays  toll  for  support  on  consumer  ti- 
tles, 8  a.m.  to  5  p.m.  Mountain  Time,  weekdays.  Fax-back  service. 
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handle  14,000  calls  a  day.  The 
company  takes  hardware-re- 
lated calls  on  a  toll-free,  24- 
hour  line;  those  with  software 
problems  must  call  Utah  on 
their  own  nickel,  at  reduced 
hours.  Packard  Bell  is  aiming 
to  reduce  the  average  time  it 
takes  to  answer  calls  from 
nine  minutes  to  two. 

For  many  customers,  the 
most  infuriating  thing  is  that 
some  companies  provide  tele- 
phone service  only  during 
business  hours,  when  most 
people  are  away  from  their 
home  computers.  Mark  Ska- 
pinker  couldn't  get  Disney's 
The  Lion  King  software  he 
brought  home  for  his  6-year- 
old  son  to  work  one  Saturday. 
The  program  failed  to  detect 
the  sound  card  inside  his  ma- 
chine. But  Disney's  support 
line  was  closed  until  Monday. 
"My  kid  is  yelling  at  me  be- 
cause, of  course,  he  thinks  it's 
my  fault,"  says  Skapinker, 
president  of  Delrina,  a  Toron- 
to software  company.  Delri- 
na's  own  tech  support  line  is 
not  open  on  weekends  either. 

As  an  alternative  during 
off-hours,  most  companies 
have  a  strong  tech  support 
mmmmtmmt  presence  in  cyber- 
space.  You  can 
usually  find  com- 
pany reps  in  for- 
ums on  Compu- 
Serve, the  Inter- 
net, or  a  compa- 
ny's own  bulletin 
boards.  People  can 
also  send  and  re- 
ceive technical 
queries  at  many 
companies,  includ- 
ing Dell  and  Gate- 
way, by  fax. 

Luckily,  tech 
support  is  getting 
more  sophisticat- 
ed. IBM  and  Com- 
paq can  tap  into 
your  PC  by  modem 
and  download 
software  fixes  or 
alter  your  "auto- 
ex  e  c .  b  a  t "  and 
"config.sys"  files. 
A  "queue  jockey" 
at  Microsoft  can 
tell  you  how  long 
your  wait  will  be. 
Long  gone. 


however,  are  the  days  when 
computer  makers  could  be 
counted  on  to  provide  such 
help  gi'atis.  Increasingly,  soft- 
ware companies  grant  cus- 
tomers only  30  to  90  days  of 
free  help,  asking  them  to  pay 
later.  In  general,  during  the 
free  period  companies  will 
provide  advice  on  setting  up 
and  using  the  software,  as 
well  as  fixing  things  that  go 
haywire.  But  there's  a  fine 
line  between  a  legitimate  call 
for  help  (i.e.  something  is 
broken)  vs.  getting  a  lengthy 
tutorial  on  how  to  set  up  busi- 
ness on  a  spreadsheet,  say.  "If 
somebody  called  us  time  and 
again  for  games  counseling, 
that's  where  we  would  draw 
the  line,"  says  Deborah  Will- 
ingham,  vice-president  for 
support  at  Microsoft. 
CLUELESS.  Some  third-party 
companies  sell  service  plans 
to  individuals.  Digital  Equip- 
ment (800  722-9332)  offers 
Service-in-a-Box,  providing 
unlimited,  toll-free  support  for 
business  software  from  pub- 
hshers  such  as  Adobe,  Lotus, 
and  Symantec.  The  price  is 
$144  a  year.  For  $50,  Corpo- 
rate Software  (800  477-7450) 
allows  calls  on  five  problems 
concerning  any  of  50  top-sell- 
ing business  programs. 

But  these  services  may  not 
be  the  best  choice  for  most 
home  users — they  don't  cover 
multimedia  games,  for  one 
thing.  The  packages  make 
sense  only  for  those  who  run 
a  lot  of  business  programs  at 
home  and  are  often  under  a 
time  crunch.  In  fact,  if  people 
took  the  time,  many  could  find 
answers  to  most  questions  by 
consulting  onscreen  "help" 
files  or  the  manual. 

With  the  influx  of  PCs  into 
homes,  more  novices  are 
flooding  support  lines.  Lest 
you  think  you  are  the  only 
one  who  is  clueless,  some  peo- 
ple confuse  a  mouse  with  a 
foot  pedal.  Others,  when  read- 
ing onscreen  instructions  that 
say  "press  any  key,"  ask 
where  they  can  find  the  "any" 
key.  And  according  to  techie 
lore,  some  take  the  command 
"close  the  window"  literally: 
They  shut  the  window  in  the 
room.  Edward  Baig 
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CONSTRICTION  STOCKS: 
HIGH-RISE  IN  THE  MAKING? 


This  past  year,  with 
developing  nations  in 
the  midst  of  a  build- 
ing binge,  you'd  think 

investors  would  have  raised 
the  roof  on  construction 
stocks.  Not  so.  Orders  and 
earnings  have  been  disap- 
pointing, sending  shares 
down  an  average  of  12.3%  in 
1994.  But  some  stock  watch- 
ers believe  the  sell-off  has 
created  bargains  in  infra- 
structure shares  that  could 
pay  off  in  1995.  "This  is  the 
time  that  you  buy  these  very- 
late-cycle  stocks,"  says  Tobi- 
as Levkovich,  an  analyst  at 
Smith  Barney.  "These  guys 
have  built  backlog  to  sustain 
earnings,  even  through  an  ec- 
onomic downturn." 

The  .$1  trillion  construction 
boom  unfolding  in  Asia 
(BW— Nov.  28)  has  set  the 
stage  for  a  resurgence  in 
profit.  Rising  oil,  chemical, 
and  paper  prices  also  portend 
good  things,  says  Carey  Cal- 
laghan,  an  analyst  with  Leh- 
man Brothers.  The  producers 
of  these  industrial  commod- 
ities will  have  to  add  to  ca- 
pacity at  a  faster  pace  if  they 
want  to  grab  market  share. 
In  addition,  plant  utilization 
is  creeping  closer  to  capacity, 
and  machinery  prices  are  ris- 
ing, two  more  signs  of  con- 
struction work  to  come.  Even 
Union  Carbide,  which  has 
pledged  to  hold  down  con- 
struction spending,  is  build- 
ing a  $1  billion  petrochemical 
plant  in  Kuwait. 
SUNNY  PROSPECTS.  The  long 
view  of  global  power  markets 
is  equally  pleasing.  General 
Electric  forecasts  that  total 
new  demand  for  electric  pow- 
er could  reach  1,089  giga- 


SMART  MONEY 


watts  during  the  next  nine 
years.  At  $1  billion  to  pro- 
duce each  new  gigawatt,  a 
vast  market  may  materialize. 
The  U.  S.  power  market,  how- 
ever, remains  slowed  by  ener- 
gy conservation,  restric- 
tions on  capital 
spending,  and 
industry  restructuring. 

A  handful  of  contractors 
should  be  able  to  build  profit- 
able backlogs  and  improve 
margins  in  1995.  Fluor,  the 
largest  construction  compa- 
ny in  the  U.  S.,  also  operates 
a  moneymaking  subsidiary 
that  sells  low-sulfur  coal. 
Fluor  has  had  five  years  of 
steady  earnings  growth  and 
finished  fiscal  1994,  which 
ended  Oct.  31,  with  net  earn- 


SOME  INFRASTRUCTURE 
INVESTMENT  PLAYS 


Foster  Wheeler  may  be  in 
an  even  better  position  to 
benefit  from  the  world  build- 
ing boom.  It  earns  58%  of  its 
revenue  outside  North  Amer- 
ica through  services  that  in- 
clude building  oil  refineries 
and  fabricating  boilers  used 
in  power  plants.  While  Chi- 
na no  longer  is  the  potential 
gold  mine  it  once  promised  to 
be,  Foster  Wheeler  is  culti- 
vating clients  in  India  and 
Latin  America.  Soft  orders  in 
the  latter  part 
of  1994  scared 
off  some  investors  and  sent 
the  share  price  below  $30. 
But  1995  earnings  should 
move  up  at  least  15%,  says 
Smith  Barney's  Levkovich. 

Likewise, 
evaporating 
defense  con- 
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ings  per  share  of  $2.32.  Earn- 
ings of  $2.60  a  share  are  pos- 
sible  for  1995.  Yet  its 
estimated  1995  price-to-earn- 
ings  multiple  of  16.5  is  well 
below  its  historic  average. 
Fluor's  biggest  prize  in  1994 
was  the  prime  contract  on 
Union  Carbide's  Kuwait 
plant.  But  near-term  pros- 
pects are  particularly  sunny 
in  Asia,  the  Pacific  Rim,  and 
Latin  America,  says  Chief 
Executive  Les  McCraw. 


tracts  have  produced  a  more 
bullish  outlook  for  Raytheon, 
which  over  the  past  few 
years  has  added  several  well- 
managed  construction  com- 
panies to  its  peace  portfolio. 
In  1994,  Raytheon  purchased 
the  construction  arm  of  Ebas- 
co  from  Enserch,  making 
Raytheon  one  of  the  world's 
biggest  builders.  So  cs  First 
Boston  analyst  Peter  Aser- 
itis  expects  Raytheon's  stock 
to  trade  in  the  future  at  a 


much  higher  p-e  multi|< 
than  the  current  conservat  ( 
11,  which  is  average  for  a  c 
fense  contractor. 

Not  every  infrastructK 
company  needs  a  boost  fr  t 
the  global  recovery,  how* 
er.  Some  of  them  will  pr 
per  based  primarily  on  c 
mestic  contracts.  Jato 
Engineering  Group,  wh  ' 
works  mostly  in  the  U. 
upped  its  1994  earnings  i 
share  10%,  to  $1.26.  h( 
should  see  them  grow  an  ;l 
ditionai  25%  in  1995.  And  ,i 
cobs  booked  several  one-ti  < 
charges  in  1994  that  are  li  ■ 
ly  to  pay  off  over  the  nc 
several  years.  The  biggi. 
was  for  restructuring  rek 
ed  to  the  acquisition  of  1  < 
engineering  and  constructfl 
businesses  of  CRSS.  The  i 
quired  company  specializeai 
the  design  of  microchip  m  i 
ufacturing  plants  and  puj 
and  paper  mills,  two  sect'ff 
where  expansion  is  likely.  ^ 
creased  activity  among  i 
cobs'  chemical  cliei-; 
should  also  help  piil 
earnings  to  $1.57  p 
share  during  195 
The  most  in  i 
guing  prosp|l 
in  the  worldft: 
hard  hats 
hammers  cole 
be  steel  fabria 
tor/erector  Pt 
Des  Moines.  Egfe- 
ings  per  shm 
will  hit  at  least  $3  again  afei 
an  off  year  in  1993,  but  If 
stock  price  hasn't  yet  movp 
The  major  drawback  her^s 
poor  stock  liquidity — il€ 
founding  Jackson  fam! 
owns  43%,  and  there  are  ci; 
260  or  so  owners  of  recc 
But  if  you  don't  mind  tali 
a  small,  potentially  illiqj 
stake,  the  price,  now  aroi| 
$34,  could  hit  $50,  says 
denburg  Thalmann  anal|t 
Frank  Prezelski. 

That  could  nail  down  a  i| 
profit  for  your  stock  pc 
folio.      Richard  Kort 


Global  recovery  and  a  $1  trillion  Asian  building  boom  havj 
set  the  stage  for  a  resurgence  in  construction  profits 
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It  does  seem  as  if  India,  the  nation,  has  caught  up  with  Essar,  the 
corporation.  Our  belief  in  a  positive  attitude  is  today  the  preserve  of 
an  entire  country.  With  good  reason,  too. 

India's  recent  economic  surges  have  catapulted  it  into  the  top  5 
investment  markets.  Stoking  this  interest  further  is  its  base  of  potential 
consumers,  over  200  million  strong.  India's  commitment  to  a  market- 
driven  economy  indicates  a  spurt  of  30%  in  corporate  returns. 

At  Essar,  a  $2  billion-asset  company  with  quality  professional 
management,  we  see  ourselves  as  major  contributors  to,  and 
beneficiaries  of,  this  ideal  scenario.  We've  already  achieved  business 
leadership  in  steel,  shipping,  oil  &  gas,  power,  finance.  And  a  position 
among  the  world's  largest  groups.  As  we  explore  further,  our  clients 
and  affiliates  are  discovering  that  in  India,  we  test  positive. 

STEEL*  SHIPPING  •  OIL  &  GAS  •  POWER  •  FINANCE  •  TURNKEY  PROJECTS  •  TRADING 
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Personal  Business 


MAYBE  JUST  DEATH 
IS  INEVITABLE 


Death  duties  are  the 
heaviest  taxes  the 
government  imposes 

on  individuals,  in- 
tentionally designed  to  turn 
heirs  of  haves  into  those  who 
have  less.  Many  among  the 
new  GOP  majonty  in  Congress 
want  to  ease  the  burden 
slightly  by  raising  to  $750,000 
for  individuals  (or  $1.5  milhon 
for  married  couples),  from 
$600,000  (or  $1.2  million), 
the  amount  that  can  be 
excluded  from  estate 
taxes.  But  even  if  the 
rules  aren't  changed, 
loopholes  in  the  exist- 
ing laws  are  big  enough 
to  drive  a  Mercedes 
through.  They  ai'e 
called  trusts,  ancl  they 
can    shelter  some 
wealth  even  into  the 
third  generation. 

There  are  trusts 
whose  main  goal  is  not 
tax  avoidance  but  exer- 
cising control  from  be- 
yond the  grave — to 
prevent  a  ne'er-do- 
well    child    from  ^ 
squandering  the 
funds,  for  example. 
But  mostly,  trusts  are 
designed  to  elude  es- 
tate taxes  by  envelop- 
ing assets  in  a  kind  of 
legal  shrink-wrap. 
They  don't  have  to  be 
impermeable — many 
trusts  can  provide  cur- 
rent income  for  you  or 
your  surviving  spouse 
while  shielding  princi- 
pal from  the  Internal  Reve- 
nue Service.  And  the  wrap 
can  be  highly  elastic:  Some 
$100,000  worth  of  growth 
stocks  in  a  trust  for  your  10- 
year-old  child  could,  40  years 
later  when  you  die,  be  worth 
a  tax-free  $2.2  million,  assum- 
ing an  8%  annual  return. 

The  rules  are  complex. 


Some  trusts  are  revocable, 
becoming  part  of  your  estate 
at  death.  But  only  the  irrevo- 
cable type  are  useful  for  tax 
avoidance.  Probably  the  most 
common  irrevocable  setup  is 
the  life-insurance  trust,  which 
removes  death  benefits  fi'om  a 
taxable  estate.  This  trust  has 
other  advantages:  It  avoids 
probate,  meaning  the  pro- 
ceeds are  immediately  avail- 
able to  heirs.  And  it  allows 
you  considerable  control  over 


surance  trust  before  buying 
the  policy.  Otherwise,  if  you 
die  within  three  years  of 
transferring  an  existing  poli- 
cy, the  proceeds  revert  to 
your  estate.  Once  you  estab- 
lish the  trust,  you  can't  bor- 
row against  the  policy  or 
change  beneficiaries.  And  you 
must  designate  a  trustee  to 
manage  the  assets.  To  avoid 
having  to  pay  gift  taxes  on 
the  annual  premiums,  many 
people  make  the 


children  would  not  benef 
from  his  $600,000  estate-t£ 
exemption  after  his  wife  die 
The  solution:  Set  up  what  ai 
called  A  and  B  trusts,  whic 
would  preserve  the  combine; 
$1.2  milhon  exclusion  for  boi 
parents. 

HOME  SECURITY.  The  way 

works  is  that  the  husbar 
creates  an  "A,"  or  marit 
trust  for  his  wife  and  a 
or  bypass,  trust  for  the  kic 
He  can  put  unlimited  asse 
into  the  A  trust  and  asse 
worth  up  to  $600,000  in  the 
trust.  (He  could  put  in  mo 


E 


ESTATE  PLANNING^ 


Trusts  can  elude 
estate  taxes  by  enveloping  assets 
in  a  kind  of  legal  shrink-wrap 


how  funds  are  distributed. 
"This  eliminates  some  con- 
cern over  a  child  receiving  a 
huge  lump  sum  and  wasting 
it,"  says  John  Donlon,  ad- 
vanced underwriting  officer 
for  the  U.  S.  headquarters  of 
Sun  Life  Assurance  Co.  of 
Canada  in  Wellesley,  Mass. 
It's  best  to  set  up  a  life-in- 


payments using  all  or  part  of 
the  $10,000-a-year  gift  that 
could  be  given  to  each  benefi- 
ciary tax-free. 

Another  irrevocable  trust 
arrangement  can  help  protect 
both  a  spouse  and  the  chil- 
dren. A  husband  (or  wife)  can 
pass  unlimited  assets  to  a 
spouse  tax-free,  but  then  his 


but  would  have  to  pay  gift  t 
on  the  excess.)  The  wife  c 
be  tiTjstee  of  and  use  princi] 
and  income  from  both  trus 
Yet  up  to  $1.2  million  can  pj 
without  estate  tax  to  the  ki' 
A  different  irrevocal 
marital  trust,  useful  for  < 
tate  planning  rather  than  t 
avoidance,  is  the  Q-tip, 
qualified  terminable  inten 
property  ti-ust.  Usually  est; 
lished  in  the  will,  the  Q- 
lets  you  pass  interest  in  yc 
property  to  your  spouse  1: 
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We've  just  brought 
the  astronomical  cost  of  global 
personal  communications 
down  to  Earth. 


FROM  URBAN  CENTERS 
TO  THE  MOST  REMOTE  CORNERS  OF  THE  GLOBE 


Today's  market  is  clamoring  for  truly  portable,  global 
personal  communications.  But  the  costs  of  such  a 
system  -  costs  that  will  ultimately  come  out  of  the 
consumer's  pocket  -  have  remained  daunt- 
ingly  high.  Until  today.  Because  today 
we  launch  the  Odyssey™  system. 
In  a  world  in  which  most  people 
lack  access  to  even  basic  tele- 
phone service,  this  constel- 
lation of  12  medium-earth 
orbit  satellites  will  provide 


A  JOINT  VENTURE  OF 
TRW  AND  TELEGLOBE 

For  more  than  three  decades,  TRW  Inc.  has  stood 
at  the  forefront  of  space  communications.  Teleglobe 
Inc.,  through  its  subsidiaries,  is  one  of  North  Amer- 
ica's leading  intercontinental  telecommunication 
carriers  and  operates  a  vast,  global  digital  network. 
Together,  they  create  the  driving  force  behind 
Odyssey. 

RELATIVE  COST  OF  SATELLITE  SYSTEMS 


10-YEAR  COST 


"TRW  and  Odyssey  are  trademarks  of  TRW  Inc.  Teleglobe  Inc.,  licensed  user 


the  adventure  is  just  beginning 


convenient,  effective,  consistent  communications 
to  subscribers  around  the  globe.  And  it  will  do  so 
at  a  price  that  compares  favorably  with  the  cellular 
service  it  will  augment  where  such  service 
exists,  regardless  of  regional  or 
carrier  compatibility.  Where  ter- 
restrial systems  are  absent,  or 
when  they  are  interrupted, 
your  handset  will  link  you 
directly  -  and  transparently  - 
to  an  Odyssey  satellite. 


THE  BEST  VALUE 
FOR  THE  USER 

Simpler  technology  and  faster  start-up  are  scheduled 
to  bring  Odyssey  into  global  service  in  1999,  before 
other  systems.  Superior  service  and  minimal  cost 
will  attract  subscribers  worldwide.  And  Odyssey  is 
already  well  advanced,  with: 

■  licensing  authority  expected  in  early  1995 

■  frequencies  already  allocated  for  this  type  of  service 

■  components  derived  from  proven  TRW  technology 

■  start-up  costs  up  to  60  percent  lower  than  major 
comparable  systems 

■  fixed  constellation  price  resulting  in  the  lowest 
10 -year  costs 

■  the  best  value  for  the  end-user 

Today,  TRW  and  Teleglobe  forge  a  new  alliance  to 

launch  Odyssey.  For  information,  please  call: 

New  York  Tel.:  2 1 2  903  4267 

London  Tel.:  081  247  0123 

Hong  Kong  Tel.:  852  845  1008  ODYSSEY 


Personal  Business 


specify  to  whom  it  will  revert 
upon  your  spouse's  death.  This 
could  assure  that  if  the  hus- 
band dies  and  the  wife  remar- 
ries and  has  a  second  family, 
his  children  still  get  the  asset. 

A  useful  way  to  remove  an 
expensive  home  from  the  es- 
tate is  by  locking  in  its  lower 
value,  before  it  appreciates, 
through  a  qprt,  or  qualified 
personal  residence  trust.  Say 
spouses  in  their  mid-40s  each 
cede  their  one-half  interest  in 
the  $600,000  family  home  to 
their  children  but  retain  the 
right  to  live  there  for  20 
years.  "The  right  to  occupy 
the  home  for  that  long  is 
probably  equal  to  about  two- 
thirds  of  the  value,"  says  Da- 
vid Gerson  of  Ernst  &  Young 
in  New  York,  "so  the  gift  is 
one-third,"  or  $200,000  in  this 
example.  The  husband  and 
wife  both  take  $100,000  from 
their  $600,000  pots.  By  the 
time  the  heirs  receive  the 
property,  it  could  be  worth  a 
lot  more,  but  no  tax  will  be 
due.  Catch:  When  the  20 
years  is  up,  the  couple  will 
have  to  pay  market  rent  to 
their  kids.  Also,  if  either  dies, 
the  trust  dissolves,  and  the 
house  is  back  in  the  estate. 

A  QPRT  is  a  type  of  gran- 


A  Look  at  Estate  Taxes 


A  Matter  Of  Trusts 

LIFE-INSURANCE  TRUST  Shelters  life-insurance  proceeds  from  estate 
and  income  taxes;  irrevocable;  can't  change  beneficiaries;  can't 
borrovy/  against  the  policy. 


A  AND  B  TRUSTS  Allow  grantor  to  pass  unlimited  assets  tax-free  to 
spouse  in  an  "A"  marital  trust  while  retaining  a  $600,000  estate 
tax  exemption  for  other  heirs  in  a  "B"  bypass  trust;  irrevocable. 


Q-TIP  (QUALIFIED  TERMINABLE  INTEREST  PROPERTY  TRUST)  A  planning— 
rather  than  tax-avoidance — vehicle  that  lets  a  husband  or  wife 
pass  property  to  the  surviving  spouse  and  specify  to  whom  it  will 
go  upon  the  spouse's  death. 


QPRT  (QUALIFIED  PERSONAL  RESIDENCE  TRUST)  A  way  to  remove  a  house 
from  an  estate  and  still  retain  the  right  to  live  in  it  for  a  set  num- 
ber of  years;  dissolves  if  you  die  before  the  trust  term  is  up;  you 
must  pay  market  rent  to  stay  put  after  the  term  expires. 


CHARITABLE  REMAINDER  TRUST  Lets  you  bequeath  property  to  a  char- 
ity, take  an  immediate  tax  deduction  on  its  value,  and  use  it  or  re 
tain  the  income  it  produces  while  you  live. 


GRAT  (GRANTOR-RETAINED  ANNUITY  TRUST)  Lets  you  set  aside  money  or 
securities,  receive  an  annuity  for  a  fixed  number  of  years,  and  re- 
duce the  value  of  the  gift  to  heirs  for  tax  purposes;  expensive  to 
create;  if  you  die  prematurely,  the  grat  reverts  to  your  estate. 


MAXIMUM  RATE 


$10  000 

20.000 


ESTATE  VALUE  AFTER  EXCLUSION 

$60,001-    $150,001-     $750,001-  $1,500,001- 

250.000      1.000.000     2.000.000  $3,000,000 


■     '  I  l_ 


APERCENT  *$500,000  estate-tax  exclusion  gets  ptiased 

out  between  $10  million  and  $21,040,000 

DATA:  INTERtWL  REVENUE  SERVICE  CODE 


tor-retained  interest  trust 
(GRIT)  that  can  be  used  to 
benefit  family  members.  Oth- 
er GRITS,  which  can  own  se- 
curities as  well  as  real  proper- 
ty, benefit  nonrelatives.  The 
point  is  the  same:  to  establish 
the  tax  basis  now,  when  the 
value  of  sheltered  assets  is 
low,  rather  than  at  death. 

If  you  have  a  very  high- 
growth  asset,  such  as  insid- 
er's stock,  a  grantor-retained 


annuity  trust,  or  GRAT,  can  re- 
move the  future  appreciation 
from  your  estate.  To  achieve 
any  benefit,  the  asset  has  to 
grow  more  than  the  iRS's  cur- 
rent discount  rate  of  9.4%. 
Say  a  person  places  securities 
worth  $1  million  in  the  grat, 
agreeing  to  draw 
out  a  fixed  amount 
each  year  for  the 
next  20  years.  The 
present  value  of  this 
annuity  arrange- 
ment is  a  mere 
$43,500,  according  to 
IRS  tables,  which  is 
applied  against  the 
$600,000  exemption. 

If  you  beat  the 
tables,  you  could  be- 
queath a  bonus.  Af- 
ter the  annuity  pay- 
ments, a  stock 
returning  13%  a  year  on  aver- 
age would  produce  a  trust 
worth  $485,000  in  20  years- 
more  than  a  tenfold  increase 
over  the  exemption  amount. 
Withdrawals  are  mandatory. 
So  if  the  asset  returns  less, 
you  could  draw  out  principal 
until  the  trust  is  depleted, 
and  you're  not  better  off  than 
you  were  when  you  started — 
plus  you've  forfeited  $43,500 
of  your  exemption  and  the 


OVER 


high  cost  of  creating  such  a 
trust.  GRATs  of  less  than  $1 
million  are  uneconomical. 

One  popular  trust,  used 
more  for  its  current  tax  ben- 
efit than  estate-tax  purposes, 
is  a  charitable  remainder 
trust.  It  allows  you  to  be- 
queath property  to  a  charity, 
take  an  immediate  tax  deduc- 
tion, and  use  it  or  retain  the 
income  while  you  live.  Say 
you  have  $20  million  worth  of 
stock  in  a  high-growth  com- 
pany, which  pays  little  or  no 
dividend.  Put  it  into  the  trust 
and  sell  it,  so  you  avoid  capi- 


tal-gains taxes,  ai 
invest  the  procee 
in  something  wi 
high  current  inconi 
"Now,  I've  got  t;| 
whole  $20  milliii 
earning  money  f| 
me,"  says  Robe! 
Lipsey,  generi 
counsel  of  Mid-A 
lantic  Cos.,  esta 
planners  in  Mt.  Ls 
rel,  N.J. 

FREEBIE.  The  ma: 

mum  tax  rate  ( 
trust  income  is  t 
same  as  the  top  i 
come-tax  rate,  b 
you  get  there  quic 
er — currently,  aft 
just  $7,500.  Link 
you  or  your  he 
need  the  cash,  the: 
fore,  fund  yo 
trusts  with  grow 
assets,  such  as  prii 
undeveloped  land 
small-cap  stocks. 
As  you  plan,  do 
forget  that  you  are  also 
lowed  to  give  anyone  y 
choose  an  after-income 
gift  of  up  to  $10,000  each  r 
year,  on  which  the  recipi( 
pays  no  tax  whatsoev 
'Ti-usts  can  be  intimidati: 
but  they  aren't  necessar 
expensive  to  create:  a  f 
hundred  dollars  for  the  co 
monest  types,  up  to  perhj 
$20,000  for  complicated  pla 
Uncle  Sam  could  face  a  stif 
tab,  from  the  point  of  view 
lost  revenues.  That  co' 
make  your  trust  your  1 
laugh.     Timothy  Middlei 


WORTH  NOTINC 


■  WOMEN  AND  WEALTH.  Calvert  Group  in  Bethesda,  Md 
is  offering  two  free  educational  resources,  Investing 
Your  Way:  A  Personal  Economy  and  Investment  Guide 
for  Women  and  A  Personal  Economy  and  Financial 
Program  for  Women.  The  booklets  (800  she-invests)  of 
fer  women — who  earn  and  save  less  but  live  longer  thar 
men — a  primer  on  investment  markets,  a  mutual-fund 
guide,  asset-allocation  tips,  and  other  advice. 

■  VIRTUAL  FISHING.  Until  now,  devoted  trout  fishers  cou 
only  tie  flies  and  tell  lies  during  the  long,  cold  off-seasoi 
But  out  of  Sihcon  Valley  comes  Fly  Fishing:  The 
McLoud  River,  a  compelling  ms-dos  computer  game.  Th 
user  must  pick  the  right  fly  and,  using  the  mouse,  land 
cybeilrout  as  wily  as  the  rainbows  in  the  real  McLoud 
famed  Northern  California  trout  river.  Through  Orvis 
San  Francisco  (415  392-1600),  $49.95. 
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unous  expansion.  Uevelopment- 
mindcd  governments.  Abundant 
labor.  Extensive  capital  reserves. 
Burgaining  consumer  markets.  Asia  is  now 
the  envy  of  the  world,  posting  the  highest 
rates  of  annual  economic  growth  of  any 
region,  and  poised  for  its  role  as  the  power 
sphere  of  the  next  century. 

"The  Asia-Pacific  region  in  the  past 
decade  has  scored  an  average  annual 
growth  rate  of  6% — much  higher  than 
NAFTA's  2.7%  and  the  EEA's  (European 
Economic  Area)  13%,"  says  Lee  Teng- 
hui,  President  of  Taiwan,  R.O.C.  "Of  tlie 
world's  three  economic  blocs,  the  Asia- 
Pacific  region  has  the  greatest  development 
potential — this  should  not  be  overlooked." 

President  Lee  was  joined  by  man- 
agement guru  Dr.  Peter  Drucker,  Acer 
Inc.  Chairman  and  CEO  Stan  Shih,  Fuji 
Xerox  Chairman  and  CEO  Yotaro 
Kobayashi,  and  more  than  100  chief  exec- 
utives from  Asia's  premier  enterprises  at 
The  1994  Business  Week  Asia  Forum  of 
Chief  Executives  in  Taipei,  Taiwan.  The 
Foruni  was  co-presented  by  Business  Week 
and  the  Ministry  of  Economic  Affairs, 
Taiwan,  R.O.C. 

And  though  overlooking  Asian  devel- 
opment is  nearly  impossible.  Asm  Naiu  is  but 
a  promise;  to  make  good  on  it,  senior  gov- 
ernment and  corporate  chief  executives 
must  address  the  challenges  of  the  devel- 
opment cycle  and  adapt  their  policies,  man- 
agement styles,  and  strategies  accordingly. 

Riding  the  Wave 

Asia's  boom  is  no  accident:  a  crescent 
wave  swelling  first  in  Japan  and  South 
Korea,  breaking  in  coastal  China,  and 
reaching  the  shores  of  Southeast  Asia. 
Over  the  past  fifteen  years,  governments 
of  the  region  have  replaced  import  sub- 
stitution policies  with  export  promotion 
measures  and  supported  industrial  and  com- 
mercial investment  with  major  infra- 
structure development  projects. 

Add  to  that  the  sheer  dynamism  of 
the  region — 30.8%  of  the  world's  popu- 
lation, 20.7%  of  the  world's  GNP  plenti- 
ful natural  resources,  and  high  levels  of 
saving — and  the  rising  tide  raises  a  pow- 
erful Asian  fleet. 

Moreover,  the  range  of  the  region's 
economies  has  made  Asia's  development 
self-sustaining — as  economies  advance 
and  wages  rise  in  one  country,  less-devel- 
oped neighbors  benefit  and  the  region 
grows  and  grows. 

Vincent  Slew,  Chairman  of  Taiwan's 
Council  for  Economic  Planning  and 
Development  says,  "Export  competitive- 
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Robert  E.  Mittelstaedt,  Jr., 
Vice  Dean  and  Director, 
The  Wharton  School  of  the 
University  of  Pennsylvania 

"V^e  will  all  become  more  effec- 
tive citizens  of  the  global  busi- 
ness community  as  we  spend 
more  time  together  in  educa- 
tional and  business  activities 
learning  effective  mechanisms 
for  coping  with  problems  that 
are  very  similar." 


Stan  Shih,  Chairman  and  Chief 
Executive  Officer,  Acer  Inc. 

"As  a  high-tech  company 
from  Taiwan,  in  order  to  gain 
global  recognition,  we  must 
do  much  better  than  our  com- 
petitors in  the  U.S.,  Japan, 
and^Europe.  We  intend  to 
achieve  that  through  consis- 
tent quality  and  our  unique  , 
management  philosophy." 
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ticularly  important.  "We  will  all  become 
more  effective  citizens  of  the  global  business 
community  as  we  spend  more  time  togeth- 
er in  educational  and  business  activities  learn- 
ing effective  mechanisms  for  coping  with 
problems  that  are  very  similar." 


The  Technology  Imperative 

To  acquire  the  teclmology  needed  to  com- 
pete internationally,  Haw  Par  Brothers' 
Hong  suggests  two  strategies:  use  Asia's 
capital  strength  to  buy  into  Western  tech- 
nology-based companies  and  tap  into  their 
innovative  engineering;  or  forge  strategic 
alliances  with  multinationals  from  advanced 
countries.  In  the  latter  arrangement, 
Western  multinationals  would  supply 
teclmology  and  marketing  channels  in  the 
West,  while  Asian  multinationals  would  sup- 
ply the  local  distribution  networks  and 
markehng  know-how  within  Asia. 

Almost  twenty  years  ago  Taiwan's 
Acer  Inc.  did  just  that,  bringing  U.S.  tech- 
nolog}'  to  its  home  base  in  Taiwan.  By  1982, 
Acer  began  manufachiring  its  own  com- 
puters, and  introduced  its  first  PC  in  1983. 
Today  Acer  competes  head  to  head  with  its 
Japanese,  American,  and  European  rivals. 
But  Acer  has  found  that  despite  its  indus- 
try-standard setting  technology,  estab- 
lishing a  global  brand  name  as  a 
non-Japanese  Asian  company  is  still  a  con- 
siderable challenge. 

"Computers  from  the  U.S.  and  con- 
sumer electronics  from  Japan  are  per- 
ceived worldwide  as  innovative.  Computers 
from  Taiwan  still  don't  imply  innovation, 
even  though  many  computers  are  achial- 
ly  designed  here,"  says  Acer  Inc.  Chairman 
and  CEO  Stan  Shih.  To  combat  that  per- 
ception problem  Shih  has  created  a  three- 
tiered  strategy. 

Acer's  "local-touch  brand  name" 
approach  will  create  local  shareholder 
majorities  in  each  of  its  key  markets,  so  that 
in  each  country  the  brand  is  perceived  as 
domestic.  Second,  Acer's  'fast-food'  busi- 
ness model  has  allowed  it  to  assemble 
PCs  in  over  20  countries  so  it  can  deliver 
consistent  quality  as  fast  as  domestic  com- 
pebtors.  Tliird,  tlie  company  is  restructuring 
itself  into  21  companies  to  keep  each  unit 
focused  and  create  an  entrepreneurial 
environment. 

"Technology  is  a  commodity,"  says 
Shih.  "As  a  high-tech  company  from 
Taiwan,  in  order  to  gain  global  recognition, 
we  have  to  do  much  better  than  our  com- 
petitors in  tlie  U.S.,  Japan,  and  Europe. 


We  intend  to  achieve  that  through  coi 
tent  quality  and  our  unique  managen 
philosophy." 


Hard  Choices  on  'Soft'  Issues 

The  hiture  for  companies  like  Acer — c 
panics  that  are  addressing  manager  ^ 
and  marketing  challenges — is  extrer ' 
bright.  But  Amnuay  Viravan,  foundi 
Thailand's  new  Leadership  for  Thai 
Party,  and  fomier  deputy  Prime  Minisi  It 
Tliailand  cautions  that  the  political  dyi ' 
ics  must  not  be  taken  for  granted 

Viravan  identifies  North  and  S 
Korea,  China's  territorial  claims  orj^ 
Hong  Kong-Taiwan-Shenzhen  trial 
and  the  fragile  peace  settlement  in  Camt  i! 
as  imresolved  political  conflicts  that  c 
explode  and  derail  As.ia  from  its  route  to  %\ 
perity.  "The  Asia-Pacific,  with  its  ethnic 
gious,  and  cultural  diversity,  is  poteni  ^ 

i 


very  vulnerable.  The  most  dangerous 
points  seem  to  be  located  in  archipe 
Southeast  Asia  with  its  Islamic  poj 
tion  and  in  China's  peripheries." 

tlllli 

Dr.  Drucker  warns  that  the  &  - 
sion  of  development  on  mainland  C 
will  make  it  the  world's  most  critical 
for  the  next  five  to  ten  years.  "It  is  cert 
the  most  dangerous  area  economi  | 
speaking."  Drucker  warns  that  Ch 
peasant  population  may  be  pushed  t 
limit,  with  a  paucity  of  jobs  on  the  lan(  - 
no  place  for  them  in  the  economic  boc !![ 
the  coastal  cities.  "These  will  be  the 
critical  years  in  east  Asia  since  the  M(  iH 
invasion.  But  with  any  luck,  by  the  ISI 
2005,  China  may  also  be  the  world's  1 1| 
ber  two  economic  power.  China  is  a  tes; 
question  mark." 


Martin  A.  Keohan 

is  a  New  York-based  business  writer. 
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ODUCTION  AND  LEADING  INDEXES 


)hange  from  last  week:  1.1% 
:hange  from  last  year.-  7.8% 


Change  from  last  week:  0.2% 
Change  from  last  year:  7.4% 


LEADING  INDEX 

Dec.  !7  =  252,2 
967=100, 


PRODUCTION  INDEX 

Dec.  17  =  118.5 

1992=100    230 


220 


lec.  Apr.  Aug.  Dec. 

393  1994  1994  1994 

idexes  are  4-week  moving  averages 

production  index  increased  during  the  week  ended  Dec.  17.  Before  calculating  the 
■week  moving  average,  the  index  also  rose,  to  121.5  from  118.5,  led  by  strong  in- 
ses  in  auto  and  truck  output. 

leading  index  was  up  slightly  in  the  latest  week,  but  the  unadjusted  index  fell  to 
.5.  from  a  revised  254.6.  The  drop  reflected  slower  growth  rates  for  materials  prices  and 
as  well  as  an  increase  in  business  failures. 

■eduction  index  copyright  1994  by  McGraw-Hill  Inc  BW  leading  index  copyright  1994  bv  CI8CR 


PRODUCTION  INDICATORS 


STEEL  (12/24)  thous.  of  net  tons 

LATEST 
WEEK 

NA 

WEEK 
AGO 

1 ,988# 

YEAfiLY 
%CH6 

NA 

AUTOS  (12/24)  units 

141,940 

i4y,b/Drff 

22.  1 

TRUCKS  (12/24)  units 

110,958 

1  1  Q  Q  "7Qrt+ 

16.0 

ELECTRIC  POWER  (12/24)  millions  of  kilowatt-hrs.  NA 

OiL.z  /  yff 

NA 

CRUDE-OIL  REFINING  (12/24)  thous  of  bbl  /day 

NA 

NA 

COAL  (12/17)  thous.  of  .net  tons 

20,504# 

<i  X  ,4  i  o 

11./ 

PAPERBOARD  (12/17)  thous.  of  tons 

858.8# 

827. Or 

0.1 

PAPER  (12/17)  thous.  of  tons 

817. 0# 

823.0 

2.9 

LUMBER  (12/17)  millions  of  ft. 

499. 7# 

483.2 

3.9 

RAIL  FREIGHT  (12/17)  billions  of  ton-miles 

24. 5# 

25.4 

6.5 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automottve  Reports,  Edison  E 
Institute,  American  Petroleum  Institute,  Energy  Dept.,  American  Forest  &  Paper 
Association,  WWPA',  SFPA^,  Association  of  American  Railroads 


m 


ING  INDICATORS^ 


ICK  PRICES  (12/23)  S&P  500 


LATEST 
WEEK 

458.82 


WEEK  YEARLY 
AGO    %  CHG 

453.75  -1.6 


PRICES 


GOLD  (12/28)  $/troy  oz. 


UTEST        WEEK  YEARLY 
WEEK  AGO    %  CHG 

381.750     382.050  -1.1 


IPORATE  BOND  YIELD,  Aaa  (12/23) 

8.45% 

8.46% 

21.6 

STEEL  SCRAP  (12/27)  #1  heavy,  $/ton 

143.50 

143.50 

2.9 

USTRIAL  MATERIALS  PRICES  (12/23) 

111.7 

112. Ir 

NA* 

COPPER  (12/24)  e/ib. 

140.4 

140.8 

64.5 

INESS  FAILURES  (12/16) 

331 

274 

8.2 

ALUMINUM  (12/24)  e/ib 

91.0 

89.0 

71.7 

L  ESTATE  LOANS  (12/14)  billions 

$455.4 

$455.2 

7.4 

COTTON  (12/24)  strict  low  middling  1-1/16  in. 

e/lb.  82.14 

80.74 

34.7 

lEY  SUPPLY,  M2  (12/12)  billions 

$3,559.0 

$3,598.3r 

1.7 

OIL  (12/27)  $/bbl. 

17.64 

16.98 

24.2 

lAL  CLAIMS.  UNEMPLOYMENT  (12/10)  thous  323 


324 


-1.5 


•ces:  Center  for  International  Business  Cycle  Research  (CIBCR),  Standard  & 
s,  Moody's,  Journal  of  Commerce  (index:  1990=100),  Dun  &  Bradstreet  (failures 
rge  companies).  Federal  Reserve,  Labor  Dept.  CIBCR  seasonally  adjusts  data  on 
less  failures  and  real  estate  loans.  'Historical  data  available  from  CIBCR 


Sources:  London  Wednesday  final  setting.  Chicago  market,  Metals  Week.  Memphis 
market,  NYMEX 


FOREIGN  EXCHANGE 


EREST RATES 


ERAL  FUNDS  (12/27) 


LATEST  WEEK  YEAR 
WEEK        AGO  AGO 

5.60%      5.43%  2.99% 


IMERCIAL  PAPER  (12/28)  3-month 


6.31 


6.27 


3.32 


TIFICATES  OF  DEPOSIT  (12/28)  3  month      6  37 


6.22 


3.24 


<  ;D  MORTGAGE  (12/23)  30  year 


9.34 


9.41 


7.29 


USTABLE  MORTGAGE  (12/23)  one  year 


6.73 


6.83 


4.28 


M  (12/28) 


LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

JAPANESE  YEN  (12/28) 

100.32 

100.22 

111.68 

GERMAN  MARK  (12/28) 

1.57 

1.57 

1.74 

BRITISH  POUND  (12/28) 

1.54 

1.56 

1.48 

FRENCH  FRANC  (12/28) 

5.43 

5.43 

5.89 

ITALIAN  LIRA  (12/28) 

1642.8 

1643.5 

1712.6 

CANADIAN  DOLLAR  (12/28) 

1.40 

1.39 

1.33 

MEXICAN  PESO  (12/28)' 

4.975 

3.975 

3.106 

8.50 


8.50 


6.00 


ces:   Fedeial  Reserve,  HSH  Associates,  Reuters  Holdings  PLC 


Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per  U  S.  dollar, 
except  for  British  pound  in  dollars 


data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
ment.  l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


THE  WEEK  AHEAD 


I  SURVEY 

lay,  Jan.  3,  10  a.m.  ►  The  National 
iation  of  Purchasing  Management's  in- 
robably  declined  a  bit  in  December,  to 
'/o,  down  from  61.2%  In  November. 

the  median  forecast  of  economists 
/ed  by  mms  International,  a  division  of 
aw-HIII  Inc.  November's  napm  reading, 
ghest  in  10  years,  w/as  led  by  a  steep 

in  the  purchasers'  production  Index. 

TRUCTION  SPENDING 

esday,  Jan.  4,  8:30  a.m.  ►  Warm 
er  in  November  probably  lifted  build- 
jtlays  by  a  modest  0.5%,  say  the  mms 
mists.  That's  suggested  by  the  7% 
In  the  month's  housing  starts.  Despite 


higher  interest  rates,  the  construction  Indus- 
try has  been  holding  Its  ow/n:  Spending  grew/ 
1.7%  In  September  and  1%  in  October. 

FACTORY  INVENTORIES 

Thursday,  Jan.  5,  10  a.m.  ►  Inventories 
held  by  manufacturers  probably  grew  by 
about  0.5%  In  November.  If  so,  that  would 
be  the  seventh  advance  In  the  past  eight 
months.  In  October,  inventories  Increased  by 
0.4%. 

VEHICLE  SALES 

Thursday,  Jan.  5  ►  Sales  of  U.  S.-made  cars 
and  light  trucks  likely  slipped  a  bit  In  De- 
cember, to  a  combined  annual  rate  of  13.5 
million,  down  from  November's  pace  of 


nearly  14  million.  The  mms  economists  pro- 
ject that  the  buying  weakness  is  concentrat- 
ed In  light  trucks,  with  sales  probably  fall- 
ing to  6.1  million  in  December,  down  from 
6.6  million  in  November. 

EMPLOYMENT 

Friday,  Jan.  6,  8:30  a.m.  ►  The  mms  survey 
projects  that  nonfarm  payrolls  Increased  by 
260,000  workers  in  December,  on  top  of 
November's  350,000  new  hires.  That  would 
mean  3.85  million  jobs  were  created  In 
1994.  Manufacturing  jobs  probably  rose 
30,000  in  December,  after  Increasing  by 
51,000  in  November.  The  jobless  rate  at 
the  end  of  the  year  Is  expected  to  be  5.6%, 
the  same  reading  as  in  November. 
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Index  to  Companies 

This  index  gives  the  starting  page  tor  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABC  6 
Adobe  120 
Advanced  Micro 
Devices  77,  106 
Aetna  Life  &  Casualty  94 
AK  Steel  68,  108 
Alex.  Brown  &  Sons  77 
Allegro  New/  Media  22 
Alvey  65 
A.M.  Best  94 
American  Airlines  88 
American  Iron  &  Steel  88 
America  Online  76,  115 
Amgen  79 
Amoco  81 

Andersen  Consulting  88 
Annex  Researcti  75 
Apache  81 

Apple  Computer  42,  54, 
77,  110,  117,  120 

Applebee's 

International  89 
Applied  Materials  77 
Arctier  Daniels 

Midland  49,  72 
Arttiur  Andersen  83 
AT&T  15,54,76,78 
ATX  47 

Autofacts  International  54 
AutoPacific  41 

B 


Baring  Securities  34 
Barnett  Banks  93 
Bearings  87 

Bear  Stearns  54,  69,  81, 
90 

Bell  Atlantic  78 
BellSouth  51 
Berkeley  Systems  42 
Bertucci's  89 
Bezeq 

Telecommunications  51 
Birmingham  Steel  68 
Blockbuster 

Entertainment  108 
Boeing  14E1 
Boise  Cascade  83 
Borden  72 

Borland  International  22 
Bose  114 

Brinker  International  89 
Bristol-Myers  Squibb  79 
British  Petroleum  81 
British  Steel  68 
Broadview  Associates  76 


Cadbury-Schweppes  6 
Caesars  World  47 
Calvert  Group  122E4 
Campbell  Soup  72 
Cancer  Bioscience  38 
Capital  Cities/ABC  91 
Cardinal  Health  87 
CBS  8,  91 

C-Cube  Microsystems  77 
CellCom  51 

Cementos  Mexicanos  34 
Chaparral  Steel  68 
Chase  Manliattan  93 
Checkers  Drive- In 
Restaurants  89 
Chemical  Banking  93 
Chicago  Corp.  89 
Chiron  79 

Chrysler  8,  63,  106,  118 
Chubb  94 
Ciba-Geigv  79 
CIGNA  94 

Cincinnati  Milacron  65 
Cirrus  Lojic  77 
Citibank  S3 


Coca-Cola  8,  104 
Coleman  40 
Columbia/HCA 

Healthcare  85 
Columbia  Sportswear  104 
Commonwealth  Edison  90 
Compaq  Computer  54,  75, 

110,  120 
CompuServe  76,  115,  120 
ConAgra  49,  72 
Consolidated 

Engineering  13 
Continental  94 
Continental  Airlines  8,  88 
Cooper  Industries  40 
Corporate  Software  120 
Cowen  79 

CPC  International  72 
Cramer  Rosenthal 
McGlynn  47 
Cray  Research  47 
Creative  Labs.  120 
CRSS  122 

CS  First  Boston  93,  122 
Cushman  &  Wakefield  98 
Cypress  Semiconductor  77 
Cyrix  77 


Dataquest  75,  76,  77 
Dean  Foods  72 
Dean  Witter  Reynolds  83 
Dell  Computer  54,  120 
Deloitte  &  Touche  54 
Delrina  120 
Delta  Air  Lines  88 
Denny's  89 
Deutsche  Bank  North 

America  47 
Digital  Equipment  120 
Dime  Savings  Bank  105 
Discount  Investment  51 
Diversified  Pharmaceutical 

Services  87 
Domino's  Pizza  89 
Donaldson,  Lufkin  & 

Jenrette  85 
Dow  Chemical  79 
Dr  Pepper/Seven-Up  6 
DRI/McGraw-Hill  54 
DuPont  54,  69 


Eastman  Kodak  79,  105 
Eaton  63 
Ebasco  122 
Eddie  Bauer  86 
Electronic  Arts  91 
Electronic  Data  Systems  6 
Elektra  Entertainment  106 
Ell  Lilly  87 
Enserch  122 
Equitable  Real  Estate 

Investment 

Management  98 
Ernst  &  Young  93,  122E2 
E-Systems  64 
Ejo<on  81 


Federated  Department 
Stores  86,  110 
Fidelity  Investments  6,  95 
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Editorials 


INVESTMENT  IS  STILL 
A  CAPITAL  IDEA 

The  most  striking  economic  phenomenon  of  the  1990s  has 
been  Corporate  America's  investment  juggernaut.  Bat- 
tered by  international  competition,  companies  across  the  U.  S. 
regrouped  in  the  late  1970s  and  1980s.  They  slashed  costs, 
stressed  quality,  and  streamlined  bureaucracies.  By  the  1990s, 
they  began  the  biggest  investment  boom  in  decades,  pouring 
billions  of  dollars  into  new  computers,  telecommunications 
gear,  softw^are,  and  other  capital  equipment.  The  payoff: 
stronger  growth,  higher  productivity,  and  record  profits. 

Now,  1995  is  shaping  up  as  the  year  when  the  long-antici- 
pated slowdown  in  the  economy  finally  materializes.  The  con- 
sensus among  economists  is  that  aggressive  tightening  by 
the  Federal  Reserve  Board  last  year  and  expected  interest- 
rate  hikes  early  this  year  will  slow  the  economy's  growth 
rate  to  2.5%  or  so,  down  sharply  from  the  3.5%  average  gain 
of  the  past  two  years.  A  reading  of  this  week's  Industry  Out- 
look suggests  companies  are  a  bit  more  optimistic  (page  54). 

Whether  the  economy  throttles  down  a  bit  or  a  lot,  it's  vi- 
tal that  the  investment  boom  rolls  on.  Sure,  it's  hard  for  any 
chief  executive  to  sink  shareholder  money  into  a  risky  new 
plant  or  computer  system  when  consumer  demand  is  becom- 
ing more  uncertain.  Yet  high  levels  of  investment  spending  are 
a  simple  necessity  in  a  global  economy.  U.  S.  companies  and 
their  workers  will  continue  the  battle  for  profits  and  market 
share  against  a  resurgent  Japan  and  Europe  as  well  as  the  vi- 
brant economies  of  the  developing  world,  fi'om  Malaysia  to  Ai*- 
gentina.  More  capital  equipment  behind  each  U.  S.  worker 
means  more  productivity,  the  basis  of  real  economic  wealth. 

Public  investment  is  needed  as  well  for  growth.  Good  roads 
and  airports  cut  the  cost  of  doing  business.  Good  schools  pro- 
vide critical  human  capital.  Wiring  the  nation's  schools  with 
fiber-optic  cable  could  enhance  our  long-run  competitiveness. 

Investment  isn't  just  bricks  and  motors,  bits  and  bytes. 
It  represents  the  appetite  for  risk  that  drives  growth.  When 
companies  and  nations  invest,  they're  betting  on  new  ideas, 
new  opportunities,  new  horizons.  These  bets  have  paid  off 
big  so  far  in  the  1990s.  They  will  into  the  millennium. 

A  BETTER  WAY 

TO  PAY  FOR  COLLEGE 

For  families  straining  to  send  their  children  to  college. 
President  Clinton's  recent  college-tuition  tax-break  pro- 
posal was  an  unexpected  present.  But  taxpayers,  as  usual, 
should  beware  of  federal  officials  bearing  gifts. 

For  starters,  the  tax  break  could  allow  college  adminis- 
trators to  avoid  necessary  cost-cutting.  College  costs  have 
shot  into  the  stratosphere — growing  at  more  than  double  the 
rate  of  inflation.  Tuition  costs  have  swelled  largely  because  of 


bloated  educational  bureaucracies,  the  product  of  campi 
politics  that  prevents  cuts  in  both  administrative  personn 
and  weak  academic  departments.  Only  recently  have  son 
universities  begun  to  embrace  reforms  made  by  many  corp 
rations:  zero-sum  budgeting,  decentralization,  automation 
outsourcing  of  back-office  functions,  and  focusing  on  wh 
they  do  best.  Chances  are  college  administrators  will  u; 
Clinton's  plan  as  a  hcense  to  continue  raising  tuition  to  avo 
painful  restructurings. 

That,  of  course,  would  be  inflationary.  Between  the  end 
1977  and  1994,  college  tuition  has  shot  up  347%,  compar 
with  265%  for  medical  costs  and  141%.  for  the  consumer  pri 
index.  Astounding! 

Far  better  than  a  convoluted  tax-deduction  scheme  won 
be  for  the  President  to  simply  cut  the  marginal  tax  rates 
all  middle-class  families  and  allow  them  to  retain  more 
their  earnings.  That  would  help  families  pay  for  college  wit 
out  encouraging  administrators  to  boost  tuition.  The  Preside 
should  then  cut  government  spending  on  middle-class  entit 
ments  by  a  like  amount  to  pay  for  the  tax  cut. 

Much  of  academe,  like  Corporate  America  during  the  197 
has  become  inefficient,  unproductive,  and  uncompetitive.  T 
current  Clinton  proposal,  despite  its  good  intentions,  woi 
only  perpetuate  that  disturbing  trend.  He  can  do  bett 

THE  PESO'S  PLIGHT 
-IN  PERSPECTIVE 

It's  time  for  investors  to  look  beyond  the  hysteria  o\ 
Mexico's  currency  crisis.  Despite  a  frightful  drop  that  s( 
the  peso  plummeting  more  than  30%  against  the  dollar,  Mf 
ico  remains  a  promising  market  for  investment.  And  U 
companies — and  investors — would  be  wise  to  keep  the  pa 
born  of  government  miscues  in  perspective. 

Think  about  it.  Mexico  has  an  independent  central  bani 
low  budget  deficit,  and  an  ongoing  commitment  to  privat 
state-owned  industries.  It  has  an  enormous  asset  in  t 
emerging  global  economy:  unfettered  access  to  the  U.  S.  m 
ket,  thanks  to  the  North  American  Free  Trade  Agreeme 
Best  of  all,  nafta  provides  clear,  concise  rules  governing  f 
eign  investment  that  businesspeople  would  kill  for  in  otl 
booming  Asian  and  Latin  American  countries. 

This  does  not  diminish  the  fact  that  the  new  governmi 
under  Ernesto  Zedillo  Ponce  de  Leon  has  badly  bungled ' 
peso  devaluation.  A  relatively  strong  peso  has  been  the  c 
nerstone  of  Mexico's  anti-inflation  policy  for  the  past  se\ 
years.  Peso  stability  has  been  critical  to  encouraging  fore: 
capital.  Neither  Zedillo  nor  Finance  Minister  Jaime  Se: 
Puche  prepared  the  markets  for  a  major  change  in  poll 
They  didn't  provide  information  to  creditors  beforehand 
come  up  with  a  financial  package  to  restore  confidence  oi 
the  devaluation  got  out  of  hand.  Both  are  now  required.  I 
dillo's  team  must  get  its  act  together,  or  the  President  she 
bring  in  more  financially  sophisticated  players.  Mexico's  fut 
is  too  bright  to  be  lost  through  lack  of  leadership. 
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You  do  your  job.  We'll  do  ours. 

HP  LaserJet  Printers 


WAfft  HEWLETT* 
Wkf/iM  PACKARD 


.re  information,  rail  l-8()0-LASERJET,  ExI  85511  In  I'aiia.la  rail  1-KII(1-:W7-:IS(,7,  Ext  8550  01994  Hcwli-ll-ls.  kjicl  c '..miiairv  I'K1J15K 
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Lufthansa  could  have 
called  on  any  bank  to  help  them 
further  privatize  in  October,  1994. 
But  then,  Lufthansa  doesn't  like 
turbulence.  So  they  called  their 
preferred  "Tower"  to  arrange  and 
lead  the  deal:  Dresdner  Bank. 

Needless  to  say,  they 
arrived  on  time.  The  landing  was 
exceptionally  smooth.  Employing 
a  dynamic  network  that  stretches 


This  is  the  towerjl 
called  for  a  b( 


across  67  countries,  we  make  it 
our  business  to  help  other  busi- 
nesses prosper  -  worldwide. 

In  case  you  haven't  had 
a  chance  to  get  to  know  us  in  the 
last  122  years,  it's  time  you  did. 


We're  not  only  the  second  lajjF 
bank  in  a  country  known  for 
banks  -  Germany  -  we're  a. 
Universal    Bank:    We  havefl 
right  people  (i.e.  46,500  s|i 
specialists).  We  have  the 


When  it  chose 

to  privatize, 
Lufthansa  called 
Dresdner  Bank 
for  guidance. 


Lufthansa 
takeoff. 


Every  fifth  DM  earmarked 
foreign  trade  with  Germany 
ises  our  "borders"  first).  And 
lave  the  wherewithal  to  meet 
'  objectives.  Moreover,  we 
n  in  nearly  a  100  languages. 


Our  vast  resources 
and  experience  can 
help  you  tap  a 
world  of  opportu- 
nities. Whether  they 
are  in  the  up-and-coming  markets 
of  Eastern  Europe.  Or  right  in  your 
own  backyard:  North  America. 


Call  "The  Tower"  to  avoid 
financial  turbulence.  Lufthansa  did. 
And  now  their  tickets  aren't  the 
only  first-class  investments  they 
offer.  Together  we  can  find  ways 
to  help  you  start,  expand  or  en- 
hance your  business.  Just  phone 
(212)  574-0  100. 


Dresdner  Bank 


New  York  •  Chicago  •  Los  Angeles  ■  Mexico  City  -  Toronto 


Itispure 

EXCESS. 

Ihree   hundred   twenty   HORSES.   TvVi  n  -  s  e  q  u  e  n  l  i  a  I  TURBOS. 

1^.  a  c  e  -  i  n  s  p  i  r  e  d   front   and   rear  d  o  ii  b  1  c  -  w  i  s  h  b  o  n  e  SUSPENSION 

'///('  .Sh/)«;  cockpit  has  been  den^ned  .  ■      ,  :  t  t  -  t  f  •  i  • 

wmlarly  to  a  motcncycle  coivlmg,  I  ll  a  t    doeSH    t    get    the  JUICES    going,    try  this. 

"wrapping"  the  driver  in  the 

instrument  duster  for  maMmum  j^,^  ^  ,^  ^    ,^  ^  ^  ^    P  O  W  E  R  -  T  O  -  VV  E  I  G  H  T    ratio    in    its  claSS, 

( imluit  iinil  input. 

and  does  0  to  6  0   in   4.6*  seconds.   The    1995  Toyota  Supra  TURBO. 
It'll   make   y  o  u   S  C:  R  E  A  M   at   the   TOP   o  i~   y  o  u  r  lungs. 
And  lie   awake   at   night,  DREAMING. 
Call    1  -HOU-GO-TOYOTA   lor   a   brochure   and  location 


of  your  nearest  dealer 


®  TOYOTA  SUPRA 

I  L()\e  VVhai  You  Do  For  Me 


The  raw,  brute  power  oj  this 
heavy-breathing  24-vahe 
twin-turbo  will,  literallv.  take 
jour  breath  away. 


:OPLE 


I nc  cuuuHi iui>i  ^m^^i^^^^  nuvv  will 
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They  have  to.  They're 
Independent  Agents  who 
represent  Aetna. 


They  know  the  shoe  business.  They  know 
the  construction  business.  They  know  the 
car  business.  They  know  your  business. 
They  know  dozens  of  businesses  as  well 
as  they  know  their  own.  You  see,  more 
thaiv  10,000  agents  have  been  taught  at 
the  Aetna  histitute.  There  they  learn  how 
to  understand  your  needs,  analyze  risk, 
and  give  you  a  policy  that's  just  perfect  for 
you.  They  want  your  business  to 
succeed  just  as  much  as  you  do. 
Aetiia.  A  policy  to  do  more. 


R STORY 


Mexico's  peso  crisis  will  stunt  its 
growth-and  Zedillo's  disappointing*, 
recovery  plan  only  makes  matters  wOTse 
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TAX  BREAKS: 
RICH  FOLK  FIRST 

HOUSE   REPUBLICANS  HAVE 

vowed  to  cut  taxes  by  $200 
billion  over  the  next  five 
years,  but  most  Americans 
probably  won't  see  the  payoff 
before  1996.  Relief  will  go 
first  to  investors  with  capital 
gains  and  to  small  business- 
es that  write  off  equijjnient. 


TAKING  THE  PLEDGE:  Aii  eady  broken? 


B  I' SI  NESS    WEEK  has 

learned  that  House  gop  lead- 
ers plan  to  postpone  the  ef- 
fective date  of  middle-class 
tax  cuts,  because  they 
couldn't  find  $15  billion  in 
offsetting  spending  cuts 
needed  this  year.  The  deci- 
sion will  delay  such  "pro 


family"  measures  as  a  $500 
per  child  credit. 

On  the  other  hand,  the 
leadership  will  try  to  index 
capital  gains  for  inflation  and 
cut  the  top  rate  to  14%  from 
28%  for  assets  sold  after 
Jan.  1,  1995.  That  date  also 
would  apply  to  more  gener- 
ous first-year  write-offs  for 
small  business  investment 
and  new  depreciation  rules 
for  capital  purchases. 

Leaders  fear  that  post- 
jr      poning  the  changes 
'  would  prompt  com- 
panies and  inves- 
tors to  delay  in- 
vestments until 
taxes  drop.  An  im- 
mediate capital- 
gains    cut  also 
would  pull  in  reve- 
nue in  1995  because 
people  would  be 
quicker  to  take 
profits  on  stock  and 
other  investments. 
The  GOP  math  shows  the  in- 
vestment breaks  generate  a 
net  gain  of  $4  billion. 

The  rationale  of  Republi- 
cans might  be  good  econom- 
ics, but  you  can  probably 
expect  "party  of  the  rich" 
rhetoric  from  the  Demo- 
crats.     Howard  Gleckman 


TALK  SHOW  UTake  your  chairman  into  a  corner  and  shoot 
him  quickly-we  don't  want  the  fuss  of  a  public  trial. 

— Maurice  Saatchi,  in  a  letter  to  Saatclii  &  Saatchi  employees 
about  the  method  of  his  removal  as  chairman 


NEW  WORLD  ORDER 


AN  INFIDEL  INVESTOR  AMONG  THE  MULLAHS 


SATAN'S  ANGEL:  Rogers 
IRAN    isn't    a  popular 

emerging  market.  But  at 
least  one  money  man  from 
the  Great  Satan  is  braving 
the  Islamic  republic's  bourse. 
James  Rogers,  former  part- 
ner of  investing  wizard 
George  Soros,  says  he  has 
bought  shares  in  Iran's  10 
largest  companies  on  the  tiny 
(market  cap:  $1.7  billion) 
Tehran  Stock  Exchange. 

Rogers,  author  of  Invest- 
mejii  Biker,  a  book  about 
his  motorcycle  tours  in 
search  of  investments,  took  a 
year  to  find  an  Iranian  invest- 
ment banker  who  would  deal 
with  him  and  started  invest- 
ing a  year  ago.  "No  one  was 
executed,"  he  says,  so  he  has 
kept  buying.  Rogers,  who 


HONCHOS 


THE  CANONIZATION  OF  REGINALD  LEWIS 


THE  LATE  REGINALD  LEWIS  IS 

getting  the  full  icon  treat- 
ment. One  of  America's  most 
celebrated  black  business- 
men, Lewis,  the  subject  of  a 
recently  issued  biography. 
Why  Should  White  Guys 
Have  All  the  Fun?,  had  a 
building  at  alma  mater  Har- 
vard Law  School  named  after 
him,  and  a  wax  figure  of  him 
i.-  on  museum  display  in  his 
hometown,  Baltimore.  Then 
there's  his  office  at  TLC  Bea- 
t  rice,  the  food  outfit  he 
I  niight  in  1987.  The  i-oom  has 
■  •■(•!■  preserved  as  he  left  it, 
.uii!  sciioolchildren  tour  it. 


The  commemoration  of 
Lewis,  who  died  at  50  in  1993 
of  brain  cancer,  has  the  alti-u- 
istic  purpose  of  inspiring 
young  blacks.  But  it  also  is  a 
powerful  image-making  tool 


IN  WAX:  Also  in  print 


for  Beatrice,  which  needs  one. 
It  has  stumbled  badly  since 
the  well-regarded  Lewis' 
death,  say  analysts.  Last  year, 
investor  pressure  led  to  the 
resignation  of  Lewis'  suc- 
cessor as  chairman,  his 
brother  Jean  Fugett,  who 
couldn't  be  reached  for'  com- 
ment. Minority  sharehold- 
ers— the  Lewis  family  owns 
55% — have  sued  to  recover 
what  they  see  as  excessive 
compensation  for  Lewis.  The 
new  chairman,  widow  Loida 
Lewis,  has  been  selling  off 
some  company  units.  While 
Beatrice,  its  business  mainly 
in  Europe,  reported  a  strong 
third  quarter  (up  29%  over 
the  year-prior  period).  Wall 
Street  is  still  skeptical.  □ 


hasn't  been  to  Iran,  won't  dis- 
close the  amount.  His  stocks 
include  shares  in  a  food  pro 
cessor,  an  auto  parts  maker, 
and  a  cement  company. 

Thus  far,  his  timing  has 
been  deft.  The  Tepix  index, 
the  Persian  ecjuivalent  of  the 
Dow,  surged  45%  last  year. 
Rogers  says  that's  due  to  op- 
timism that  Iran  will  soon 
open  to  outsiders.  Another 
factor  may  be  a  recent  Ira- 
nian ban  on  currency  trading, 
in  effect  restricting  its  inves 
tors  to  domestic  stocks.  □ 


FEE  MANIA 


AN  OFFER  MAYBE  YOU 
SHOULD  REFUSE 


BANK   CREDIT   CARDS  TOO 

steep  for  you?  Wells  Fargo 
just  introduced  a  service  that 
offei's  its  customers  a  pay  ad 
vance — and  charges  up  to  a 
hair-raising  60%  annual  rate 
for  the  privilege.  Customers 
using  direct  deposit  can  get 
$20  to  $200  up  to  a  month 
ahead  of  their  next  paycheck 
Tapping  an  automatic  teller 
machine  or  calling  a  24-hour 
phone  line  immediately  lands 
the  advance  in  their  checking 
accounts.  Pay-up  time  comes 
when  the  next  electronic 
paycheck  arrives  at  Wells. 


WELLS  FARGO  &  COMPANY 

Banks  everywhere  are 
turning  to  fees  for  such  ser- 
vices as  check  overdrafts 
but  Wells  has  proven  more 
aggressive  than  most.  For 
pay  advances,  its  fee  is  $1  for 
each  $20  increment  bor 
rowed.  If  charged  as  interest 
for  a  year',  it  would  work  out 
to  an  astounding  60%  r-ate 
Wells,  the  nation's  seventh- 
largest  bank,  says  any  dissat- 
isfied folks  can  get  a  refund 
on  the  fee.  Russell  Mitchell 
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DRAWN  &  QUARTERED 


TRADING  PLACES 

ANEW  WAY  TO  HOLD 
YOUR  BEER  

HEEU  (  (.HJNiJSCEXTI  LOVE  TO 

quaff  goui'met  suds  from  the 
microbreweries  pojjping  up 
in  odd  corners  of  the  land.  So 
the  small-time  brewers  now 
hope  to  do  at  least  as  well 


MICROBARONS:  Brookhjii  href 

with  stock  in  their  compa- 
nies. Microbreweries  such  as 
Portland  Brewing  in  Ore- 
gon, Spring  Street  Brewing 
in  New  York  City,  and  Men- 
docino Brewing  in  Hopland, 
Calif.,  have  gone  public  in  the 


past  year.  Many  more,  such 
as  Brooklyn  Breweiy,  plan  to 
do  so  soon.  While  pint-size 
breweries  make  up  just  1% 
of  the  U.S.  beer  market,  an- 
alysts expect  that  number  to 
hit  10%  in  the  next  10  years. 

A  waiTiing:  It's  not  easy  to 
invest.  None  of  these  IPOs  is 
large  enough  to  be  on  any 
public  exchanges.  The  com- 
13anies  are  selling  the 
shares  directly,  without 
benefit  of  an  unden\Tit- 
er,  and  no  brokers  han- 
dle later  trading. 

Even  if  the  micro- 
brewing  industiy  takes 
off,  it  may  be  like  com- 
|iuters  a  decade  ago: 
The  small  outfit  you 
choose  may  not  be  the 
I. 'lie  to  prosper.  In  the 
short  term,  don't  look 
for  dividends  or  price 
■ers  gi'owth  for  these  very 
thinly  traded  issues. 
"It's  pretty  aiiy  stuff,"  Tom 
Pirko,  president  of  BevMark 
International,  a  beverage  in- 
dustiy consultant,  says.  One 
plus  for  Portland  Brewing 
shareholders:  a  fi'ee  cold  one 
if  vou  visit.       Julie  Tihner 


-WAY  PATROL 


WHAT'S  A  NICE  COMPANY  LIKE  YOU . . . 


AS  THE  PHONE  CO.MPANIES 
move  into  a  deregulated 
world,  they're  confronting 
the  good,  the  bad,  and  the 
smutty.  The  latest?  A  video- 
on-demand  trial 
offer  to  viewers 
in  Queens,  N.Y. 
from  Nynex  and 
Time  Warner's 
cable  division  fea- 
tures soft-core 
porn  movies. 

The  pay-pfi' 
view  skin  flicks, 
available  since 
mid-November, 
are  part  of  the 
Spice  Channel,  an 
.'  ilt-progi'am  service  that  is 
paiM   of  the  Time  Warni.)' 
package  offered  to  22  house 
h'llds  participating  in  the  tii- 
'.ffer.  Under  federal  regu- 


MAKE  A  DATE 
WITH  SPICE 


SLEAZE,  PLEASE: 

Dki^!  A'.VA'  ///  Queens 


lations,  phone  comjjanies  have 
no  say  over  the  content  of 
video  services  carried  over 
their  lines. 

Time  Warner  says  viewers 
can  keep  their 
kids  from  calling 
up  Spice  offerings 
by  not  teUing 
them  the  special 
identification  num- 
ber needed  to 
order  a  movie. 
Nynex,  which  is 
only  acting  as  the 
delivery  method 
for  the  Time  War- 
ner service,  has 
expressed  no  pub- 
lic chagrin  over  it.  But 
Nynex  says  it  is  seeking  a 
way  for  subscribers  to  block 
the  channel  altogether  if  they 
wish.  Catherine  Amst 


MOW! 

A  NEWT 
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ALOnO  NERVE  AT 
JAPANESE  BANKS 

WIN  THE  LOTTERY  AT  A  KANK? 
You  can  in  Jajian.  Johnan 
Shinkin  Bank,  a  scrappy 
Tokyo  credit  cooperative,  has 
defied  staid  Japanese  bank 
regulators  by  inti'oduc 
ing  time-deposits  that  .(4), 
pay  prizes  up  to  $510 
based  on  random 
drawings.  Deposi 
toi^  have  flocked 
to  Johnan, 
bringing  in  $1 
billion  since  the 
lottery-dejiosits 
were  offered  on 
Nov.  7. 

The  gimmick  has 
Johnan  Shinkin's  competitors 
fLiming.  Takaslii  Tamaki,  head 
of  the  Regional  Banks  Assn., 
complains  that  banks  should 
be  helping  customers  "by  im- 


proving services  and  raising 
interest  rates,  not  with  piiz- 
es."  His  gi'oup  and  anothei 
small-bank  federation  hac 
wamed  members  not  to  fol- 
low Johnan  Shinkin's  exam 
pie,  but  Japan's  Fair  Ti-adt 
Commission  told  the  group: 
to  back  off.  Although  the 
powerful  Finance  Ministrj 
isn't  amused  by  Johnar 
Shinkin,  there's  nothing 
in  the  law  that  pro 
hibits  lottery-linkec 
deposits, 
it  Meanwhile 
^  49  other 
small  lend 
,  ing  institu 

tions  havf 
since  cooked  up 
instruments  using 
the  lottery  gimmick 
And  the  Federation  of  Bank- 
ers Associations,  which  rep- 
resents Japan's  large  banks 
just  lifted  its  ban  on  cash 
prizes.  Larry  Hoi  yoke 


THE  BIG  PICTURE 


Even  when  the  recession  ended  in  March,  '92, 
commercial  banks  were  tight  with  business 
borrowers.  But  strong  corporate  earnings  have 
MONEY  persuaded  banks  to  loosen  up  their  lending. 


BACK 
IN  THE 
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COMMERCIAL  AND 
INDUSTRIAL  LENDING 
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,  BILLIONS  OF  DOLLARS 
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DATA  FEDERAL  RESERVE 


'".  Retirees,  in  survey,  who  like  retirement  better  than  expected:  70%.  Retirees  who  would  rather  be  working:  45% 


ANUAPY  16,  1995 


Now  what? 


In  almost  every  corner  of  the 
business  world,  change  has 
been  sudden  and  irreversible. 
Making  success  an  extremely 
fragile  commodity. 

So  instead  of  merely  trying 
to  survive  change,  Andersen 
Consulting  helps  organizations 


find  ways  to  thrive  on  it.  Using 
our  full  enterprise  approach,  we 
can  help  sharpen  your  reflexes, 
increase  your  adaptability  and 
reduce  your  response  time. 

Perhaps  there  are  still  a  few 
organizations  that  aren't  yet 
pursuing  these  goals.  But  just 


wait.  That's  one  more  bubble 
that's  almost  certain  to  burst 


Andersen 
Consulting 

ARTHUR  ANDERSEN  &  CO.,  S.C. 



Lufthansa  could  have 
called  on  any  bank  to  help  them 
further  privatize  in  October,  1994. 
But  then,  Lufthansa  doesn't  like 
turbulence.  So  they  called  their 
preferred  "Tower"  to  arrange  and 
lead  the  deal:  Dresdner  Bank. 

Needless  to  say,  they 
arrived  on  time.  The  landing  was 
exceptionally  smooth.  Emplo\/ing 
a  dynamic;  network  that  stretches 


This  is  the  tower  ■ 
called  for  a  be 


across  67  countries,  we  make  it 
our  business  to  help  other  busi- 
nesses prosper  -  worldwide. 

In  case  you  haven't  had 
a  chance  to  get  to  know  us  in  the 
last  122  years,  it's  time  you  did. 


We're  not  only  the  second  large 
bank  in  a  country  known  for  larc 
banks  -  Germany  -  we're  a  tri 
Universal  Bank:  We  have  th 
right  people  (i.e.  46,500  skille 
specialists).  We  have  the  cloi  ji 


Lufthansa 
takeoff. 


g.  Every  fifth  DM  earmarked 
foreign  trade  with  Germany 

•sses  our  "borders"  first).  And 
have  the  wherewithal  to  meet 

jr  objectives.  Moreover,  we 

en  in  nearly  a  100  languages. 


Our  vast  resources 
and  experience  can 
help  you  tap  a 
world  of  opportu- 
nities. Whether  they 
are  in  the  up-and-coming  markets 
of  Eastern  Europe.  Or  right  in  your 
own  backyard:  North  America. 


Call  "The  Tower"  to  avoid 
financial  turbulence.  Lufthansa  did. 
And  now  their  tickets  aren't  the 
only  first-class  investments  they 
offer.  Together  we  can  find  ways 
to  help  you  start,  expand  or  en- 
hance your  business.  Just  phone 
(212)  574-0  100. 


Dresdner  Bank 


New  York  ■  Chicago  ■  Los  Angeles  ■  Mexico  City  ■  Toronto 
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A  GIANT  STEP  INTO  CYBERSPACE 


Beyond  news.  Intelligence. 
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SET... CLICK: 

Last  week, 

BUSINESS 

WEEK  was 
launched  on 
America 
Online 


BUSINESS  week's  worldwide 
audience  of  nearly  7  million  has 
just  broadened  dramatically: 
The  magazine  is  now  available 
electronically  to  the  1.5  million 
members  of  America  Online,  the 
fastest-growing  computer  online 
service. 

Last  week's  issue,  featuring  the 
1995  Industry  Outlook,  was  the  first 
to  go  up  on  AOL  screens,  and  the 
contents  of  all  editions  will  now  be 
available  every  Thursday  night, 
ahead  of  the  earliest  newsstand  and 
subscriber  deliveries. 

The  new  service,  called  business 
WEEK  OnHne,  includes  not  only  the 
full  text  of  all  articles,  along  with 
selected  illustrations,  but  also  many 
extra  features  such  as  interactive 
message  boards,  a  chat  room,  and 
weekly  online  conferences  with 
editors  and  newsmakers.  In  Who's 
Who  Online  are  short  biographies — 
and  in  most  cases  pictures — of 
many  of  the  editors  who  will  be 
active  online.  You  can  also  learn 
all  about  44  business  schools  (an 
expansion  of  the  popular  biennial 
Best  B-Schools  rankings),  browse 
— and  buy — business  books,  and 
much  more. 

The  partnei'ship  with  aol  is 


BUSINESS  week's  biggest  step  so  far 
into  cyberspace.  But  its  articles 
have  long  been  available  on 
databases  such  as  Dialog  and  Nexis. 
And  since  last  May,  each  week's  ta- 
ble of  contents  and  at  least  one  sto- 
ry have  been  posted  on  the  Internet 
on  the  Electronic  Newsstand. 

It's  typical  of  the  magazine's  spir- 
it that  the  aol  project  was  the  ef- 
fort of  an  enthusiastic  team,  led  by 
Vice-President  for  Strategic  Plan- 
ning &  Development  Cara  Erickson 
as  general  manager  and  by  Senior 
Editor  Bob  Arnold  as  editor  of  BW 
Online.  John  A.  Dierdorff,  who  re- 
tired in  1993  as  managing  editor,  is 
consulting  editor.  Art  Director 
Malcolm  Frouman  and  Graphics 
Dii-ector  Arthur  Eves  played  major 
roles.  The  technical  intricacies  were 
matered  by  John  E.  Johnsrud, 
McGraw-Hill  vice-president  for  sys- 
tems planning  and  technology. 

For  a  free  trial  disk  from  aol, 
call  (800)  641-4848  and  mention  BW 
Online.  We  hope  to  see  you  often 
online  as  well  as  in  these  pages. 

Editor-in-Chief 
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ENATOR  BUMPERS:  WE'RE 

RMED  TO  THE  TEETH  

"The  Pentagon's  real  readiness  cri- 
is"  (News:  Analysis  &  Commentary, 
)ec.  19)  is  wrong  to  assert  that  spend- 
ig  cuts  mean  that  U.  S.  troops  may 
ave  to  go  into  some  future  conflict 
stuck  with  yesterday's  weapons." 

Even  though  the  Soviet  threat  is 
one,  our  forces  are  much  better 
quipped  today  than  at  the  end  of  the 
old  war.  They  will  continue  to  im- 
rove — with  more  than  $100  billion 
'orth  of  new  weapons  in  the  pipeline, 
icluding  three  supercaniers,  three  bal- 
stic-missile  submarines,  eight  nuclear 
ttack  subs,  a  squadron  of  B-2  bombers, 
lus  scores  of  F-15,  F-16,  and  F-18  fight- 
rs.  All  are  superior  to  their  counter- 
arts  elsewhere  in  the  world. 

During  the  rest  of  the  1990s,  we  will 
pend  as  much  on  militaiy 
ssearch  and  development 
s  during  the  laie  1970s, 
-'hen  we  designed  the 
eneration  of  weapons 
lat  performed  so  success- 
illy  in  Operation  Desert 
torm.  The  Pentagon  will 
pend  more  than  $1.5  tril- 
on  during  the  next  five 
ears.  As  long  as  we  don't 
i'aste  money  on  hugely 
xpensive  weapons  no 
mgei'  needed,  this  will  be 
lore  than  enough  to  maintain  our  readi- 
ess  and  overwhelming  technological 
uperiority. 

If  this  isn't  enough,  it'll  be  because 
re  presided  over  the  gi'eatest  misman- 
gement  of  defense  spending  ever.  Is 
,  not  incredible  that  we  spend  as  much 
n  defense  as  the  rest  of  the  world  com- 
ined,  and  yet  people  like  you  suggest 
/e're  becoming  a  "hollow"  militaiy? 

Dale  Bumpers  (D-Ark.) 

U.  S.  Senate 
Washington 

iUniNG  KUnNER  TO  THE  QUICK 
IN  CAPITAL  GAINS  

I  beheve  smaU-business  ovmers  would 
isagi'ee  vrith  Robert  Kuttner's  pi'emise 
hat  a  capital-gains  tax  cut  would  be  a 
^ft  to  the  rich,  not  the  middle  class 
■'Capital  gains:  Here's  one  the  Demo- 
rats  can  win,"  Economic  Viewpoint, 
)ec.  19). 

The  rich,  whenever  possible,  avoid 
uch  taxes  by  taking  their  losses  and 
3tting  their  gains  run.  The  small  en- 
repreneui",  however,  usually  has  his  eq- 
dty  tied  up  in  one  undertaking.  If  he 
ells  out,  he  is  immediately  up  to  28% 


TAX  REVENUES 
FROM  CAPITAL  GAINS 
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poorer  both  in  earning  power  and  net 
worth  because  of  capital-gains  tax. 

This  restriction  on  the  mobility  of 
capital  Kmits  small-business  owners'  abil- 
ity to  build  net  worth  and  move  up  to 
other  opportunities.  These  members  of 
the  middle  class — the  backbone  of  our 
free-enterprise  system — labor  mightily 
over  the  years,  plowing  after-income- 
tax  dollars  back  into  their  businesses 
in  order  to  grow.  Isn't  one  tax  on  capital 
foiTnation  enough?  The  U.  S.  is  one  of 
the  few  countries  in  the  world  to  tax 
capital  gi'owth  twice. 

Jerry  Huse 
Publisher 
Norfolk  Daily  News 
Norfolk,  Neb. 

Kuttner  says:  "With  such  a  generous 
tax  cut,  no  conceivable  increase  in  stock 
sales  would  make  up  the  revenue  loss." 

But  according  to  figures 
from  the  Congressional 
Budget  Office,  tax  cuts  in 
the  early  1980s  produced 
gains  in  revenue  (chart). 
This  shows  Kuttner's 
statement  is  based  on  his 
own  version  of  the  facts 
and  not  on  histoiy. 

Gregory  J.  Emmerth 
Atlanta 


REVENUES 


Kuttner's  article  is 
interesting,  but  like  many 
treatises,  it  misses  the  essence  of  who 
pays  capital-gains  tax. 

The  piece  assumes  that  such  taxes 
are  paid  by  the  wealthy.  In  reality,  how- 
ever, most  capital  gains  ai'e  earned  on  fi- 
nancial instiiiments  owned  by  the  mid- 
dle class:  mutual  funds,  retirement 
annuities,  and  other  vehicles. 

In  the  1992  race,  George  Bush  failed 
to  respond  to  the  Democrats'  claim  that 
capital-gains  cuts  would  benefit  the  rich. 
He  should  have  known  better.  The  real 
issue  is  "Capital  gains:  Here's  one  the 
Republicans  shouldn't  lose." 

Michael  A.  Mogavero 
Dean 

School  of  Business 
Dowling  College 
Oakdale.  N.  Y. 

Whatever  objections  there  might  oth- 
ei-wise  be,  a  tax  cut  makes  good  sense 
if  appHed  only  to  long-term  investors. 
As  a  recent  Twentieth  Century  Fund 
report  suggested,  a  capital-gains  tax 
that  is  steeply  gi-aduated — falling  dra- 
matically as  the  holding  period  length- 
ens— would  discourage  the  short-term 
outlook  that's  the  bane  of  financial  mai"- 
kets.  This  long-discussed  proposal  would 


also  mitigate  the  revenue  loss  other- 
wise entailed. 

Louis  Lowenstein 
Professor  of  Finance  &  Law 
Columbia  University  School  of  Law 
New  York 

THE  SLIPPERY  SEMANTICS 

OF  "SKIER-DAY"  

Congi'atulations  on  recognizing  that 
the  term  "skier-day"  could  use  clarifica- 
tion ("Can't  we  all  just  schuss  togeth- 
er?" Up  Front,  Dec.  19).  Unfortunately, 
the  explanation  ("that's  one  skier  per 
day")  confuses  "per"  with  "for  one." 

"Per"  divides  one  unit  by  another,  as 
in  "words  per  page."  But  "for"  multi- 
plies units,  as  in  "two  skiers  for  a  thi'ee- 
day  stay" — which  yields  six  skier-days. 
The  coiTect  meaning  of  a  skier-day  is 
"one  skier  for  one  day." 

Edward  MacNeal 
Wayne,  Pa. 

BAUSCH  &  LOMB 

THROUGH  A  WIDE-ANGLE  LENS 

Mai'k  Mai-emont  did  an  excellent  job 
captuinng  the  essence  of  marketing  and 
sales  progi'ams  in  "Numbers  game  at 
Bausch  &  Lomb"  (The  Coiporation,  Dec. 
19).  But  many  of  his  conclusions  and  in- 
nuendos  ai-e  way  off  base.  As  a  Bausch 
&  Lomb  contact-lens  and  Ray-Ban  dis- 
tributor, I  tell  you  the  worst  they're 
guilty  of  is  a  marketing  progi'am  that 
didn't  materialize.  You've  made  one  small 
episode  in  a  fine  company's  histoiy  seem 
like  the  whole  place  is  rotten. 

Herbert  S.  Natkin 
President 
New  Era  Optical  Co. 

Chicago 
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AMERICAN  EXPRESS 


ANNOUN  CES 


A  NEW 


YEAR  OLD 

Company 


ANEW  Name. 

On  January  1,  IDS  took  on  a  new  name: 
American  Express  Financial  Advisors.  Peciple 
have  trusted  IDS  to  lielp  them  with  their  finan- 
cial lutures  for  over  100  years.  And,  althouiah 
their  name  has  changed,  they  continue  to  be 
the  country's  leading  financial  planning  company. 

AN  IMPRESSIVE  HISTORY. 

IDS  has  had  an  impressive  history  of  perfor- 
mance and  lasting  relationships  built  on  superior 
financial  planning,  trust  arid  personal  service. 

American  Express  is  perhaps  the  world's  mcxst 
recognized  financial  name.  The  American  Express 
brand  name  owes  its  success  to  building  lasting  and 
valued  relationships  with  over  36  millic^n  individ- 
ual Cardmembers  and  over  3.8  million  merchants. 

Both  companies  share  a  deep  commitment  to 
relationships  and  values  in  how  they  serve  their 
clients,  particularly  over  time. 

A  GREAT  START 

IDS  became  part  of  American  Express  1 0  years 
ago.  And  its  renaming  now  puts  all  American 
Express  businesses  under  the  American  Express 
brand  umbrella. 

■With  the  American  Express  name  and  its 
universal  awareness  and  reputation,  millions  ot 
potential  clients  will  get  the  opportunity  to  see  just 
how  powerful  a  tool  financial  planning  can  be. 

SUCCESS  IS  NOTHING  NEW 

TO  Our  Clients. 

Why  is  financial  planning  such  a  powerful 
tool  when  it's  done  well?  Because  it  helps  increase 
the  probability  that  you  will  achieve  your  financial 
objectives.  The  facts  speak  for  themselves:  9  5'X)  of 


our  clients  stay  with  us  year  to  year  And  9  otit  ot  10 
current  clients  say  they  would  recommend  their 
advisor 

So  it's  not  surprising  that  we  have  one  of  the 
lowest  attrition  rates  in  mutual  iwnd  redemption. 
And  among  the  highest  retention  rates  tor  insur- 
ance and  annuity  products. 

SUCCESS  Story. 

We  have  more  graduates  of  the  College  of 
Financial  Planning  than  any  other  company.  So  our 
ach'i.sors  are  well  equipped  tc^  work  with  you. 

We  offer  a  wicie  range  of  quality  inx'estment 
products.  And  we  offer  unique  ser\'ices  to  c^ur 
im'estc^rs.  Our  progress  reports,  for  example,  show 
individualizeci  returns  on  in\-estments. 

Maybe  that's  why  we've  written  and  imple- 
mented more  financial  plans  than  any  other 
company. 

REALTY  FOR  SOME  NEW  ADVICE? 

We  may  ha\'e  a  new  name.  But  we  already 
mariage$109  billion  in  assets  for  2  million  clients 
v\'ho  trust  us  with  their  money.  It  you  ha\'en'l  been 
recommended  to  American  Express  Financial 
Advisors  by  a  friend,  family  member  or  co-worker, 

Call  i-800-get-advice. 
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TJiat's  because  Xerox  is  the  right  company  to  help  you  turn  mere  data  into  meaningful,  custom-  ea 
izecl  documents.  Our  new  family  of  software,  hardware  and  application  solutions  can  git^e  you 
the  capability  to  customize  content,  context,  color  and  form;  the  flexibility  to  distribute 
to  the  point  of  need,  and  the  ability  to  do  it  all  for  your  application  and  enrironment 
As  the  pioneers  of  laser  printing  we  can  help  you  make  the  right  choices  in  the  evolving  world 
of  enterprise  printing.  For  a  free  brochure  and  video,  call  1-800-4SK-\ERO\  ext.  97 3A. 
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ROUBLED  TIGER 

lusinessmen,  Bureaucrats,  and  Generals  in  South  Korea 

:y  Mark  L.  Clifford 

I.E.  Sharpe  •  357pp  •  $55/  $19.95  paper 


CAN  KOREA  PULL  THE 
THORN  FROM  ITS  FOOT? 


4s  the  de\  eloping  world  searches 
for  a  new  economic  model  after 
the  collapse  of  socialism,  techno- 
rats  from  Beijing  to  Cairo  gaze  envi- 
usly  at  South  Korea.  Thanks  to  me- 
iculous  planning,  Koi'ea  transformed 
;self  in  three  decades  from  one  of  the 
i^orld's  poorest  nations  to  one  poised 
0  join  the  ranks  of  the  richest.  It  is 
he  only  Third  World  nation  to  become 
; ,  global  export  power- 
louse  with  its  own 
irands  of  semiconductors, 
ppliances,  and  cars. 

But  can  the  state-led, 
lighly  nationalist  policies 
f  the  late  dictator  Pai-k 
:  3hung  Hee  work  for  oth- 
;  r  countries  in  the  in- 
:  reasingly  integi'ated  glo- 
la!  economy?  For  that 
aatter,  can  they  keep 
.  TOrking  for  Korea?  Not 
n  the  view  of  Mark  L. 
'lifford,  business  editor 
■f   Hong    Kong's  Far 
l.'Jastern  Economic  Re- 
view. In  Troubled  Tiger:  Businessmen, 
I  bureaucrats,  and  Generals  in  Soiith 
I  iorea,  Clifford  credits  much  of  Korea's 
uccess  to  a  level  of  protectionism  and 
tate  control  that  trading  partners  and 
nternational  leaders  pi-obably  wouldn't 
derate  if  they  were  launched  today. 

Indeed,  despite  its  wealth.  South  Ko- 
ea  seems  incapable  of  soon  embracing 
he  global  movement  toward  a  free  flow 
if  goods,  technology,  and  capital,  says 
Clifford.  And  while  Japan  still  seems 
ible  to  get  away  with  such  mercantil- 
sm.  South  Korea  lacks  Japan's  manufac- 
uring  prowess  and  huge  capital  sur- 
)luses.  Unless  Seoul  remakes  its  system, 
ays  Clifford,  its  mighty  chaebol,  or 
msiness  groups,  "will  be  pushed  to  the 
iidelines  of  the  international  economy." 

Although  such  gloom  seems  exces- 
ive,  given  South  Korea's  7%  annual 


TROUBLED 

TIGER 


MARK  L  CLIFFORD 


rate  of  economic  growth,  Troubled  Tiger 
is  one  of  the  better  books  on  the  Kore- 
an "mii-acle."  Clifford  has  made  liis  polit- 
ical-economic histoiy  surprisingly  grip- 
ping by  focusing  on  the  fascinating 
people  behind  the  policies — among  them 
strongman  Park,  who  iTiled  with  both 
brutality  and  inspiration  for  two 
decades,  and  the  impressive  cast  of  tech- 
nocrats who  took  over  after  his  1979 
assassination. 

A  former  Seoul  coire- 
spondent,  Clifford  inter- 
viewed key  technocrats  to 
develop  the  big  picture. 
His  narrative  is  made 
compelling  by  the  many 
calamitous  events  that 
rocked  Korea  in  the  1980s 
and  influenced  its  econom- 
ic path — the  military's 
1980  massacre  of  protes- 
tors in  Kwangju,  the  de- 
struction of  Korean  Air 
Flight  007  by  the  Soviets, 
the  1983  Rangoon  bomb- 
ing that  killed  17  Korean 
oftlciais,  and  a  raft  of  scandals  that  fol- 
lowed the  end  of  militaiy  rule  in  1987. 

The  book  is  refreshingly  balanced. 
The  reader  gains  great  respect  for  the 
boldness  and  vision  of  Park,  who  put 
Korea  on  the  map  with  high-risk  bets 
on  huge  steel  mills,  shipyards,  and  auto 
complexes.  Even  as  state-led  efforts  to 
develop  advanced  industries  in  India, 
China,  Eastern  Europe,  and  Brazil 
failed,  Korea's  succeeded,  largely  be- 
cause Park  made  companies  focus  on 
exports.  Products  had  to  meet  interna- 
tional standards  of  quality  and  cost-effi- 
ciency, and  companies  that  failed  in 
woi'ld  markets  had  their  credit  cut  off. 

The  reader  even  develops  sympathy 
for  the  much  maligned  Chun  Doo  Hwan, 
who  ruled  for  seven  years  after  seizing 
power  in  1980.  A  military  man  who 
knew  his  limitations,  Chun  submitted 


diligently  to  extensive  late-night  tutor- 
ing by  economic  jjlanners. 

But  Clifford  also  lays  out  the  bmtal 
side  of  Korea's  tiiumph — the  oppression 
of  dissidents  and  unions  and  the  coer- 
cion of  the  private  sector.  While  Japan's 
business  gi'oups  have  their  own  banks, 
Korea's  financial  system  was  state- 
monopolized,  so  government  planners 
dictated  every  facet  of  industry  and 
trade.  To  keep  access  to  credit,  compa- 
nies had  to  make  huge  "donations"  to 
the  ruling  party  and,  under  Chun,  to 
"charities"  fi-onting  for  his  family. 

Where  Clifford  falls  short  is  in  back- 
ing up  his  assertion  that  Korea  is  un- 
likely to  change.  He  is  haixlly  alone  in 
seeing  Korea's  economy  as  burdened  by 
structural  weaknesses.  And  countries 
that  might  follow  Korea's  example  ai'e 
wary  of  interventionist  policies,  though 
such  moves  can  jump-start  development. 

But  Clifford  devotes  few  pages  to  an- 
alyzing Korea  after  democracy.  He  is 
dismissive  of  Kim  Young  Sam,  who  be- 
came President  in  Febmaiy,  1993.  Kim 
has  been  timid  about  honoring  promises 
to  cut  state  interference  in  the  market. 
And  because  he  has  used  trials,  osten- 
sibly politically  motivated,  to  persecute 
executives  tied  to  Park  and  Chun — such 
as  Hyundai  Group  founder  Chung  Ju 
Yung — Clifford  views  him  as  just  one 
more  mandarin  suspicious  of  busi- 
nessmen. Most  leaders,  Clifford  writes, 
have  "at  best,  a  lukewarm  commitment 
to  a  new  way  of  doing  business." 

This  assessment  seems  hasty.  Since 
early  1994,  when  Clifford  ended  his  re- 
seai'ch,  there  have  been  many  signs  that 
Korea  is  proceeding  with  plans  to  bring 
its  foreign-investment  laws,  trade  codes, 
and  capital  markets  in  line  with  interna- 
tional standards  of  openness  by  1998. 
And,  as  Clifford  shows,  Korean  plan- 
ners over  the  past  20  years  have  been 
willing  to  take  tough  action  to  preserve 
economic  health. 

And  the  economy?  In  1994,  it  grew 
7.8%,  and  it  should  gi-ow  by  at  least 
7%  again  in  1995.  Korea's  auto  and 
semiconductor  industries  continue  to 
overcome  periodic  setbacks  and  increase 
global  market  shai-e.  Still,  readjustment 
undei'  democi'acy  won't  be  easy.  T^vu- 
bled  Tiger  excels  at  showing  the  high 
price  of  a  long  obsession  with  growth. 

BY  PETE  ENGARDIO 
HongKong  Correspondent  Engardio  rep- 
otted from  Soutli  Korea  in  the  early  1980s. 


CLIFFORD  ARGUES  THAT  SEOUL  MUST  RELAX  ITS 
CONTROL  OVER  INDUSTRY  TO  KEEP  ROARING 
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PAGERS  THAT  CAN 
SPELL  IT  ALL  OUT 


A few  years  ago,  anyone 
you  saw  wearing  a 
beeper  was  apt  to  be 
either  a  doctor  or  a  techni- 
cian on  call.  These  days, 
beepers — or,  to  give  them 
their  proper  name,  pagers — 
adorn  the  belts  and  pocket- 
books  of  all  sorts  of  people. 
For  many  executives  and 
professionals  on  the  go,  pag- 
ers— which  usually  vibrate 
rather  than  beep — have  be- 
come invaluable  companions. 
And  new  pagers  ami 
paging  sei'vices  now- 
coming  along  will 
gi'eatly  enhance  theii' 
usefulness. 

Pagers  have  gi'own 
up.  The  earliest  unit.- 
did  nothing  but  beep 
usually  at  an  embar 
rassing  moment.  You 
had  to  phone  to  get  the 
number  of  the  calling 
party.  The  next  level, 
pagers  that  provide  the  num- 
ber to  call,  still  account  for  at 
least  SO^c  of  the  units  in  use. 
HEADLINES.  Alphanumeric 
pagers,  which  can  spell  out  a 
message,  account  for  only 
about  12%  of  new  sales  but 
dominate  the  executive  mar- 
ket. The  top-of-the-line  Ad- 
visor from  Motorola  Inc.  lets 
you  scroll  through  text  mes- 
sages four  lines  at  a  time, 
allowing  for  expanded  com- 
munications. And  because 
pagers  are  priced  like  cellu- 
lar phones,  with  service  pro- 
vider heavily  subsidizing  the 
purchase  price,  even  the  fan- 
ciest unit  should  set  you 
back  less  than  $100  when 
you  buy  it  with  a  .-service 
agreement. 

For  many,  perhaps  the 
most  important  use  of  pagers 
comes  in  partnership  with  a 
cellular  phone.  Fishing  a 


ringing  phone  out  of  your 
briefcase  or  purse  is  awk- 
ward at  best,  and  leaving 
the  unit  on  standby  to  re- 
ceive incoming  calls  gobbles 
up  batteries.  Give  callers 
your  pager  number  instead, 
and  use  the  cell  phone  only 
to  call  out. 

The  use  of  pagers,  how- 
ever, goes  well  beyond  tak- 
ing phone  messages.  Paging 
companies  can  pi-ovi(l(' 
software 


Lliat  allows 


modem-equipped  computer 
to  send  a  text  message  to 
your  pager.  You  can  also 
arrange  to  get  selected  news 
items  fi'om  Reuters  or  from 
other  news  services  (prices 
and  availability  vary).  For 
example,  I  could  have  a 
pager  receive  certain  head- 
lines, say,  those  referring 


PAGING  OPTIONS 


Minimum  monthly  charges 
for  alphanumeric  service 

LOCAL  ONLY  $  1 2 

Paging  only  in  your 
home  area 

ROAMING  $24 

Paging  in  other  cities 
when  you  notify  service 
of  your  travel  plans 

NATIONAL  $36 

Full-time  paging 
anyw/here  in  the  U.S. 

DATA^  BELLSOUTH  MOBILE  COMMUNICATIONS  CORP 


to  Intel  Corp.  or  Microsoft 
Corp. 

You  can  also  have  elec- 
tronic mail  sent  to  a  pager. 
Both  cc:Mail  and  Lotus 
Notes,  for  example,  can  be 
set  up  to  page  you  when  a 
high-priority  E-mail  message 
arrives.  You  can  then  whip 
out  your  laptop  to  retrieve 
the  text  or,  with  some  Notes 
systems,  receive  the  messag- 
es themselves  by  phone. 
"CANNED"  REPLIES."  Paging  is 
offered  in  a  baffling  array  of 
sei-vice  plans  and  prices.  The 
basic  rates  allow  you  to  re- 
ceive a  set  number  of  mes- 
sages per  month  on  a  pager 
you  buy  or  rent,  with  an  ad- 
ditional charge  for  each  ex- 
tra message.  Your  most  im- 
portant decision  is  coverage: 
Local  service  will  page 
you  only  in  your  home 
.irea;  national  paging, 
offered  by  Mobile- 
Comm,  SkyTel,  and 
PageNet,  will  reach 
\-ou  anywhere  in  the 
U.S.  Some  services 
I  provide  a  third  op- 
V  tion  that  requires 
1  you  to  notify  the 
paging  company 
where  you'll  be. 
Licenses  that  have  just 
been  auctioned  by  the  fed- 
eral government  will  provide 
new  paging  options,  perhaps 
by  the  end  of  1996.  The  new 
"narrowband  PCS  [personal 
communications  services]" 
pagers  will  have  a  limited 
two-way  communications 
ability.  One  benefit  is  that 
these  new  pagers,  like  cellu- 
lar phones,  will  be  able  to 
tell  the  network  where  they 
are,  making  national  paging 
more  efficient.  You'll  also  be 
able  to  acknowledge  receipt 
of  pages  and  to  select  fi'om  a 
menu  of  "canned"  responses 
to  messages. 

Pagers  may  not  be  the 
highest-tech  communications 
devices  around.  But  unlike 
wireless  technologies  such  as 
cellular  data  transmission, 
they  are  affordable  and  here 
today.  If  you  need  to  stay  in 
touch,  a  pager  may  be  just 
the  right  tool  for  you.    S.  W. 


BULLETIN  BOARD 


SOFTWARE 
TIME  MARCHES  OFF 

The  millennium  will  likely  give 
a  lot  of  people  pause — but 
especially  those  who  run  some 
old  software  on  their  comput- 
ers. They'll  have  to  prepare  for 
the  future  in  their  own  way 
because  their  programs  won't 
be  able  to  cope  with  a  year 
starting  with  20. 
Back  when  storage  space 


was  tight,  a  lot  of  program- 
mers tried  to  save  a  few  bytes 
by  assuming  the  first  two  dig- 
its of  a  year  were  always  19. 
Reader  Joseph  Warren,  a  Bur- 
lingame  (Calif.)  computer 
consultant,  wsnis  that  the 
problem  is  worst  in  main- 
frame programs  written  in  the 
COBOL  language,  especially  ac- 
counting or  payroll  routines. 
Current  off-the-shelf  software 
should  handle  the  new  millen- 
nium fine,  but  custom  appli- 
cations written  for  database 
managers,  such  as  Borland's 
dBase,  could  have  problems. 

PASTIMES 
SKETCHING  CYBERSCAPES 

Looking  for  a  way  to  unwind 
at  your  PC  but  want  a  pas- 
time more  dignified  than  Soli- 
taire? If  you're  a  Macintosh 
user,  you  might  consider  kpt 
Bryce  from  hsc  Software  (805 
566-6200).  The  $150  program 
uses  sophisticated  mathe- 
matical techniques  that  allow 
complete  novices  to  draw  re- 
alistic or  surrealistic  land- 
scapes. The  program  is  sim- 
ple to  use,  and  it's  positively 
hypnotic  to  watch  the  com- 
puter render  your  scene. 


QUESTIONS?  COMMENTS?  techandu@mgh.eom  on  Internet  or  fax  (202)  383-2125 
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To  liancilc  the  liUzzaicI  of  reser\'ation 
calls  diiriiifi  the  busy  season,  Taos  Valley 


Resorts  had  to  ask  many 
potential  customers  to 
hang  on.  Unfortunately, 
too  many  simply  hung  up. 

Sprint  Business  created 
a  real  solution:  Enhanced 


When  Sprint  Business 

took  our  customers  off  hold, 

business  snowballed. 


800^'''  Ser\'ice  instantly  transferred  c;ills 
to  Taos  operators  at  other  sites,  so 
customers  got  through  quickly.  And 
reservations  jumped  30%. 

We've  also  helped  put  their  marketing 
communications  in  peak  condition  with 
SprintFAX®  At  the  push  of  a  button, 
they  now  send  timely  promotions  and 
snow  updates  to  more  than  200  news- 
papers and  travel  agents  simultaneously. 
It  gives  Taos  Valley  Resorts  a  real  edge 
over  the  competition. 

No  matter  what  business  you're  in. 
Sprint  Business  can  help  you  turn  com- 
munications technology  into  a  powerful 
business  tool.  One  that  can  help  make 
you  more  profitable.  And  isn't  that  why 
you're  in  business  in  the  first  place? 

Find  out  how  we  can  help  ycjur  business 
do  more  business.  Call  ]->SOO-50,S-5000. 


liuiia  Ihitcii 
President 

Taos  Valley  Resort  i\ssn 


REAL  BUSINESS      REAL  PROBLEM     REAL  SOLUTION     REAL  RESULTS 


Taos  Valley  Resort 
Association 


Sales  lost  due  tci  hus\' 
reser\  ation  lines 


Calls  I'c-rciuted  mstanth'  tc 
ax'ailable  operators 


more  reservations 
boosted  profits 


Sprint 

Business 


©1994  Sprint  Communications  Company  L  P 


U  N  I  I  KE  MOST  4WD 
ICLtS,  DUAL  AIR  BAGS 
COME  STANDARD 


1^, 

HIGH  GROUND 
CLEARANCE  FOR  A  BETTER 
OVE  RALE  VI  EW 


THE  ONLY  4WD  WITH 
STANDARD  4-WHEEL  VENTI- 
LATED DISC  Alls  BRAKES 


IMPACT  ABSORBING 
STRUCTURE  DESIGNED  TO 
PROTECT  THE  CABIN 


They're  out  there,  those  runners  of  stop  signs,  those  no-signal  lane  changers.  And  while 
we  can  do  little  to  stop  them,  we've  gone  to  great  lengths  to  make  them  less  of  a  threat. 
Presenting  the  new  Trooper  Limited.  For  more  information  please  call  (800)  726-2700. 


H  EAD  LAMP  Wl  PE  RS 
CLEARLY  A  BENEFIT, 
ESPECIALLY  IN  MUD. 


ISUZU 

Practically/Amazing 


Economic  Viewpoint 


BY  RUDI DORNBUSCH 


WE  HAVE  SALINAS  TO  THANK 
FOR  THE  PESO  DEBACLE 


MIRAGE: 

Salinas  and 
crew  upheld 
the  myth  of  a 
Mexican 
supereconomy. 
But  all  along, 
a  pumped-up 
peso  was 
strangling 
growth 


Rudi  Dornbusch  is  professor 

of  economics  and  management  at 

Massactiusetts  Institute  of  Technology 


The  crash  of  the  Mexican  peso  is  just 
one  more  example  of  the  cycle  of  delir- 
ious optimism  followed  by  collapse  and 
bottomless  gloom  in  Latin  American  finance. 
The  peso's  fate  has  mined  investors'  end-of- 
year  bonuses  and  is  a  major  setback  to  Mex- 
ico's prospects.  A  postmortem  is  instructive. 
The  blame  lies  squarely  with  former  Presi- 
dent Carlos  Salinas  de  Gortari. 

Mexico  last  crashed  in  1982,  following  a 
borrowing  spree  in  the  late  1970s.  Debts  to 
commercial  banks  around  the  world  went  into 
default;  the  peso  was  devalued  again  and 
again  in  an  attempt  to  gain  a  trade  surplus  to 
meet  the  demands  of  creditors.  But  even  as 
the  currency  went  down,  inflation  exploded. 
That  vicious  cycle  of  inflation  and  deprecia- 
tion peaked  in  1987  with  inflation  well  above 
150%.  Pressured  by  events,  reform  and  sta- 
bilization became  the  central  objective.  Much 
good  was  done:  privatization,  trade  liberaliza- 
tion including  the  North  American  Free 
Ti-ade  Agreement,  deregulation,  and  budget 
balancing  including  fiscal  reform. 
FOOL'S  GOLD.  Extei'nal  confidence  recovered, 
investment  money  started  to  return,  external 
deficits  ballooned.  With  easy  access  to  financ- 
ing and  much  of  the  domestic  agenda  accom- 
plished, reducing  inflation  to  U.  S.  levels  be- 
came the  central  preoccupation.  Depreciation 
of  the  peso  was  unwisely  kept  far  below  the 
rate  of  inflation,  a  policy  that  helped  slow  in- 
flation but  also  meant  an  increasingly  uncom- 
petitive trade  position.  At  the  outset,  that 
could  be  rationalized  by  renewed  access  to 
world  capital  markets  and  the  rewards  of  a 
reformed  and  stabilizing  economy.  But  at 
some  point,  competitiveness  had  to  be  re- 
stored. By  1993,  Mexican  producer  prices  ex- 
pressed in  dollars  had  risen  by  more  than 
4.5%  compared  with  prices  in  the  U.  S.  Cleai'- 
ly  the  peso  had  become  oven-alued,  but  Mex- 
ican leaders  refused  to  acknowiedge  the  facts, 
and  foreign  investors  wei'e  lulled  into  holding 
on  to  exposed  positions. 

Salinas  and  his  policy  team  reasoned  that 
real  appreciation  held  no  problems:  N'AFT.a. 
would  bring  direct  investment  and  trade  op- 
portunities. Deficits  were  large  now  but 
would  be  small  in  the  future.  In  any  event, 
money  was  not  thought  to  be  a  problem  be- 
cause international  investors  had  developed 
a  mad  crush  on  Mexican  stocks  and  treasury 
bills.  Overvaluation  became  troublesome 
when  the  upcoming  1994  election  brought 


with  it  the  possibility  of  changes  in  econom 
ic  strategy  or  a  show  of  weakness  by  the  of- 
ficial party.  Indeed,  politics  turned  nasty  (the 
Chiapas  uprising  and  two  assassinations), 
causing  some  eyebrows  to  raise.  But  inves- 
tors were  assured  daily  that  all  was  well:  The 
peso  would  never  be  allowed  to  fall.  The  for- 
eign loans  kept  coming,  but  at  higher  inter- 
est rates,  which  combined  with  lack  of  com- 
petitiveness to  strangle  growth.  No  growth 
plus  a  gigantic  external  deficit — some  6%  of 
gross  domestic  product — made  it  certain 
the  peso  would  yield  sooner  or  later. 
QUICK  FEET.  Yet  Salinas  persevered  with  his 
strategy  of  politics  first,  reality  later,  and  the 
peso  remained  disasti'ously  overvalued.  The 
myth  of  a  superperforming  Mexican  econo- 
my was  kept  alive.  Criticism  was  not  brooked, 
especially  by  Cabinet  ministei's  who  nursed  an 
ambition  to  be  the  next  holder  of  absolute 
power  Chilean  dictator  General  Augusto  Pino- 
chet painted  himself  into  a  similar  comer  in 
the  late  1970s.  Just  as  Pinochet  and  his  toad- 
ies ignored  common  sense  in  currency  mat- 
ters, Salinas  believed  that  with  enough  manip- 
ulation and  censorship  he  could  keep  the  peso 
afloat.  In  the  end,  both  turned  out  to  be 
WTong  in  a  strikingly  similar  manner. 

Without  Chiapas,  the  crisis  might  never 
have  happened.  But  there  is  always  some  ex- 
traneous event  that  makes  the  glass  mn  over. 
If  the  currency  is  badly  out  of  line,  it  doesn't 
take  much.  But  why  the  seemingly  bottom- 
less drop  of  the  peso  that  is  occurring  now? 
Here,  the  analogous  situation  is  a  bank  run 
Mexico  dissipated  its  reserves  in  an  attempt 
to  sustain  various  unrealistic  levels  of  the 
peso.  In  such  a  predicament,  no  one  wants  to 
be  the  last  one  out — or  the  first  back  in:  In- 
vestors fled  en  masse.  Ultimately,  they  will 
return,  but  only  when  assets  are  dirt  cheap 
Just  as  in  real  estate,  there  is  always  another 
boom:  It  just  doesn't  come  in  time  to  help  the 
holders  of  the  hot  potato. 

Mexico's  per-capita  income  today  is  still  5% 
less  than  it  was  in  1982,  at  the  time  of  the  last 
crisis.  The  easy  money  is  gone,  and  real  in 
come  will  be  falling  further.  The  brilliant  re-, 
forms  implemented  by  Salinas  were  about  to 
put  his  nation  on  the  path  of  prosperity;  his 
utterly  misguided  currency  experiments  in 
stead  plunged  the  country  into  economic  and 
possibly  political  turmoil.  Mexico  will  enter 
the  next  century  far  poorer  than  it  was  two 
decades  ago. 
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Client/Server 
Rapid  Applications  Development 


The  tough  decisions  aren't  always  made  at  the  top.  That's 
why  it's  important  to  empower  executives  and  every  other 
decision  maker  with  the  right  information. .  .at  tlie  right  time. 
And  that's  also  why  the  SA,S  System  is  redefining  the  role  of 
applications  development,  gi\ing  you  a  complete  enterprise 
information  system  that  taps  directly  into  your  organization's  vast 
information  reservoir. 

Bring  an  Enterprise  View  to  Every 
Desktop — Executive  and  Otherwise 

With  the  SAS  System,  you  can  build  custom-tailored 
applications  in  far  less  time,  using  fewer  resources,  than  it 
takes  to  force-fit  an  off-the-shelf  solution  into  -yoj/r  organization. 
And  because  the  SAS  System  has  its  own  btiilt-in  strategy  for 
client/server,  you  can  integrate  data  and  applications  from 
different  hardware  platforms  into  a  single,  compan\-wide 
information  deliverv  s\steni. 


Build  applications  that  incorporate  pull-down  windows... access 
to  electronic  mail... drill  down,  hotspotting,  and  exception 
repoi  ling. .  and  graphical  display  of  critical  success  factors. 
Working  hand-in-hand  with  these  basics — out  of  sight  but 
always  at  tlie  read) — are  literallv  hundi  eds  of  powerful,  prcnen 
tools  for  virtually  ever\  decision  support  need:  financial 
planning  and  modeling,  coqjorate  reporting,  quality 
impr()\ement,  and  much  more. 

Take  30  Days  to  See,  and  Decide, 
for  Yourself 

Let  the  SAS  .System  help  you  reach  the  right  decision  about 
applications  development,  EIS,  and  every  (Jthei  issue  impor- 
tant to  yrjur  business.  Call  us  now  at  919-fi77-8200  tor 
a  free  video  pre\iew...plus  deUiils  about  a  no-risk  software 
exaluation  and  uj^coming  .SAS  S\'stem  business  briefings. 


The  SAS'  System. 
The  World's  Leading  Information  DeKvery  System. 


/M 

SA.S  Institute  Inc. 
Sales  and  Marketing  Division 
SAS  Campus  Drive  □  Car>'.  NC  27513 
Phone  919-li77-820n  Zi  Fax  919-li77-812:! 


SAS  IS  .1  icRistcnd  ii.id.  iii.iil,  ,.l  S,\S  liiMiiulr  liu 
(.npvriKlll  i'  l^l'll  1"  SAs'liisliliil.'  Iiu 


HP  Vectra  VL2  PCs 

HP  quality  in 
value-priced  PCs,  from 
SI, 119 


HP  Vectra  N2  PCs 

High-performance 
network-ready 
PCs  in  a  slimline 
package,  from 
SI, 459 


HP  Vectra  M2  PCs 

High-performance 
PCs  for  the  connected 
office,  from 
81,509 


HP  Vectra  XM2  PCs 

Exceptional  486 
performance  for 
advanced  business 
use,  from 
SI, 779 


HP  Vectra  XU  PCs 

The  ultimate  PCs 
for  advanced  business 
and  technical 
applications,  from 
S3,279 


HP  Vectra  Interactive  PCs 

Integrated  multimedia 
and  communications 
solutions  for 
business,  from 
81,559 


HP  offers  a  full  3-year 
warranty  on  all  PCs, 
including  1-year  on-site 
and  2-year  carry-in/ 
For  more  information,  ca 
1-800-322-HPPC,  Ext.  8781 


Yodre 
looking  at 
partnership 
in  a  whole 
new  light. 


If  you  have  PCs  on  a  network, 
hardware  and  software  compat- 
ibility is  undoubtedly  one  of 
your  biggest  concerns.  You 
need  to  know  who's  talking 
to  whom. 

And  you  can  start  by  talking 
to  Hewlett-Packard.  Together 
with  partners  like  Intel, 
Microsoft^  Novell  and  others, 
we're  developing  technology 
that  ensures  true  compatibili- 
ty, across  the  board  and  across 
the  network.  So  your  PC  runs 
everything  it's  supposed  to, 
wherever  it's  supposed  to. 


Because  if  it 


I 


HP 
PCs 


doesn't  work  in 


your  environ- 
ment, it  doesn't 


work  at  all. 


HEWLETT® 
PACKARD 
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Economic  Trends 


BY  DEAN  FOUST 


IS  THE  COMPUTER 
BOOST  THAT  BIG? 

They  may  not  spur  output  greatly 

Why  has  U.  S.  productivity  been  re- 
surgent in  the  1990s?  Better  man- 
agement? Slimmed-down  bureaucracies? 
Fewer  workers?  To  a  growing  number 
of  economists,  the  most  important  reason 
is  the  spread  of  computers  and  other 
high-tech  equipment  in  the  workplace. 

But  Daniel  E.  Sichel,  an  economist 
at  the  Brookings  Institution,  and  Ste- 
phen D.  Oliner,  an  economist  at  the 
Federal  Reserve,  think  the  impact  of 
computers  on  recent  productivity 
growth  has  been  vastly  overstated.  In  a 

AMERICA'S  BUSINESS 
INVESTMENT  BOOM 


'87     '88     '89     '90  '91 
A  ANNUAL  PERCENTAGE  CHANGE 

DATA;  DRI/McGRAW-HILL 


forthcoming  Brookings  Papers  on  Eco- 
nomic Activity,  Sichel  and  Oliner  calcu- 
late that  from  1987  to  1993,  computers 
and  peripheral  equipment  contributed 
at  most  only  0.2  percentage  points  a 
year  to  growth  in  business  output,  after 
adjusting  for  inflation.  That's  not  much 
considering  real  business  output  expand- 
ed by  1.9%  a  year  between  1987  and 
1993.  Adding  in  software  and  labor  does 
boost  the  contribution  of  computer  ser- 
vices on  productivity  to  a  more  signifi- 
cant 0.4%  a  year — a  figure  that  could 
rise  to  0.5%  annually  from  1993  to  2003. 

The  reason  computers  contribute  so 
little  to  higher  productivity  and  output  is 
surprisingly  simple:  Despite  the  digital 
explosion  of  the  past  15  years,  the  in- 
stalled base  of  computers  still  constitutes 
a  tiny  2%  share  of  the  nation's  total  cap- 
ital stock,  according  to  Sichel  and  Oliner. 

The  economists  also  note  that  the  con- 
tribution of  computers  to  net  output  may 
have  been  far  less  than  is  tyi)ically  calcu- 
lated. When  companies  take  hea\^  depre- 
ciation charges  as  old  computers  are 
so'apped  every  few  years  in  favor  of 
newer,  faster  models,  it  sharply  reduces 


the  economic  growth  attributable  to  high- 
tech gear.  "I'm  not  suggesting  computers 
haven't  brought  about  efficiency  gains 
for  individual  corporations,"  says  Sichel. 
"It's  just  not  the  story  for  the  economy 
as  a  whole." 


IMPORTS  AND 
GDP:  A  RECOUNT 

Federal  data  may  be  skewed 

Trade  experts  have  been  troubled  by 
the  tendency  of  Americans  to  spend 
discretionai"y-income  gains  on  imported 
goods — like  Japanese  cars  and  Korean 
VCRS.  Indeed,  the  conventional  econom- 
ic calculation  is  that  eveiy  percentage- 
point  rise  in  America's  gi'oss  domestic 
product  generates  a  2.5%  surge  in  im- 
port demand.  This  link  is  why  econo- 
mists fi-et  that  much  of  the  vrindfaU  con- 
sumers may  realize  from  congressional 
tax  cuts  in  1995  will  end  up  in  the  pock- 
ets of  overseas  producers. 

Maybe  not.  The  presumed  coiTelation 
between  changes  in  gdp  and  imports  may 
be  overstated,  accor-ding  to  a  National 
Bureau  of  Economic  Reseaix-h  paper  by 
University  of  CalifoiTiia  at  Davis  econo- 
mist Robert  C.  Feenstra  and  Interna- 
tional Monetary  Fund  economist  Clinton 
R.  Shiells.  They  suggest  that  a  percent- 
age-point hike  in  gdp  lifts  demand  for 
foreign  goods  by  a  more  modest  1.7%. 

The  authors  say  the  government  is 
relying  on  a  flawed  methodology  for 
compiling  its  import  data.  In  particular, 
import  price  indexes  constructed  by  the 
official  statisticians  don't  adequately  take 
into  account  changes  in  what  Ameri- 
cans buy  from  foreign  suppliers.  The 
government  doesn't  include  new  varie- 
ties of  products  offered  at  lower  prices. 
(This  argument  parallels  most  econo- 
mists' belief  that  the  consumer  price  in- 
dex overstates  the  annual  inflation  rate 
by  at  least  0.5  percentage  points.)  The 
result:  America's  terms  of  trade  with 
other  nations  may  have  been  better 
than  reported  and  the  benefits  of  trade 
underestimated. 


A  CREDIT-CARD 
CONUNDRUM 

Why  rate  cuts  add  to  lender  risk 

Historically,  credit-card  issuers  have 
been  notoriously  slow  to  slash  the 
interest  rates  they  charge  consumers. 
Each  week,  it  seems,  a  mailing  arrives 


from  an  aggressive  entrant  in  the  credit- 
card  business  offering  a  rock-bottomp 
'teaser"  rate.  Other  competitors  offer  re- 
bates on  such  items  as  cai-s  or  plane  tick- 
ets. Still,  it's  relatively  i-are  for  credit-card 
companies  anxious  to  bmld  market  share 
to  simply  lower  their  rates — as  hungry 
players  in  other  industries  do. 

It  may  well  be  that  the  economics  of| 
price-cutting  backfii'e  in  the  credit-cardi 
business.  Companies  chasing  new  cus- 
tomers vrith  low  rates  simply  lose  profits 
according  to  Loretta  J.  Mester  and  Paul] 
S.  Calem,  economists  at  the  Federal  Re- 
serve Bank  of  Philadelphia.  Using  the 
Federal  Resei-ve's  rich  database  on  consu- 
mer finances,  Mester  and  Calem  show 
that  the  customers  most  Ukely  to  shift  K 
because  of  a  rate  cut  are  the  riskier  ones. 
They're  looking  to  escape  their  crushingjif 
debt  load  built  up  on  the  high  interest 
rates  charged  on  their  current  accounts 

By  contrast,  a  card  issuer's  most  prof- 
itable customers — people  with  high  bal- 
ances and  good  credit  ratings — are  un- 
likely to  change  issuers  because  of  low  iee 
rates.  These  desirable  customers  are  st 
loath  to  lose  the  high  credit  limits  they've 
built  up  with  their  cuirent  issuer. 
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PLENTY  OF  BANG 
FOR  THE  BUCK 

The  dollar's  mighty  buying  power 


ar 


A  STRONG  SECOND 
FOR  THE  U.S. 

1993  PER  CAPITA  INCOME 
ADJUSTED  FOR  PURCHASINe- 
POWER  PARITY,  IN  DOLLARS 

LUXEMBOURG 


In  this  era  of  diminishing  expectations, 
the  latest  World  Bank  survey  of  in- 
comes in  209  nations  offers  some  encour- 
aging news.  Yes,  American  workers  are 
in  seventh  place  in  the  world  measured 
by  per  capita  income  ($24,750  vs.  $36,410 
in  world-leader  Switzerland).  But  meas 
ured  by  living  hhb^^hh^hhh 
standards,  using 
purchasing-power 
parity  calculations 
to  smooth  out  the 
effects  of  currency 
swings  and  differ- 
ent price  levels, 
the  U. S.  ranks 
second  only  to 
Luxembourg  in 
what  its  incomes 
will  buy,  $24,750 
vs.  $29,510,  and 
way  ahead  of  Ja- 
pan and  Germany. 
On  a  more  dis- 
tressing note,  14  of 
the  15  republics  of 
the  fonner  Soviet 
Union  lost  ground 
in  1993. 
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WHY  SOME  BUSINESSES 
MAY  FEEL  CHEATED  THIS  YEAR 


inn 


PURCHASERS  REPORT 
MORE  PRICE  HIKES 


Corporate  America  in  1995 
could  end  up  feeling  like  the 
^enn  State  football  team.  Companies  ai'e  doing  everything 
■ight,  but  they  still  might  miss  out  on  the  big  prize. 

Businesses  have  woi'ked  hai'd  to  cut  costs  and  boost 
productivity,  which  has  enhanced  theu'  competitiveness 
ibroad  and  bolstered  their  profitability.  But  just  like 
,he  Nittany  Lions,  who  went  undefeated  but  lost  the  na- 
ional  championship  to  the  Nebraska  Comhuskers,  com- 
panies this  year  may  find  that  their  efforts  to  improve 
iales  and  profits  will  go  um^ewarded. 

The  spoiler  is  shaping  up  to  be  the  Federal  Reserve.  To 
ceep  inflation  down,  the  Fed  will  continue  to  raise  inter- 
ist  rates  in  order  to  slow  the  economy.  Higher  boirowing 
!Osts  will  hit  the  goods-producing  side  of  the  economy — 
lotably  manufacturers  and  builders — especially  hard, 
rhat's  not  tough  to  figure:  Dui"able  goods,  fi-om  tui'bines  to 
to  furniture  as  well  as  construction  projects,  ai'e 
isually  bought  on  credit. 

Goods  producers  have  been  a 
pi'etty  substantial  force  in  this 
expansion.  Duiing  the  year  end- 
ed in  the  thii-d  quaiter,  the  out- 
put of  the  goods  and  constmction 
sectors  accounted  for  some  80% 
of  the  gain  in  real  gi'oss  domestic 
product.  Now,  though,  there  are 
signs  that  housing  is  slowing  and 
that  factoiy  output  may  cool  off 
a  bit.  The  slack  in  those  sectors 
this  yeai"  will  help  push  overall 
iDP  dovm  to  the  Fed's  tai'get  of  sustainable  but  noninfla- 
ionary  grovrth. 

Last  year's  shift  in  monetary  poKcy  will  also  take  some 
.'ash  out  of  the  pockets  of  consumers  and  coi-porations. 
IJonsumers  can  expect  to  see  rising  finance  chai*ges  on 
everything  fi-om  mortgages  to  auto  leases  to  credit-cai'd 
Dills.  And  adjustable-rate  mortgages  will  be  refigui'ed 
ligher,  sapping  more  money  out  of  the  monthly  budget. 

FHE  FED-ENGINEERED  slowdown  will  hold  back  reve- 
nues and  earnings.  Corporate  America  enjoyed  a  banner 
y^ear  for  profits  in  1994,  but  that  is  unKkely  to  be  repeat- 
ed in  1995.  Indeed,  the  1995  economy  is  shaping  up  to  be 
a  bleached  copy  of  1994:  less  growth,  smaller  job  gains, 
md  slightly  higher  inflation. 

Industrial  activity  already  showed  some  fatigue  in  De- 
2ember,  according  to  the  National  Association  of  Pui"- 
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A  PERCENT  REPORTING  INCREASES 
DATA:  NATIONAL  ASSOCIATION  OF 
PURCHASING  MANAGEMENT 


chasing  Management,  even  though  prices  of  industrial 
materials  continued  to  rise  (chait).  The  napm's  index  fell  to 
57.8%  last  month  fi-om  61.2%  in  November.  While  the 
overall  index  is  still  high,  the  purchasers  repoited  declines 
in  their  production  and  employment  indexes  at  yeai'end. 

The  overall  new-orders  index  also  fell  in  December, 
but  export  bookings  rose.  That  suggests  that  the  slow- 
dovm  in  demand  is  concentrated  at  home.  Most  likely,  the 
buildup  in  inventories  at  retailers  during  the  hoKday  sea- 
son has  caused  stores  to  hold  off  on  reordering.  The 
strength  in  export  orders  means  that  manufacturing  will 
slow,  but  not  sink,  in  coming  months. 

FOR  INFLATION  WATCHERS  at  the  central  bank  and 
in  the  financial  markets,  the  most  alarming  facet  of  the 
NAPM  report  was  the  um-elenting  rise  in  prices.  The  napm 
price  index  jumped  from  77.9%-  in  November  to  83%  in 
December — the  highest  reading  in  almost  15  years. 

Also  disturbing  was  the  rise  in  the  supplier-deliveries  in- 
dex, to  64.9%  fi'om  64.4%.  That  means  businesses  are 
waiting  longer  for  their  suppliers  to  ship  out  orders.  In 
fact,  delivery  perfonnance  is  at  its  poorest  in  six  years. 
That  suggests  production  bottlenecks  are  foiming,  which 
could  enable  manufactm-ers  to  lift  prices. 

But  whether  these  price  hikes 
stick — and  whether  they  can  be 
pushed  forward  in  the  supply 
chain — will  depend  on  demand. 
By  all  indications,  the  Fed  will 
continue  to  i-aise  interest  rates  to 
slow  domestic  spending.  Home 
builders  are  ah-eady  feeKng  the 
pinch,  though  constmction  has 
held  up  surprisingly  well  given 
the  rate  hikes  of  1994. 

WaiTn  weather  helped  lift  con- 
struction in  November.  Spending  on  building  projects  in- 
creased 0.7%,  the  fourth  consecutive  gain.  But  even 
though  home  building  I'ose  only  0.5%  in  the  month,  outlays 
for  business  construction  jumped  4.8%,  as  a  pickup  in 
nom-esidential  spending  continues  to  buoy  the  building  sec- 
tor (chai-t). 

That's  also  the  indication  of  the  latest  data  on  con- 
stiniction  contracts.  The  F.  W.  Dodge  Div.  of  McGraw- 
Hill  Inc.  reports  that  contracts  for  nom-esidential  buildings 
were  up  10.9%  in  November,  with  retail  projects  up  19%. 
Contracts  for  residential  building  dropped  for  the  third 
consecutive  month  in  November  They  fell  22%  in  Novem- 


BUSINESSES  LIFT 
BUILDING  OUTLAYS 
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ber  and  are  down  14.6%  from  their  peak  of  November, 
1993.  Total  contracts  rose  2.8%  in  November. 

The  di'op  in  residential  contracts  reflects  weakei'  hous- 
ing demand.  Sales  of  new  single-farmly  homes  fell  2.5%  in 
November,  to  an  annual  rate  of  693,000.  The  temperate 
weather  lifted  sales  in  the  Northeast  and  Midwest,  but 
buying  plunged  16.1%  in  the  much  lai-ger  Western  mar'ket. 
Also,  the  supply  of  built  but  unsold  homes  expanded  in 
November 

Industrial  and  office  projects  will  take  up  some  of  the 
slack  caused  by  housing.  The  ongoing  boom  in  capital 
spending  and  the  increase  in  industrial  operating  rates  ai'e 
lifting  business  constniction.  Also,  the  economic  expansion 
helped  soak  up  the  lai'ge  amounts  of  vacant  office  and  re- 
tail space  that  cluttered  the  commercial  real  estate  picture 
in  the  early  1990s. 

For  1995,  nom-esidential  construction  should  continue  to 
do  well.  Of  coui'se,  weather  plays  a  gi'eater  role  in  con- 
stiaiction  than  in  any  other  part  of  the  economy,  and 
higher  interest  rates  may  table  some  commercial  pro- 
jects. But  the  need  to  expand  factories,  buUd  retail  space, 
and  upgrade  olfice  facilities  should  keep  the  building  sec- 
tor afloat. 

OTHER  BUSINESSES  SHARE  an  upbeat  view  of  1995. 
Corporate  executives  are  feeling  extremely  confident 
about  the  prospects  for  this  year,  reports  the  U.  S.  Cham- 


EUROPE 


OPTIMISM  GROWS 
AMONG  EXECUTIVES 


ber  of  Commerce.  Its  index  of  business  confldence 
bounced  up  to  65.2%  in  December  from  57.2%  in  October 
(chart).  The  bimonthly  index  is  just  years  old,  but  the 
cuiTent  reading  is  the  highest  in  this  expansion. 

What's  lifting  the  spirits  in  the  corner  office?  The 
Republican  victoiy  for  one  thing.  The  Chamber  reports 
that  79.5%'  of  the  respondents  felt  that  I'ecent  election  re- 
sults will  improve  the  business  climate.  In  addition, 
more  than  half  expect  increased  sales  in  the  fii'st  half  of 
1995,  and  46.3%  figured  that  the  economy  would  keep 
growing. 

Even  projected  job  gi'owth 
showed  a  bit  of  strength:  The 
percentage  expecting  some  new 
hiiing  rose  to  27.6%  in  December 
from  24.2%  in  October  However, 
the  vast  majority  of  businesses — 
65.2% — foresaw  no  change  in 
their  payrolls  over  the  next  six 
months. 

In  fact,  businesses  will  still 
keep  a  keen  eye  on  their  labor 
costs  this  year.  That's  what  helped  them  to  such  a  profit- 
able year  in  1994.  This  year,  companies  are  sure  to  stick 
with  their  winning  strategy.  But  trying  to  gain  ground 
against  the  Fed's  stingy  defense  will  be  a  whole  new 
ball  game. 
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BRITANNIA  RULES  A  WAVE  OF  GROWTH 


Britain's  economy  rolls  into  1995 
on  the  crest  of  its  best  peifoi- 
mance  in  decades.  Growth,  at  bet- 
ter than  4%,  is  the  strongest  in  six 
year's,  unemployment  is  down  from 
a  peak  of  10.6%  two  yeai's  ago  to 
8.8%,  and  both  the  fiscal 
and  cuirent-account  def- 
icits are  improving, 
while  retail  inflation  is  a 
low  2.2%. 

Can  these  happy  days 
continue  in  1995?  It 
looks  that  way.  Despite 
a  likely  subdued  show- 
ing by  consumers,  I'e- 
flecting  a  second  yeai*  of 
higher  taxes  for  the 
yeai-  ending  in  April,  ex^jorts  and 
capital  spending  are  set  to  lead 
growth.  A  strongei-than-expected 
woi'ld  recovery  and  gains  in  com- 


FISCAL  TIGHTENING 
REMAINS  IN  PLACE 


BRITISH  DEFICIT 
AS  A  PERCENT 
OF  GDP  " 
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two  years  ago  wQl  buoy  foreign 
shipments.  Solid  demand,  rising 
utilization  rates,  and  fatter  profits 
win  lift  plant-and-equipment  out- 
lays. Many  analysts  ai'e  betting 
that  gi'ovrth  will  outpace  the  3.2%' 
consensus  expectation. 

Of  com-se,  inflation 
has  always  played  the 
spoiler  in  Britain's  econ- 
omy— but  this  time 
looks  different.  The  Or- 
ganization for  Economic 
Cooperation  &  Develop- 
ment has  estimated 
that  there  is  enough 
spai'e  output  capacity 
to  allow  gi'ovrth  at  the 
cuiTent  4%  pace  for  two  more  years 
before  hitting  inflationaiy  limits. 

Moreover,  government  policy  is 
anti-inflationaiy.  The  Nov.  29  bud- 


petitiveness  from  sterling's  decline      get  for  fiscal  1995-96  retained  both 


the  previously  announced  tax  hikes 
and  the  trend  of  spending  resti-aint, 
while  offering  a  plan  to  cut  long- 
teiTTi  stiaictural  unemployment.  Al- 
though Parliaments  Dec.  6  rejec- 
tion of  a  planned  increase  in 
home-fuel  taxes  lopped  off  about 
25%  of  this  yeai-'s  tightening,  the 
Treasury  offered  offsetting  hikes. 
The  govermnent  expects  the  deficit 
to  shrink  to  3%  of  gross  domestic 
product  in  1995-96  (chart). 

Out  of  concern  that  strong 
gr'owth  will  ftiel  inflation,  the  mon- 
etary authorities  have  already 
raised  interest  rates  twice,  and 
mor-e  hikes  seem  likely  in  the  fir-st 
half.  Even  if  the  government  cuts 
taxes  prior  to  a  likely  1996  general 
election,  it's  a  good  bet  that  tighter 
monetary  policy  will  take  up  the 
slack,  helping  to  maintain  gi'owth 
with  low  inflation. 
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ZERO   TO   FREE  GASOLINE 
IN   NOTHING  FLAT. 

The  Shell  MasterCard  from  Chemical 
Bank  lets  you  start  earning  free 
FormulaShell  gasoline  as  soon  as 

you  start  using 
[e  card  ^nd 
ym  qet  that 
g^ohm  next 

uwrk  A/ot  T\ext 

year.  And  that's  just  the  beginning. 
It  takes  nothing  more  than  a  quick 
call  to  apply.  So,  what  are  you 
waiting  for?  1  -  8  0  0  -  F  R  E  E  -  G  A  S. 

arn  unlimited  Shell  gasoline  using  the  Shell  MasterCard.  Rebates  automatically  applied  to  monthly  statement.  For  details,  drop  by  a  Shell  service 
tation  for  an  application.  See  Rebate  Terms  and  Conditions.  Void  where  prohibited  by  law.  Gasoline  rebates  not  redeemable  in  New  Jersey.  The  APR 
17.8%.  There  is  a  $20  annual  fee,  and  a  minimum  50i  finance  charge  for  purchases  if  a  finance  charge  is  imposed.  There  is  a  2%  cash  advance  fee,  not 
;ss  than  $1  nor  more  than  $10.  This  information  is  accurate  as  of  December  1994,  the  date  of  printing,  and  is  subject  to  change  without  notice. 
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CONGRESS 


LET  THE  WILD 
RUMPUS  START! 


As  the  GOP  takes 
power,  small  and 
big  business  jostle 
for  position 

On  Jan.  4,  when  Speaker  Newt 
GingTich  gavelet!  the  fii'st  Repub- 
hcan-conti-olled  House  of  Repre- 
sentatives in  40  years  to  order, 
he  ushered  in  a  new  era  for  Ameiican 
business.  After  decades  on  the  defen- 
sive, corporate  chieftains  and  Main 
Street  entrepreneurs  alike  felt  liberated 
from  the  political  imperative  of  kow- 
towing to  Capitol  Hill  Democrats. 

Executives  of  companies  big  and 
small  are  chanting  the  same  mantra: 
Slash  spending,  cut  taxes,  eviscerate 
government  regulation.  But  while  they 
applaud  Congress'  new  direction,  busi- 
ness groups  differ  over  how  far  to  jiush 
change.  While  major  corporations  want 
to  tinker  with  a  status  (juo  they've 
learned  to  master,  small  business  own- 
ers want  to  rewrite  the  rule  book.  As  a 
result,  lobbyists  for  the  two  camps  are 
girding  for  some  nasty  trench  battles. 
"When  it  gets  down  to  the  nitty-gritty 
of  writing  bills,  we're  going  to  see  some 
pushing  and  shoving,"  predicts  Jack  Fa- 
ris,  president  of  the  National  Federa- 
tion of  Indejiendent  Business. 

That's  because  the  House  is  firmly  in 
the  grip  of  populists  led  by  Gingrich 
and  Majority  Leader  Richard  K.  Armey 
(R-Tex.),  both  small-business  cham- 
pions who  have  clashed  with  Establish- 
ment executives.  Big  business  is  count- 
ing on  Senate  Majority  Leader  Bob 
Dole  (R-Kan.)  to  rein  in  revolutionary 
excesses.  The  Senate  "will  be  providing 
'ho  brakes  for  some  of  the  radical  pro- 
;.-!-;ils  from  the  House  Republicans," 
Senate  Minority  Leader  Thomas 
'i.'  Laschle  (D-S.D.)^ 


One  early  test  will  lie  the  jockeying 
over  tax  cuts.  Big  and  small  business 
alike  crave  capital-gains  tax  cuts  but  dif- 
fer on  other  items.  Small  business  lines 
up  behind  the  House  Republicans'  Con- 
tract With  America,  including  provisions 
to  deduct  up  to  $25,000  for  equipment 
and  inventory,  increase  the  estate-tax 
exemption  for  small  business,  and  repeal 
small-business  tax  hikes  contained  in  the 
1998  Clinton  economic  plan.  Big  Busi- 
ness prefers  accelerated  depreciation, 
along  with  targeted  research-and-devel- 
opment  credits.  And  in  the  end,  much  of 
Corporate  America  is  more  concerned 
about  reducing  the  deficit  than  getting 
new  tax  goodies.  "The  deficit  is  getting 
sufficiently  out  of  control,  and  that's 
causing  a  negative  business  climate," 
warns  Robert  C.  Kirkwood,  a  lobbyist 
for  Hewlett-Packard  Co. 


GOP  lawmakers  mean  to  slash  the  def- 
icit, but  Big  Business  may  not  be  hap- 
py with  every  target.  Favorites  on  the 
chopping  block:  farm  subsidies  and 
export-marketing  programs.  Farm- 
subsidy  foes,  led  by  Armey,  assail  the 
program  as  socialism  that  reeks  of 
"Moscow  on  the  Potomac."  Agribusi- 
ness, meanwhile,  is  counting  on  long- 
time friends,  including  Dole  and  House 
Agriculture  Committee  Chairman  Pat 
Roberts  (R-Kan.),  for  protection  from 
an  assault  by  budget-cutting  conserva- 
tives and  urban  liberals.  "The  U.  S.  is  a 


The  New  Congress  When  it  comes  to  hashing  ( 


BIG  BUSINESS 


FARM  SUBSIDIES  Agribusi- 
ness counts  on  Senate 
Majority  Leader  Bob 
Dole,  longtime  champion 
of  farm  interests,  to  repel 
GOP  attacks  on  program. 


TAXES  Multinationals  want  liberalized  tax 
rules  for  intracompany  transfers  and  rat- 
ification of  tax  treaties  to  boost  sales 
overseas. 
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AFFIRMATIVE  ACTION  Ca 

live  with  antidiscrimi 
tion  guidelines  that  rr 
be  taken  up  by  Judic 
Chair  Orrin  Hatch  bee 
they  would  protect  co' 
rations  from  bias  suit; 

EXPORT  PROMOTION  Hof 

to  preserve  Commerc 
Dept.  subsidies  to  m 
ket  U.S.  products 
abroad.  A  key  backer 
Senate  Appropriation 
Chair  Mark  Hatfield. 
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Gingrich  has 
always  been  a 
friend  to  small 
business,  and  ' 
that  may  make 
Corporate 
America  edgy 


lear  world  leader  in  agriculture,  and  it 
s  important  that  we  not  damage  the 
ndustry,"  says  Robert  E.  Fowler,  chief 
executive  of  Vigoro  Corp.,  a  Chicago- 
)ased  fertilizer  maker. 

At  the  same  time,  multinationals 
lope  to  protect  Commerce  Dept. 
Tants  that  promote  U.S.  products 
ibroad.  Backers  say  the  grants  level 
he  global  playing  field,  but  entrepren- 
!urs  insist  that  Big  Business  pay  its 
iwn  tab.  "There  is  no  reason  to  give 
ax  money  to  Sunkist  and  McDonald's 
0  promote  their  products,"  says  Kar- 


en Kerrigan,  president 
of  Small  Business  Sur- 
vival Committee. 

On  regulatory 
reform,  small  business- 
es favor  radical  changes 
in  the  gop  Contract. 
They  back  efforts  to 
limit  overall  compliance 
costs  to  5%  of  gross 
domestic  product  by 
slashing  environmen- 
tal, workplace  safety, 
and  other  federal  rules. 
Philip  Bourgeois,  pres- 
ident of  Studio  Red,  a 
20-person  design  firm 
in  Redwood  City,  Calif., 
says  enough  is  enough: 
"If  I  was  any  more  reg- 
ulated, I  don't  know  if  I 
could  stay  alive."  Big- 
Business — more  willing 
to  acknowledge  a  need  for  oversight — 
will  settle  for  reform.  Top  execs  would 
keep  rules  that  impede  smaller  compet- 
itors while  expanding  flexibility  to 
choose  cheaper  compliance  methods. 

A  similar  clash  is  brewing  over 
affirmative  action.  Small  business 
wants  to  overturn  federal  rules  they 
consider  complex,  costly,  and  intrusive. 
Larger  companies,  better  able  to 
absorb  compliance  costs,  want  to  retain 
clear  guidelines  that  can  be  used  to 
protect  them  from  needless  bias  claims. 
"Big  Business  just  wants  to  be  left 


alone,"  says  Stephen  A.  Bokat,  gener- 
al counsel  for  the  U.  S.  Chamber  of 
Commerce. 

Despite  common  complaints  about 
soaring  medical  costs,  small  and  Big 
Business  differ  on  solutions.  Small 
companies  want  reforms  to  make  health 
insurance  cheaper  and  more  accessible 
by  making  coverage  portable,  lifting 
coverage  restrictions  on  people  with 
preexisting  conditions,  and  helping 
businesses  create  insurance-purchasing 
pools.  "You  can  buy  100  things  a  lot 
cheaper  than  one  thing,"  notes  Tom 
Turner,  head  of  SAS  Systems,  an  Atlan- 
ta electronics  maker.  Coi'porate  Amer- 
ica is  intent  on  protecting  its  existing 
system,  in  which  nationwide  plans  are 
free  from  varying  state  regulations.  But 
the  two  lobbies  are  more  likely  to  team 
up  on  health-care  issues  than  to  fight. 
TITANIC  CLASH?  Still,  where  interests 
collide,  small  business  can  be  optimistic. 
Entrepreneurs  often  back  GOP  candi- 
dates, while  Big  Business  ahenated  the 
Repubhcan  minority  by  siding  with 
Democrats.  And  small  business  regu- 
larly fought  perceived  antibusiness 
initiatives  such  as  Clinton's  health  plan, 
while  Big  Business  often  cut  deals  with 
Democrats  to  protect  individual  corpo- 
rate interests.  After  the  unexpected 
House  takeover,  some  gop  insurgents 
say  it's  payback  time.  "The  knives  ai'e 
out  for  Big  Business  because  of  its  will- 
ingness to  play  footsy  with  Democrats," 
says  Republican  pollster  Glen  Bolger. 

What's  more,  small-business  owners 
dominate  the  gop  freshman  class.  And 
the  third-ranking  House  Republican, 
Tom  DeLay  (R-Tex.),  owned  a  small 
pest-control  firm  for  decades.  "We  are 
the  party  of  small  business  more  than 
Big  Business,  Main  Street  more  than 
Wall  Street,"  says  Republican  Nation- 
al Committee  Chairman  Haley  Barbour 

Already,  small  business  is  wielding 
its  newfound  clout.  Case  in  point:  Ging- 
rich promised  to  fight  efforts  to  elimi- 
nate the  Small  Business  Administration. 
A  gop  leadership  aide  says  Gingi-ich  has 
told  colleagues  he  has  "no  interest  in 
taking  on  small  business." 

The  skirmishes  within  the  business 
community  may  be  fierce  at  times,  but 
neither  Coi-porate  America  nor  its  small- 
er rival  expects  to  lose  the  war  on  Cap- 
itol Hill.  Tax  cuts  of  some  sort  ai'e  a  vir- 
tual certainty,  and  all  businesses  likely 
will  win  major  relief  fi'om  red  tape. 
Those  victories  should  help  salve  the 
occasional  intramural  wounds  suffered 
on  the  new  gop  playing  field. 

By  Richard  S.  Dunham  and  Mary 
Beth  Regan  in  Washington,  with 
bureau  reports 


ttsiness  agenda,  it'^  Main  St.  vs.  Corporate  America 


LL  BUSINESS 


FARM  SUBSIDIES  Favors 
eliminating  subsidies, 
which  House  Majority 
Leader  Richard  Armey 
assails  as  "welfare  for 
the  rich." 


TAXES  Favors  House 
Speaker  Newt  Gingrich's 
tax  agenda,  including 
repeal  of  1993  tax 
hil<es  on  some  small 
companies. 


AFFIRMATIVE  ACTION  Sees 
guidelines  as  a  costly  in- 
fringement of  employers' 
hiring  prerogatives.  The 
chief  defender:  Senator 
Phil  Gramm. 


EXPORT  PROMOTION  Aims  to  l<ill  off  the  sub- 
sidy program,  arguing  that  corporate 
beneficiaries — not  taxpayers — should 
foot  the  bill. 


News:  Analysis  &  Commentary 


REFORMS 


WHY  WELFARE  REFORM 
IS  SUCH  A  LONG  SHOT 

Newt  is  talking  tough,  but  the  poHtical  divide  is  formidable 


As  the  104th  Congress  convenes, 
seething  with  ferment  over  the  Re- 
pubHcans'  Contract  With  America, 
no  social  program  seems  riper  for  radi- 
cal overhaul  than  the  nation's  flounder- 
ing welfare  system.  GOP  legislators,  his- 
torically hostile  to  welfare  dependency, 
want  tough  new  eligibility  rules  and 
time  limits.  President  Clinton,  vowing  to 
fulfill  his  promise  to  "end  welfare  as  we 
know  it,"  is  tiying  to  keep  pace. 

But  welfare  reform  faces  an  uphill 
slog.  Despite  the  tough-sounding  rheto- 
ric emanating  fi'om  both  Democrats  and 
Republicans,  deep  ideological  differences 
divide  the  two  camps.  It  will  take  astute 
political  navigating  to  keep  welfare  revi- 
sion from  meeting  the  same  fate  as 
health-care  reform:  a  collapse  into  a 
heap  of  acrimony. 

WAY  STATION.  Already,  the  chasm  is 
wide.  Ti-ue,  President  Clinton  and  the 
Republicans  both  want  to  convert  wel- 
fare into  a  temporaiy  way  station  that 
will  steer  beneficiaries  into  the  work- 
force. But  beyond  that,  their  paths  di- 
verge sharply.  Democrats,  who  see  the 
social  safety  net  as  a  flawed  but  noble 
paily  legacy,  want  recipients  to  get  job 
training  and  seek  to  cushion  their  entry 
into  the  work  world.  Republicans  want 
far  deeper  cuts. 

In  an  attempt  to  regain  the  initia- 
tive, Clinton  is  suinmoning  congi'ession- 
al  leaders  and  governors  of  both  parties 
to  a  "worldng  session"  aftei-  his  State  of 
the  Union  address  in  late  Januaiy.  In 
the  meantime,  though.  House  Speaker 
Newt  Gingrich  &  Co.  have  elbowed 
their  way  ahead.  The  new  speaker  is 
pressing  hai'd  to  limit  the  federal  role 
and  is  negotiating  with  governors  to 
make  his  package  more  state-friendly. 

Moreover,  House  Ways  &  Means 
Committee  Chairman  Bill  Archer  (R- 
Tex.)  has  scheduled  welfare  hearings  to 
start  on  Jan.  13 — before  Clinton's  pow- 
wow. The  tough  tenor  of  the  hearings  is 
jiresaged  in  the  committee's  agenda: 
welfare  and  illegitimacy,  benefit  cutoffs 
fo2'  legal  immigrants,  and  discretionary 
block  grants  instead  of  entitlements. 

Both  parties  are  playing  to  the  pub- 
frustrations  with  high  taxes  and 
big  government.  Aid  to  Families  \\ith 
Df  i;fndent  Children — what  most  peo- 


ple commonly  refer  to  as  welfare — com- 
prises just  1%  of  federal  spending.  Add 
in  food  stamps.  Medicaid,  and  other  pro- 
gi'ams,  and  Washington's  spending  on 
the  poor  still  amounts  to  only  13%  of 
the  federal  budget.  Yet  polls  show  that 
the  jjublic  considers  welfare  a  far  larger 
budget  problem  than  it  tnaly  is. 

Nothing  illustrates  the  parties'  strate- 
gic differences  better  than  the  projected 
costs  of  their  respective  plans:  The  gop 
claims  its  reforms  will  save  $40  billion 
over  five  years,  with  $22  billion  coming 


from  denying  legal  immigi-ants  access 
to  60  federal  welfare  programs.  Clin-f' 
ton's  plan,  unveiled  last  June,  would  ac- 
tually boost  spending,  by  some  $9.5  bil-P 
lion  over  the  same  period,  to  support 
job  training  and  child-care  assistance  fi* 
for  welfare  moms. 

Such  numbers  reflect  other  policy  dif- 
ferences. The  GOP  would  deny  aid  per- 
manently to  any  children  born  out  of 
wedlock  to  moms  under  age  18.  By  con- 
trast, Clinton's  proposal  would  continue 
benefits  to  the  underage  mother  if  she  • 
lives  at  home,  attends  high  school,  and 
makes  a  good-faith  effort  to  establish  ^ 
paternity.  And  Clinton  would  pay  mini-  ^ 
mum  wage  to  moms  in  subsidized  jobs;  f* 
the  GOP  would  simply  requii'e  recipients 
to  work  off  their  welfare  benefits.  In 
such  low-benefit  states  as  Mississippi, 
this  would  have  a  welfare  mom  working  i 
35  houi-s  for  $120  a  week,  less  than  min- 
imum wage,  says  the  Washington-based 


The  Battle  Over  the  Dole 


THE  CLINTON  PLAN 


THE  GOP  PLAN 


TIME  LIMITS  Cut  off  AFDC  benefits  to  mothers 
24  or  younger  after  two  years 
unless  they  get  training  or  a  job. 


Cut  off  AFDC  benefits  to  families 
after  two  years,  and  set  lifetime 
limit  on  AFDC  of  five  years. 


SPENDING    Provide  $9.5  billion  for  such 

things  as  job  trainmg  and  child 
care  subsidies  to  get  mothers 
off  welfare  and  help  the  working 
poor. 

PENALTIES    Reduce  benefits  to  women 

who  refuse  to  name  the  fathers 
of  their  children,  and  enforce 
child-support  awards. 


Cap  spending  on  many  programs  for 
the  poor.  Convert  food  and  housing 
programs  into  a  cash  grant  to  the 
states.  Cut  some  state  block  grants 
by  5%. 

Deny  AFDC  and  housing  benefits  to 
children  if  mothers  are  under  18,  and 
use  the  savings  for  adoption,  orphan- 
ages, or  homes  for  unwed  moms. 
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iter  for  Law  &  Social  Policy,  a  liber- 
•esear'ch  gi'oup.  The  GOP  also  would 
a  five-year,  lifetime  limit  on  afdc. 
Vhile  politicians  wrangle  over  such 
visions,  the  future  of  5  million  fami- 
receiving  afdc  and  the  record  27 
lion  Americans  getting  food  stamps  is 
the  line.  The  Health  &  Human  Ser- 
is  Dept.  claims  Gingiich's  plan  would 
p  half  of  the  9.5  million  children  on 
)C  from  the  progi-am.  Already,  the 
dency  of  the  early  welfare  skirmish- 
has  alarmed  poverty  experts.  "I 
I't  think  the  American  public  is  will- 
to  see  women  and  children  sleeping 
sewer  grates,"  says  Judith  Gueron, 
sident  of  Manpower  Demonstration 
5earch  Corp.,  which  studies  welfare 
gi'ams. 

kTES'  FIGHTS.  Paradoxically,  Clinton  is 
dng  to  Republican  governors  to  help 
:lerate  the  Contract  With  America's 
nd.  It's  the  govei'nors,  after  all,  who 
be  stuck  enfoi-cing  many  of  the  Con- 
ct's  radical  changes.  With  so  many 
V  Republicans  in  statehouses,  the 
iton  Administration  hopes  the  incen- 
ss  for  GOP  moderation  will  increase, 
ndeed,  governors  privately  worry 
lut  the  consequences  of  deep  cuts. 
;h  camps  agi'ee  that  "the  federal  gov- 
ment  ought  not  to  mandate  a  lot  of 
ditions  that  the  states  find  nearly 
)ossible  to  meet,"  an  Administration 
cial  says.  But  the  Contract  With 
lerica  envisions  turning  all  15  nutii- 
1  programs  into  block  gi'ants  to  the 
tes  and  then  subtracting  5%.  Rathei' 
n  entitlements — which  automatical- 
^0  to  whomever  meets  the  ciiteria — 
programs  would  become  appropriat- 
and  subject  to  yearly  budget  cuts, 
it  means  governors  of  states  with 
ik  economies  could  to  forced  to  slash 
[fare  spending  at  precisely  the  time 
ipients  need  the  help  most. 
A^ith  so  much  distance  between  Clin- 
ites  and  the  Newtonians,  welfare 
orm  faces  tough  prospects  for  pass- 
in  a  highly  partisan  legislative  ses- 
n.  Besides,  GOP  leaders  insist  they 
1  tackle  congressional  reform,  tax 
s,  and  budget-slashing  before  turn- 
:  to  social  reengineering.  Even  if 
;V  can  make  room  on  the  docket  for 
Ifare,  and  find  a  sliver  of  common 
>und,  it's  doubtful  whether  Clinton, 
inveterate  do-goodei;  can  bring  him- 
f  to  swallow  some  of  the  Republi- 
is'  harsher  measures.  Clinton  "will 
so  happy  to  have  something  called 
!lfare  refonn'  he  will  consider  almost 
('thing  from  the  Republicans,"  pre- 
ts  Douglas  Besharov  of  the  conser- 
;ive  American  Enterprise  Institute, 
t  that's  a  bet  few  would  put  any 
ney  on. 

By  Paul  Magnusson  and  Mike 
'Namee  in  Washington 


BASEBALL:  CONGRESS'  SURPRISE 
SQUEEZE  PLAY  ON  THE  OWNERS 


As  the  nation's  Majoi-  League  play- 
ei's  and  owners  enter  the  sixth 
month  of  their  bitter  strike,  it's 
looldng  more  likely  that  the  saviors  of 
a  1995  baseball  season  may  reside  on 
Capitol  Hill.  Key  Congi'essional 
Republicans  now  are  thi-eatening  to 
solve  the  dispute  with  a  dose  of  one 
of  their  favorite  elixirs:  old-fashioned 
(•i>iii|ictilinn.  Thcy'i'i-  readying  legisla- 


But  Republicans  quickly  fanned 
the  flames — which  is  why  the  legisla- 
tion is  being  taken  seriously  this 
time.  Senate  Judiciary  Committee 
Chairman  On'in  G.  Hatch  (R-Utah) 
has  hinted  at  a  bill  of  his  own.  While 
there's  only  limited  sympathy  for 
millionaii'e  players,  the  pols  have 
even  less  empathy  for  the  owners, 
who  unilaterally  imposed  a  -al.ii  '/ 
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FENWAY  BACK  WHEN  THERE  WAS  BASEBALL:  Will  the  GOP  ride  to  the  rescue? 


tion  that  finally  would  end  the  game's 
antitmst  exemption,  a  1922  relic  that 
is  viewed  more  and  more  as  unfair 
protection  for  team  owners. 

No  frivolous  grandstanding,  this. 
Ending  the  exemption  would  enable 
players  to  file  an  antitrust  suit 
against  the  owners — and  perhaps 
pressure  them  back  to  the  bargain- 
ing table.  An  antitrust  suit  filed  by 
players  in  1987  against  the  National 
Football  League  eventually  helped 
resolve  their  labor  dispute.  If  Con- 
gress acts,  "the  likelihood  of  settle- 
ment goes  way  up,"  says  Donald  M. 
Fehr,  executive  director  of  the  Major 
League  Baseball  Players  Assn. 
SECOND  THOUGHTS.  The  GOP's  thi'eat 
to  rescue  the  national  pastime  by  tak- 
ing labor's  side  is  one  irony  of  the  Re- 
publicans' Nov.  8  election  romp. 
"You'd  think  unions  do  best  when  the 
Democrats  are  in  control,"  marvels 
Brooldngs  Institution  economist  Hen- 
ly  J.  Aaron.  In  fact.  Democrats  thi"ew 
out  the  first  pitch.  New  Yoi'k  Senator 
Daniel  P.  Moynihan,  who  represents 
frxistrated  Mets  and  Yankees  fans, 
introduced  a  bill  to  lift  the  exemption 
on  Jan.  4.  The  broad  exemption  from 
antitiiist  laws,  which  no  other  Ajneri- 
can  sport  enjoys,  lets  owners  divide 
up  exclusive  temtories  for  their 
teams  and  veto  franchise  moves. 


cap  after  negotiations  collapsed  on 
Dec.  22.  "As  a  baseball  fan,  I  say  a 
curse  on  all  their  houses,"  fumes 
Senator  J.  James  Exon  (D-Neb.). 
Exon  blocked  repeal  of  the  exemp- 
tion on  the  Senate  floor  last  year  but 
now  thinks  Congress  should  step  in. 
SCARE  STORIES.  In  the  previous  Con- 
gi-ess,  owners  overcame  attempts  to 
kill  the  exemption  by  convincing 
many  lawmakers  that  exposing  base- 
ball to  the  fi'ee  market  would  wreak 
havoc  on  the  game.  And  this  time 
around,  not  all  Republicans  are  rush- 
ing in  to  rescue  the  Boys  of  Summei'. 
Senator  Ai'len  Specter  of  Pennsylva- 
nia, for  one,  still  opposes  lifting  the 
waiver.  He  fears  that  if  owners  could 
move  their  teams  at  will,  his  Pitts- 
burgh Pirates  might  leave  town.  Oth- 
ers on  Capitol  Hill  wony  that  in- 
creased competition  would  erode 
Major  League  profits,  which  now  sup- 
port popular  but  uneconomic  fann 
clubs  in  many  Congi-essional  distiicts. 

In  fact,  many  Republicans  are  hop- 
ing that  the  mere  threat  of  legisla- 
tive action  might  force  intransigent 
team  owners  to  rescue  the  season. 
That  would  give  the  Republicans  a 
political  home  run — without  actually 
forcing  them  to  play  umpire. 

By  Catherine  Yang  in  Washington, 
with  Aaron  Bernstein  in  Neiv  York 
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INVESTIGATIONS 


MAYBE  THEY  SHOULD 
CALL  THEM  SCAMMERS' 

Electronic  checkout  systems  may  be  ripping  you  off 


H 


Iei'cule  Poii'Ot  has  notliing  on  Inspec- 
tor Robert  W.  Alviene.  It's  just  tifter 
Clii-istmas,  and  Alviene,  an  official 
with  the  Monis  County  Office  of  Weights 
&  Measures,  is  walking  the  aisles  of  a 
Bradlees  Inc.  store  in  East  Hanover, 
N.J.,  dropping  items  into  his  .shopping 
cart.  He  isn't  looking  for  post-Chi-istmas 
bargains.  He  wants  to  know  if  Bradlees' 
electronic  checkout  scanning  system  is 
overcharging  customei's. 

Sure  enough,  for  the  third  time  in 
thi-ee  months  at  this  store,  Al-  ^^hhb 
viene  finds  mistakes  at  the 
checkout.  A  $21.99  set  of  bed- 
sheets  scans  at  $29.99,  and  a 
$3.99  i-awhide  dog  bone  costs 
50^  more  than  it  should.  In  all, 
six  of  the  17  items  in  his  cait 
have  the  wrong  price  in  the 
scanner,  resulting  in  an  over- 
charge of  $12.30  on  a  $161.85 
total  purchase  (table).  A  Brad- 
lees spokesman  calls  the  re- 
sults "troubling"  but  denies 
that  the  company  intentionally 
nilks  anyone.  AH  the  same, 
says  Alviene,  "the  customer  is 
:'eally  getting  burned  in  thei-e." 

Alviene's  shopping  trip,  ex- 
pecied  to  produce  a  fine  for 
ibf  store,  is  the  latest  in  a  na- 
linnvvide  crackdown  on  scan- 


ner overcharges.  A  Dec.  14  sm'vey  by 
Vermont's  attoi'ney  general  found  that 
local  outlets  of  Ames  Department  Stores 
Inc.  and  Rich's  Department  Stores  had 
serious  eiTors  in  theu'  scanning  systems. 
Two  days  later,  Michigan  Attorney  Gen- 
ei'al  Frank  J.  Kelley  announced  similai' 
findings  at  Sears,  Roebuck  &  Co.  and 
Wal-Mart  Stores  Inc.  And  J.  C.  Penney 
Co.  is  in  settlement  talks  with  San  Diego 
County  ovei-  its  alleged  mispricing.  The 
Federal  Trade  Commission  is  now  wor'k- 


Price  Check! 


CHECKING  IT  OUT:  Seamier  mispricing 
is  "a  serious  national  problem," 


Of  17  items  audited  at  a  Bradlees  store  in 
East  Hanover,  N.J.,  scanned  prices  for  six  were  higher 
than  advertised  prices 


ADVERTISED 

SCANNED 

DIFFERENCE 

TIGER  TRAIL  NAIL  TRIMMER 

$6.99 

$7.99 

+$1.00 

HARPER'S  BEEFHIDE  BONE 

3.99 

4.49 

+0.50 

FRISKIES  FRISBIE  RAWHIDE 

3.49 

3.99 

+0.50 

ALLISON  KEY  HOLDER 

1.29 

2.39 

+1.10 

PARKER  2"x2"  ADHESIVE 

1.49 

2.69 

+1.20 

CRITERION  QUEEN  SHEET  SET 

21.99 

29.99 

+8.00 

DATA:  MORRIS  COUNTY  (N J  )  DEPT  OF  WEIGHTS  &  MEASURES 


ing  to  coordinate  the  proliferating  state 
and  local  probes. 
■  Authorities  and  the  retailers  say  mis-  J"; 
takes  are  a  result  of  human  error,  not 
fi-aud.  They  say  the  lapses  occtir  when 
store  clerks  fail  to  enter  correct  data 
into  scanner  computers,  especially  when 
prices  change.  Still,  experts  believe  that 
the  impact,  which  no  one  has  tallied,  is 
enormous.  "It's  a  serious  national  prob- 
lem," says  Ken  Butcher,  weights  and 
measiu-es  coordinator  at  the  National  In- 
stitute of  Standards  &  Technology. 
TO  ERR  IS  COMMON.  Investigators  are 
focusing  on  nonfood  retailers — such  as 
discounters  and  department  stores — 
which  recently  started  using  scanning 
technology.  Although  the  technology  is 
capable  of  100%  accuracy,  some  store; 
average  as  low  as  85%,  says  Butcher 
And  the  inistakes  often  favor  retailers.  A 
CaUfoiTiia  suivey  of  9,000  items  from  300 
stores  found  overcharges  on  2%-  of  the 
products  and  undercharges  on  1.3%.  A 
Michigan  study  found  a  4-to-l  ratio  oi 
oveipricing  to  underpricing.  "It's  one  oi 
the  few  places  you  can  be  negligent  and 
make  money,"  says  Michigan  Assistant 
Attorney  General  Frederick  Hoffecker. 

Retailei's  staimclily  defend  the  systems, 
noting  that  scanners  ai'e  moi'e  accm-ate 
than  clerk.s — who  punch  in  the  wi'ong 
prices  about  10%>  of  the  time,  according  to 
NIST  estimates.  Some  companies  also  saj^ 
the  issue  is  being  blown  out  of  propoition 
"There  are  a  number  of  individuals  ai'ound 
the  countiy  who  are  always  looking  foi 
ways  to  achieve  instant  press,  and  scan^ 
ning  accui'acy  seems  to  be  a  hot  buttor 
right  now,"  says  a  Wal-Mart  spokesman. 

Ti'ue,  regulators'  sampling  method; 
may  be  skewing  their  results:  By  relying 
^^^■■n  heavily  on  sale  items  that  have 
frecjuent  price  changes,  the 
sm-veys  suggest  an  inflated  er- 
ror rate,  retailer's  say.  Yet  con- 
sumer advocates  argue  that 
high- volume  sale  items  are 
where  most  rip-offs  are  ]ike\y 
to  occur.  "If  a  customer  shop 
lifts,  it's  called  a  ci-ime,"  giipe; 
Pennsylvania  consumer  advo- 
cate Maiy  Bach.  "But  a  store 
can  'shopper-M,'  and  it's  called 
a  mistake." 

To  complicate  matters,  scan- 
ners' speed  and  the  disappear- 
ance of  price  tags  make  it  hait; 
to  detect  eirors.  "I  keep  m} 
eye  on  the  piices  when  they 
light  up  after  they  get 
scanned,"  says  Carol  Hennes 
sey,  a  53-yeai-old  office-supply 


ire  employee  as  she  waits  in  line  at  a 
Dermai'ket  in  Moiris  Plains,  N.J.  Hen- 
3sey  says  she  ha.s  caught  sevei-al  stores 
scharging  her,  "but  you've  got  to  won- 
[-  how  many  times  you  don't  catch  it." 
To  combat  pressure  from  law- 
ibrcement  agencies,  some  retailere  have 
nched  progr-ams  to  improve  their  scan- 
ig  systems.  As  part  of  a  $985,000  set- 
ment  in  May  with  San  Diego  County, 


Kmart  Corp.  designated  a  manager  in 
each  store  nationwide  to  make  sui"e  pric- 
es in  scanning  computers  match  those 
advertised.  Rich's  Department  Stores  is 
mulling  a  similar  move.  Bradlees  chai-ges 
the  con-ect  amount  when  a  mistake  is 
brought  to  its  attention.  Some  stores  go 
further.  Sears,  which  says  it  has  a  95% 
accuracy  rate,  rebates  $5  or  5%  off  mis- 
charged  items,  whichever  is  more.  And 


Wal-Mart  gives  a  $3  refund  per  item. 

That's  scant  comfort,  however,  for  cus- 
tomers who  think  they've  been  had  but 
can't  prove  it.  For  now,  keep  track  of 
shelf  prices,  and  hold  on  to  your  receipts. 
Inspector  Alviene  and  his  cohorts  could 
be  coming  to  a  store  near  you  soon. 

By  Catherine  Yang  in  Washington, 
with  Willy  Stern  in  Morris  County,  N.  J., 
and  bureau  repmts 


COMMENTARY 


surprise:  Washington  dreamed  up  the 
minority-preference  program  as  an 
FCC  official  during  the  Carter  years. 

Nobody  can  fault  Redstone  or 
Malone  for  seizing  on  a  perfectly 
legal  loophole.  The  trouble  is  that  the 
system  permits  them  to  do  it.  The 
purpose  of  the  FCC's  progi-am  is  to 
make  it  easier  for  minorities  to  buy 
TV  properties  by  offering  tax  breaks. 
Broader  ownership,  the  theory  goes. 


By  Mark  Lewyn 

THE  WRONG  WAY  TO  OPEN  THE  MEDIA  TO  MINORITIES 

Only  in  the  wacky  world  of  Wash- 
ington could  cable  leviathan 
John  C.  Malone  be  deemed  dis- 
advantaged. But  that's  effectively 
what's  happening  in  a  $2.3  billion 
deal  the  Tele-Communications  Inc. 
chief  has  cooked  up  with  a  minority 
business  partner  to  buy  cable-TV  sys- 
tems from  Viacom  Inc.  The  transac- 
tion, to  be  announced  the  week  of 
Jan.  9,  allows  Malone  and  his  part- 
ners to  nab  coveted  cable 
assets  at  a  deep  discount. 

Here's  how  the  deal 
works:  Viacom  Chairman 
Sumner  M.  Redstone 
will  sell  his  cable  sys- 
tems, with  1.1  million 
subscribers,  to  a  group 
of  investors  led  by  Frank 
Washington,  a  business- 
man and  former  Carter 
Administration  official 
who  is  African  Ameri- 
can. Washington  will  own 
21%  of  the  two  partner- 
ships set  up  to  buy  the 
systems.  The  balance 
will  be  held  by  Interme- 
dia Partners  IV,  a  San 
Francisco-based  partner- 
ship that  is,  in  turn,  25% 
owned  by  Malone's  TCi. 

PERFECTLY  LEGAL.  Be-   

cause  Washington  retains  voting  con- 
trol of  the  partnerships,  Redstone  is 
legally  selling  to  a  minority.  And  un- 
der the  Federal  Communications 
Commission's  Minority  Tax  Certificate 
Pi'ogram,  which  provides  tax  incen- 
tives to  those  who  sell  media  proper- 
ties to  minorities,  Viacom  can  defer 
roughly  $400  million  in  capital-gains 
tax  it  would  have  had  to  pay  on  the 
sale.  Not  only  that,  Malone  is  only  a 
passive  investor.  So  he'll  probably 
avoid  the  ire  of  federal  regulators 
who  have  nosed  around  other  recent 
TCI  cable  deals.  If  all  this  seems  devil- 
islily  clever,  that  should  come  as  no 


LOOPHOLE:  F. 


ik  Washington  ivill  link  up  with  TCI's  Malone 


will  produce  more  diverse  program- 
ming and  workforces.  The  FCC  is  also 
applying  the  program  in  its  awarding 
of  licenses  for  a  new  wireless  phone 
service,  personal  communications 
services  (pes).  But  in  both  industries, 
the  gap  between  theory  and  practice 
should  make  it  a  ripe  target  for  the 
Republican  Congress. 

Take  another  look  at  Viacom's  deal. 
Redstone  acknowledges  that  he 
would  have  asked  for  a  higher  price  if 
Viacom  weren't  eUgible  for  a  tax 
break — which  comes  at  the  expense 
of  taxpayers.  Without  the  incentive, 
says  Leo  J.  Hindery  Jr.,  managing 


genei-al  partner  of  Intermedia  Part- 
ners, the  transaction  may  not  have 
happened  at  all.  What's  more,  Red- 
stone is  conducting  parallel  talks  with 
Malone  about  dropping  an  antitrust 
suit  he  filed  against  TCi  in  late  1993. 
Malone's  participation  in  the  Inter- 
media deal  could  hasten  that  process, 
though  a  senior  Viacom  executive 
insists  these  issues  aren't  linked. 
While  Redstone  admits  Malone  has  a 
stake  in  the  deal,  he  says 
the  other  partners  have 
far  more:  "They've  got 
to  go  out  and  raise  a  hell 
of  a  lot  of  money." 

Because  it's  so  smart, 
the  Viacom  deal  may 
augur  more  of  such 
an'angements.  In  auc- 
tioning off  PCS  licenses 
this  April,  the  FCC  plans 
to  give  special  breaks  to 
small  businesses,  women, 
;ind  minorities.  The  goal 
is  to  prevent  a  spectrum 
grab  by  well-heeled  com- 
panies that  could  outbid 
entrepreneur's.  But  if  his- 
toiy  is  any  guide,  these 
preferences  will  simply 
encourage  big  companies 
to  team  up  with  bidders 
entitled  to  the  bi'eaks. 
Indeed,  it's  all  but  inevitable:  The  cost 
of  building  a  PCS  system  will  lun 
more  than  $100  million. 

When  Congress  was  run  by  Demo- 
crats, it  encouraged  special  treat- 
ment for  favored  groups.  Now  the 
Republicans  have  a  chance  to  jetti- 
son that  concept.  Such  progi'ams 
may  encourage  minorities  to  knock 
on  the  FCC's  door.  But  as  the  price  of 
communications  assets  escalates, 
there's  likely  to  be  a  John  Malone 
standing  right  behind  them. 

Lewyn  covers  communications  pol- 
icy fi'07n  Washington. 
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IS  RAND  ARASKOG 
ROLLING  THE  RIGHT  DICE? 

Caesars  Palace  may  not  give  ITT  an  easy  entry  into  gaming 


Set  back  from  the  busthng  Las  Ve- 
gas Strip,  Caesars  Palace  takes 
care  not  to  present  itself  as  a  joint 
for  the  nickel-slot  crowd.  Its  main  hall 
gleams  with  rows  of  baccarat  tables, 
where  the  ante  can  soar  to  $25,000.  Big 
spenders  can  luxuriate  in  the  Pompeii 
Suite,  replete  with  sauna  and  a  sound 
show  simulating  a  volcanic  einaption. 

Sure  enough,  Caesars  has  found 
itself  a  high  roller — itt  Corp.,  which 
announced  last  month  it  would  pay  $1.7 
billion  for  its  Caesars  World  Inc.  par- 
ent. The  acquisition  is  the  centerpiece 
of  itt's  bid  to  create  an  entertainment- 
and-gambling  powerhouse.  It  follows 
the  company's  August  agreement  to 
buy  half  of  Madison  Square  Garden 
Corp.  and  its  sports  teams,  as  well  as  a 
flurry  of  financial-subsidiary  sales  that 
together  will  raise  $3.5  billion  this 
year  to  help  finance  the  new  strategy. 
ODD  DUCK.  The  frenzied  dealmaking 
represents  a  striking  coda  for  ITT  Chair- 
man Rand  V.  Araskog,  who,  after  15 
years  of  dismantling  much  of  his  com- 
pany's sprawling  conglomerate,  is  set 
to  retire  in  1996.  But  his  entry  into 
gambling  has  been  startlingly  expen- 
;-ue  and  risky.  Caesars,  known  in  the 
industry  for  stodgy  management  and  a 
-'isk-averse  strategy,  may  well  be  the 


wrong  engine  to  power  itt's  ambitions. 

Caesars  is  an  odd  duck  in  the  casino 
crowd:  While  gambling  has  moved  rap- 
idly toward  bigger  hotels  and  family- 
oriented  entertainment,  Caesars  has 
stuck  to  its  pursuit  of  big-time  bettors. 
That's  one  reason  profits  have  slumped, 
to  pretax  margins  of  14%  in  the  fiscal 
year  ended  July  31:  By  comparison, 
margins  at  Mirage  Resorts,  which 
caters  to  a  middle-market  crowd,  hov- 
er around  24%.  Indeed,  before  news  of 
itt's  purchase,  Caesars  traded  at  a 
sharp  discount  to  most  of  its  rivals. 

For  this,  according  to  Securities  & 
Exchange  Commission  filings,  Araskog 
raised  an  initial  offer  of  $60  a  share  to 
$67.50 — when  Caesars  stock  was  trad- 
ing at  only  $45.  Why?  Because  he 
couldn't  break  into  gambling  any  other 
way.  itt  has  struggled  for  years  to  join 
Vegas  innkeepers,  buying  a  small  par- 
cel in  1989  and  three  years  later  taking 
an  11.5%  stake  in  Bally's  Grand.  It  sold 
that  interest  in  1993  and  paid  $160  mil- 
lion to  buy  the  faded  Desert  Inn. 

itt  had  planned  to  build  a  $750  million, 
3,500-r()om  hotel  and  resort  alongside  the 
Desert  Inn.  But  costs  skyrocketed,  and 
soon,  it  began  eyeing  Caesars  instead. 
Caesars  and  itt  officials,  including  Aras- 
kog, won't  comment.  But  analysts  and 


al 


competitors  say  itt 
saw  Caesars  Palace, 
with  its  three  casi- 
nos and  a  manage- 
ment  team  in 
place,  as  a  quicker, 
cheaper  entree 
into  gambling. 
Araskog's  plan: 
to  give  Caesars 
the  firepower  Ii 
of  the  reser 
•    vations  system 
of  Sheraton 
Hotels,  another  itt 
holding. 

The  problem: 
These  businesses 
don't  attract  the 
same  customer. 
Caesars  is  upmar 
ket,  but  the  major 
ity  of  Sheraton's  450 
mostly  moderately 
priced  lodgings  play 
more  to  the  middle 
market.  "Ideally,  you 
don't  want  a  Sheraton  customer  staying 
at  Caesars,"  says  Montgomery  Secur- 
ities analyst  Michael  G.  Mueller. 
EGO  CLASH.  Caesai-s  management,  more- 
over, has  never  played  the  expansion 
game  that  would  benefit  Sheraton.  In- 
deed, Caesars  has  bided  its  time  spmcing 
up  the  1,500-room  Palace — while  Vegas 
has  mushroomed  with  the  addition  of 
three  megaresorts  of  2,500  rooms  or 
more  apiece.  Caesars  Chainnan  Heray 
Gluck,  who  agi'eed  to  stay  on  at  itt  forjii 
five  years,  has  argued  that  Caesars 
should  protect  its  niche  rather  than  build 
low-priced  rooms.  "They've  got  a  solid 
management  team,  but  Caesai's  has  nev- 
er been  in  a  growth  mode,"  says  a  rival. 

Caesars  does  have  a  modest  expan 
sion  in  the  works,  and  itt,  with  $1.2  bil- 
lion in  cash  on  Sept.  30,  can  foot  the 
bills.  More  important,  analysts  say, 
Araskog  has  a  keen  personal  interest  in 
making  the  deal  work.  Beyond  his  sub- 
stantial wealth  tied  to  itt's  stock,  they|t()t 
believe  he  is  creating  an  entertainment 
vehicle  he  can  spin  off  and  run  unfet- 
tered when  retiring  at  65  next  year. 

Still  unclear,  though,  is  whethertai; 
Araskog  and  Gluck  can  exist  under  one  uf 
roof.  Two  years  ago,  former  Hilton  top 
gaming  executive  John  V.  Giovenco 
lasted  just  five  months  at  ITT  after  dis 
agreeing  with  Araskog  over  casinolm 
policy.  Now,  Gluck  may  be  asked  to 
change  his  style  as  well.  It  could  be  a  [ 
hefty  wager  for  a  company  that  has 
always  enjoyed  playing  it  safe. 

By  Ronald  Grover  in  Los  Angeles^^ 
and  Joseph  Weber  in  Philadelphia 
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m  FIX  THAT  FUT 
EFORE  YOU  GO,  STANLEY 

odyear's  CEO  is  buffing  up  his  legacy  as  retirement  looms 


Utanley  C.  Gault  has  been  a  miracle 
>  worker  at  Goodyear  Tire  &  Rub- 
'ber  Co.  When  he  anived  as  ceo  in 
e,  1991,  after  an  enviable  record  at 
leral  Electric  Co.  and  Rubbermaid 
,  the  troubled  company's  stock  rose 
3  in  days,  and  Gault  quickly  made 
d  on  his  reputation  as  a  man  who 
ws  both  how  to  market 
how   to   please  Wall 
iet.  He  cut  costs,  pushed 
'  products,  sold  off  nontii'e 
its,  issued  new  stock,  and 
ihed  the  choking  debt. 
)Ut  Gault's  reputation  as  a 
1  who  "came  down  out  of 
mountains  with  all  the 
lets,"  as  one  former  Good- 
r  official  puts  it,  is  start- 
to  fray.  While  the  leading 
).  tiremaker  is  still  produc- 
solid  earnings  gains,  its 
:k  plunged  26.-5%  last  year 
irt),  the  second-worst  per- 
■nance  among  the  Dow 
es  industrials, 
'erhaps  more  damaging,  a 
Gault  marketing  sti-ateg>' 
pushing  Goodyear-brand 
s  into  new  distribution 
nnels  has  antagonized 
^pendent  dealers,  prompt- 
at  least  one  lawsuit,  and, 
siders  say,  has  not  pro- 
ed  the  hoped-for  market- 
re  gains.  Gault  remains 
'azed.  Last  year,  he  says,  "we 
)roved  on  every  front."  Still,  he 
ds  a  quick  fix  if  the  misstep  is  not 
ng  to  stain  his  record  and  pose 
blems  for  his  unknown  successor: 
lit,  69,  retires  at  year's  end. 
>CK  DROP.  Like  other  automotive 
iks,  Goodyear  plunged  during  1994 
ause  investors  fear  higher  interest 
ss  will  hurt  U.  S.  new-car  sales  and 
s  demand  for  tires.  Rising  raw  mate- 
s  prices,  meanwhile,  are  pressing- 
fit  margins.  Gault  says  Wall  Sti-eet 
:  hasn't  come  to  appreciate  all  the 
gress  the  company  has  been  mak- 
and  that  U.  S.  car  demand  isn't  as 
cial  as  some  think,  since  North 
lerican  sales  of  new  vehicles  account 
just  20%  of  Goodyear's  overall  rev- 
les.  Goodyear,  he  boasts,  last  year 
dn  made  more  money  than  all  its 
ipetitors  combined.  Analysts  estimate 
year's  eaiTiings  at  about  .$563  million. 


up  15%  over  1993's  return.  While  he 
won't  make  a  specific  eaiTiings  projection, 
Gault  declares:  "I  don't  think  we'll  disap- 
point the  financial  community." 

The  company's  problem  with  its  deal- 
ers goes  back  to  1992,  when  Gault 
announced  it  would  start  selling  Good- 
year-hrand  tires  through  Sears,  Roe- 


ying  to  patch  things  up  with  independent 


buck  &  Co.,  the  nation's  largest  tire 
retailer.  That  way,  Goodyear  could 
reach  customers  it  never  had  a  chance 
at,  he  argued.  For  Goodyear  dealers, 
many  of  whom  sell  Goodyear  products 
exclusively,  the  move  was  a  blow. 

A  bigger  shock  followed  in  1993, 
when  Goodyear  announced  it  also  would 


WALL  STREET  WORRIES: 
IS  GAULT  GOOD  FOR 
GOODYEAR? 
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sell  its  brand-name  tires  to  Wal-Mart 
Stores  and  Discount  Tire,  a  Scottsdale 
(Ariz.)-based  retailer  known  for  its  low 
prices.  "It's  not  the  same  old  Goodyear," 
declares  one  big  dealer.  "I  don't  think 
their  ultimate  goal  is  to  have  a  win-win 
situation."  In  California,  four  dealers 
filed  a  class  action  in  July,  alleging  that 
Goodyear's  moves  diminished  the  value 
of  their  businesses  and  breached  its  con- 
tracts with  them.  Says  Norman  Taylor, 
a  San  Diego  dealer  who  is  one  of  those 
suing:  "We  have  totally  lost  faith  in 
Goodyear  because  they  were  not  honest 
with  us." 

Gault  won't  discuss  the  suit  but  says 
the  new  distribution  increased  car-tire 
market  share  for  Goodyear's  name 
brand.  However,  after  some 
initial  gains,  Goodyear's  share 
has  plateaued.  Modern  Tire 
Dealer,  an  industry  publica- 
tion, estimates  Goodyear's 
share  at  16%  in  1994,  flat  with 
1993  and  1  point  higher  than 
in  1991.  Goodyear  disagrees, 
claiming  market  share  is  up  2 
points  since  1991.  Either  way, 
the  gain  is  less  than  it  hoped 
to  achieve. 

HAPPY  TALK.  Gault  says  the 
new  distribution  hasn't  hurt 
dealers  as  much  as  some 
claim  but  admits  that  "we 
probably  could  have  communi- 
cated and  executed  [the  distri- 
bution moves]  more  palat- 
ably." Now,  Executive  Vice- 
President  Samir  F.  Gibara  is 
tiying  to  mollify  dealers.  Lat- 
er this  month,  at  a  dealer  con- 
ference in  San  Diego,  he  will 
unveil  a  progi-am  aimed  at 
turning  around  relations. 
dealers  Goodyear  won't  describe  it, 
but  dealers  say  it  will  include 
exclusive  products  and  a  remaking  of 
the  sales  organization. 

Together  with  another  executive 
vice-president,  European  chief  and 
manufacturing  veteran  William  J. 
Sharp,  Gibara,  an  Egy]3tian-born  finance 
man,  is  a  leading  candidate  to  succeed 
Gault.  A  third  executive  vice-presi- 
dent, Robert  W.  Tieken,  is  a  long 
shot,  and  Gault  isn't  excluding  an 
outsider.  The  choice  probably  will 
become  clear  this  spring. 

Asked  if  he's  concerned  that  his 
status  as  a  marketing  guru  may 
have  lost  some  luster,  Gault  replies: 
"I  want  all  members  of  the  Goodyear 
family,  which  certainly  includes  the 
Goodyear  independent  dealer,  to  be 
happy  and  satisfied."  And  he  says  he 
has  taken  "a  close  interest"  in  programs 
to  assure  that.  Now,  he  had  better  hope 
they  work. 

By  Zachary  Schiller  in  Akron,  Ohio 
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NEW  YEAR'S  RESOLUTIONS 

A  HEALTH  KICK 

AT  WEIGHT  WATCHERS 

Boss  David  Sculley  is  zeroing  in  on  dieters'  physical  well-being 


Think  you  have  trouble  with  dieting? 
Consider  David  W.  Sculley.  The  tiim 
H.J.  Heinz  senior  vice-president 
may  not  look  it,  but  he  has  been  living  a 
sort  of  dieter's  yo-yo  in  his  three  years 
in  charge  of  Weight  Watchers  Interna- 
tional Inc. 

The  problem:  American  dieters,  a 
notoriously  fickle  bunch,  in  recent  years 
have  been  taking  matters  into  their 
own  hands — dropping  out  of  diet  class- 
es and  rushing  into  health  clubs  and 
book  stores  for  fitness  and  nutrition 
help.  "The  whole  industry  has  been 
under  pressure,"  says  Goldman,  Sachs 
&  Co.  analyst  Nomi  Getz.  "There  has 

NOT  JUST 
FOR  VANITY 

Appealing  to 
dieters — men 
included — who 
are  more 
concerned 
about  heart 
attacks  than 
love  handles 


COUNTING  CALORIES 
IN  PITTSBURGH 


been  a  shift  from  dieting  to  general 
health  concerns  such  as  fat  intake  and 
general  lifestyle." 

To  cope,  Sculley — kid  brother  of  for- 
mer Apple  Computer  Chairman  John 
Sculley — is  trying  to  reshape  Weight 
Watchers  with  new  health-oriented 
programs  meant  to  appeal  to  a  diverse 
cross-section  of  dieters,  including  men. 
Timing  is  critical:  The  industry's  high 
season  falls  between  New  Year's  and 
'"aster,  three  months  that  account  for 
rr  -e  than  half  of  annual  sales.  "This 
I;      Met  season  will  determine  the  fate 

a  iv.i  of  companies,"  predicts  John  S. 
•••  .'rtosa,  president  of  Marketdata 
r...';v!.-ri:.i-'ses  Inc.,  which  tracks  the 
n.:::islr; . 

'■\  iviie  no  one  expects  Weight  Watch- 


ers to  land  on  the  casualty  list,  it  has 
had  a  couple  of  lean  years.  The  Heinz 
division  predicted  it  would  post  $3.3  bil- 
lion from  class  fees  and  sales  of  food  in 
1994 — but  sales  reached  just  $1.6  bil- 
lion. Worse,  Weight  Watchers  went 
from  a  $45  million  profit  in  fiscal  1992  to 
a  $50  million  loss  in  1994,  analysts  fig- 
ure (chart).  And  the  industry  leader 
admits  it  has  lost  14%  of  its  members 
during  the  past  two  years. 

To  win  them  back,  Sculley  is  carving 
out  a  health-first,  vanity-second  mes- 
sage for  dieters,  who  now  seem  more 
concerned  about  heart  attacks  than  love 
handles.  And  he  will  target  this  mes- 


members.  And  in  an  attempt  to  reach 
out  to  the  long-neglected  5%  of  the  diet 
world,  the  company  has  launched  male 
only  classes.  "We  don't  want  to  sit 
around  and  talk  about  makeup  and  reci- 
pes," says  Pittsburgh  resident  James  K, 
Johnson,  52,  who  lost  17/2  pounds  in  six 
weeks  on  the  Weight  Watchers'  pro- 
gram. "We'd  rather  talk  about  the 
Steelers  game  and  having  a  beer." 

Another  ingi-edient  in  Sculley's  strat 
egy:  boosting  sales  of  Weight  Watchers 
food.  In  December,  Heinz  acquired  All 
American  Gourmet  from  Philip  Morris 
Ki'aft  General  Foods  for  about  $200  mil- 
lion. Adding  the  brand  vaults  Heinz  to 
third  from  fifth  place  in  the  $3.3  billion 
frozen  entree  category,  dominated  by 
ConAgra  Inc.'s  Healthy  Choice.  Sculley 
is  betting  the  acquisition  will  allow 
Heinz  to  reach  a  broader  audience. 

Rivals  are  rethinking  their  strate 
gies,  too.  Jenny  Craig,  which  closed 
more  than  30  of  its  608  franchises  in 
1994  after  earnings  plunged  to  $1  mil- 
lion from  $59.2  million  the  year  before 


NOT  EXACTLY  FAT  CITY 


WEIGHT  WATCHERS' 
ESTIMATED  PROFIT 
OR  LOSS 


sage  through  direct  markfimu  o 
Weight  Watchers'  prodigious  database 
of  11  million  former  and  current  cus- 
tomers— a  list  that  competitors  Jenny 
Craig  International  and  Nutri/System 
Inc.  can't  match.  "Weight  Watchers 
members  don't  think  of  themselves  as 
former  customers,"  says  Len  Tacconi, 
vice-president  of  marketing  for  Weight 
Watchers.  "They  think  of  themselves  as 
being  on  a  break." 

Sculley  hopes  to  shorten  the  breaks 
by  offering  refresher  courses  that 
encourage  exercise.  Stressing  the 
health  value  of  the  progi'am,  he  also  has 
signed  deals  with  insurers  such  as 
Independence  Blue  Cross  Inc.  of  Phil- 
adelphia to  give  rebates  on  life-insur- 
ance premiums  to  Weight  Watchers 
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A  MIUIONS 

DATA:  DONALDSON  LUFKIN  &  lENREHE 


Will  begin  TV  ads  that  feature  men.  Anc 
Nutri/System,  which  emerged  fron 
bankruptcy  in  1993  under  new  owner 
ship,  has  added  a  personal  trainer  anc 
weight  room  to  its  weekly  classes. 

So  far.  Wall  Street  likes  Sculley's  new 
strategy:  Donaldson,  Lufkin  &  Jenrette 
Securities  Corp.  is  projecting  a  profit  foi 
fiscal  1995  of  $20  million.  But  the  succes; 
of  Weight  Watchers  means  more  t( 
Sculley  than  to  anyone  else.  If  the  com 
pany  does  turn  around,  Heinz  insider; 
say,  it  could  push  the  48-year-old  SculleA 
to  the  front  of  the  pack  as  the  eventua 
successor  to  Heinz  Chairman  Anthom 
J.  F.  O'Reilly.  You  couldn't  ask  for  mon 
incentive  than  that. 

By  Keith  L.  Alexande, 
in  Pittsburg) 
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REMEMBER  WHEN  BRAS  WERE  FOR  BURNING? 


For  Peggy  Anderson,  36,  dieting 
doesn't  cut  it  anymore.  And  for- 
get regular  workouts.  "There's 
no  time,"  says  the  Chicago-based 
market-research  consultant  and 
mother  of  two.  So  Anderson  heads 
to  a  local  lingerie  store  for  extra 
help — something,  say,  with  a  little 
Lycra.  She  recently  bought  a  panty 
girdle  and  a  one-piece  "body 
smoother"  to  disguise  the  15  pounds 
she  would  like  someday  to  take  off. 
"If  you  want  to  look  good  in  today's 
clothing,"  she  says,  "shapewear  is 
essential." 

New  name,  old  idea.  Girdles,  now 
spun  out  of  new  lightweight,  colorful 
materials  such  as  stretch  satin  laced 
with  superstrong  Lycra,  have 
morphed  into  the  '90s.  Retailers 
from  department  stores  to  discount- 
ers to  lingerie  boutiques  say  shape- 
wear  is  selling  like  crazy.  In  an  oth- 
erwise lackluster  year  for  apparel, 
sales  of  intimate  items  rose  7.8%,  to 
$6.5  billion  through  October,  1994, 
compared  with  the  year-earlier  peri- 
od, according  to  npd  Group  Inc.,  a 
market  research  firm. 

Since  1991,  U.  S.  sales  of  shape- 
wear  alone  have  risen  12%,  to  $350 
million,  while  bra  sales  have  zoomed 
17%,  to  $2.4  billion,  boosted  by  Sara 
Lee  Corp.'s  cleavage-enhancing 
Wonderbra,  which  made  its  U.  S. 
debut  last  August.  "All  this  Lycra  is 
a  sign  that  gravity  is  taking  its  toll 
on  the  baby-boom  generation,"  fig- 
ures retail  consultant  Alan  Mill- 
stein.  "These  are  the  same  women 
who  were  burning  their  bras  in 
the  '60s." 

TEENYBOPPER  BULGE.  DemogTaphics 
and  an  aging  population  may  explain 
part  of  the  bulge  in  foundation-gar- 
ment sales,  but  not  all  of  it.  Girdles 
and  corsets — once  hated  for  their 
flesh-constricting  features — are  turn- 
ing from  avant-garde  fashion  into 
mainstream  pieces.  Designer  Karl 
Lageifeld  presented  corsets  under 
suits  instead  of  blouses  in  his  1994 
fall  couture  showing.  And  the 
December  issue  of  Vogue  featured 
supermodel  Cindy  Crawford  in  a 
one-piece  girdle  by  Isaac  Mizrahi. 
Retail  price:  $645. 

Many  of  the  shapewear  buyers  in 
Schwartz's  Intimate  Apparel  store, 
a  Wilmette  (111.)  lingerie  landmark 
for  70  years,  are  teenagers,  says 
store  manager  Ginny  Dack.  They're 
looking  for  control-top  panties  and 


Battling  Baby 
Boomer  Sag 

CORSETS  Featured  in  designer 
Karl  Lagerfeld's  fall  '94  fashion 
sfiow,  corsets  are  tres  chic. 

GIRDLES  Prettier  and  lighter 
than  those  of  the  1950s  and 
'60s,  sales  have  risen  12%  in  the 
past  three  years. 

WAIST  CiNCHERS  Hitting  the 
stores  in  force  this  spring,  they're 
large  elastic  belts  designed  to 
reduce  the  waistline. 

CONTROL  PANTIES  Look  like 
pretty  underwear,  but  do  a  gir- 
dle's work  with  Lycra  panels. 
Playtex  says  its  Playtex  Secrets 
brand  of  control  panties  has 
become  its  No.  3  selling  brand 
since  it  was  introduced  in  1993. 

PUSH-UP  BRAS  Market 
researchers  NPD  Group  says  the 
new-style  bras,  which  boost  bust- 
lines  or  keep  them  from  sagging, 
now  account  for  more  than  20% 
of  department-store  bra  sales. 


girdles  to  wear  under  prom  and 
graduation  outfits.  "Young  people 
haven't  worn  this  type  of  undergar- 
ment for  years,"  Dack  says.  "It's 
like  a  new  toy  for  them." 

Not  that  long  ago,  girdles  were 
more  than  passe.  The  feminist 
movement  deemed  them  Victorian 
instruments  of  torture,  while  fash- 
ion designers  emphasized  a  more 
unstructured,  natural  look.  The 
advent  of  control-top  pantyhose 
during  the  1970s  added  the  re- 
inforcement for  the  stomach  that 
many  women  wanted — but  without 
the  girdle's  bulk. 
LONG-TERM  TREND.  Times  have 
changed.  With  more  companies  relax- 
ing dress  codes,  fewer  women  are 
wearing  pantyhose,  but  they  still 
want  the  support,  says  Susan  Masko, 
senioi'  buyer  for  intimate  apparel  at 
Target  Stores.  And  many  boomer 
women  aren't  content  to  accept  a  few 
bulges  just  because  they're  no  longer 
in  their  twenties. 

Retailers  say  they're  pumping  up 
their  intimate  apparel  departments 
to  take  advantage  of  what  they  see 
as  a  long-term  trend.  For  its  spring 
collection,  Target  is  increasing  the 
space  it  allocates  to  intimate  apparel 
and  boosting  the  number  of  items 
offered.  Sears,  Roebuck  &  Co.  is 
doing  the  same — increasing  floor 
space  by  "double-digit"  percentages 
in  its  remodeled  stores,  says  Robert 
L.  Mettler,  president  of  apparel  and 
home  furnishings.  "It's  bust  and 
boom,"  he  says. 

This  spring,  Playtex  Apparel  Inc., 
a  division  of  Sara  Lee,  is  rolling  out 
more  shapewear  offerings:  a  line  of 
cotton-and-spandex  panties  that 
offers  control  for  women  who  prefer 
natural  fibers.  At  Target,  spring 
offerings  will  include  body  shapers 
(one-piece  garments  that  go  from 
bust  to  hip)  and  thigh  trimmers 
(bike  shorts  with  side  control  pan- 
els). "These  aren't  grandma's  gir- 
dles. They're  really  pretty,"  says 
Target's  Masko. 

That's  good  news  for  women,  who 
are  likely  to  see  more  shape-hug- 
ging knit  dresses  and  pants  popping 
up  in  the  stores  this  spring.  And  for 
retailers  and  manufacturers,  who 
are  finding  their  bottom  lines  boost- 
ed by  shapewear. 

By  Susan  Chandler  in  Chicago, 
with  Ann  Therese  Palmer  in  Wil- 
mette, III. 
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KRAFT  AND  GENERAL 
FOODS  BECOME  ONE 

FOR  SIX  YEARS,  PHILIP  MORRIS 

considered  combining  Kraft 
and  General  Foods,  its  two 
big  acquisitions  of  the 
1980s — but  never  took  the 
plunge.  Now,  finally,  it  has 
decided  to  act,  merging  the 
units  under  the  name  Ki'aft 
Foods.  The  move  gives  Ki'aft 
a  single  sales  force  of  3,500, 
as  well  as  centrahzed  control 
over  manufacturing.  It  also 
ehminates  a  layer  of  bureau- 
cracy, cutting  100  jobs.  Al- 
though a  Ki-aft  spokesman 
denies  it,  company  sources 
say  more  heads  will  have  to 
roll  if  General  Foods'  opera- 
tions move  to  Kraft's  base  in 
Noithfield,  111.  The  consohda- 


CLOSING  BELL 


AS  TISCH  TURNS... 

Laurence  Tisch  is  keeping  ob- 
servers guessing  about  his 
plans  for  cbs.  Last  August, 
the  billionaire  investor  and 
CBS  chairman  reduced  his 
stake  in  the  Tiffany  Network 
to  18%  after  the  collapse  of 
a  merger  with  Barry  Diller's 
Qvc  Network.  Now,  though, 
Tisch,  who  owns  his  shares 
through  Loews,  wants  to 
boost  his  stake  to  25%. 
Loews  will  buy  CBS  stock  at 
an  initial  price  of  $65  per 
share.  Analysts  say  Tisch's 
motive  may  still  be  to  sell 
out — but  at  a  higher  price.  If 
so,  his  gambit  is  working:  cbs 
shares  rose  to  58Xon  Jan.  4. 

8""  CBS  STOCK 

70- 
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tion  is  Kraft  executive  James 
Kilts'  fii'st  big  step  since  tak- 
ing over  worldwide  food  op- 
erations in  December. 


TANDY  GLEANS  OUT 
ITS  CLOSETS 

SLOWLY,  TANDY  IS  FIGURING 
out  what  businesses  it  really 
wants  to  be  in.  Fii-st,  it  got 
out  of  computer  manufactur- 
ing. On  Jan.  3,  the  consumer- 
electronics  retailer  said  it 
would  close  233  stores  in  its 
troubled  Video  Concepts  and 
McDuff  chains.  It  wiU  also  seU 
its  sei^vice  contracts  and  most 
of  its  credit-cai'd  portfolios  for 
about  $760  million.  That 
leaves  Tandy  to  focus  on  the 
continuing  revitalization  of  its 
core  Radio  Shack  outlets  and 
its  rapidly  expanding  Com- 
puter City  and  Incredible 
Universe  chains.  As  many  as 
1,400  workers  could  lose  their 
jobs  in  the  store  closures. 

MY  KINGDOM 
FOR  A  30  STAMP 

AS  OF  JAN.  1,  THAT  OLD  29« 

stamp  won't  fly  anymore — 
at  least,  not  without  a  3(Z 
stamp  beside  it.  But  finding 
'M  stamps  isn't  easy:  Thou- 
sands of  customers,  especial- 
ly in  cities  such  as  Washing- 
ton and  New  York,  can't  get 
their  hands  on  them.  Even 
w!ien  they're  in  stock,  cus- 
tomers complain  about  long 
lines.  The  Postal  Service, 
which  printed  more  than  2 
billion  of  the  stamps  in  antic- 
ipation of  the  rate  increase, 
says  it  expects  the  shortage 
to  ease  during  the  next  few 
weeks. 


GAREMARKSEHLES 
WniJUSTIGE 

CAREM-A-RK  INTERNATIONAL  HAS 

changed  its  tune.  After  vow- 
ing vindication  in  court,  the 
home  health-care  company 
said  on  Jan.  3  that  it's  nego- 
tiating a  settlement  with  the 
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THE  POLAR  BEAR  THAT  HAS  COKE  STEAMING 


Those  Coca-Cola  polar 
bears  sure  are  cuddly — 
and  Coke's  holiday  ad  cam 
paign,  with  the  bears 
pushing  a  Christmas 
tree  up  a  hill,  was 
one  of  its  most 
successful  in 
years.  It  also 
did  wonders  for 
Polar,  a  $75 
million  compa- 
ny in  Worcester, 
Mass.,  that  sells 
seltzer  in  New  Eng 
land.  A  polar  bear  named 
Orson  has  been  its  mascot 
since  1902.  Hence  Polar's 
cheeky  parody,  a  TV  spot 
launched  Dec.  24:  As  Or- 
son tosses  a  Coke  can  in 
the  trash,  a  tagline  pleads: 
"Keep  The  Arctic  Pure." 

Not  surprisingly.  Coke 
was  quick  to  take  offense. 


claiming  the  spoof  was  de- 
famatory. A  federal  judge 
in  Boston  agi'eed,  ordei'ing 
Polar's  ad  off  the  air  on 
Dec.  30.  But  ever  since, 
^,   Polar  has  been 
deluged  with  let- 
ters from  loyal 
seltzer  swig- 
gers,  many  of 
whom  have  do- 
nated $1  bills 
for  an  Orson  de- 
fense fund, says 
Polar  President 
Ralph  Crowley  Jr.  Polar 
execs  are  plotting  a  new 
ad  that  will  poke  fun  at 
Coke  without  defaming  it. 
Meanwhile,  the  attention 
hasn't  hurt  a  bit.  Says 
Crowley  of  his  battle  with 
$14  billion  Coke:  "We're 
happy  campers." 

B\j  Geoffrey  Smith 


Justice  Dept.  and  the  Inspec- 
tor General  of  the  Health  & 
Human  Sei^vices  Dept.,  which 
have  long  been  investigating 
the  company.  Caremark  was 
indicted  last  August  for  al- 
legedly paying  kickbacks  in 
the  foiTTi  of  "reseai'ch  gi'ants" 
to  a  Minnesota  physician  who 
referred  patients  to  Care- 
mai'k's  home-health-cai-e  busi- 
ness. Chaimian  Lance  Piccolo 
says  Caremark  still  could 
beat  the  rap,  but  a  lengthy 
trial  would  hurt  business. 


NGR'SGHIEF 
JUMPS  TO  LEGENT 

you're  RUNNING  A  LIMPING 

computer  giant,  and  someone 
offei-s  you  $21  million  to  iiin  a 
much  smaller,  much  stronger 
softwai-e  outfit.  Not  much  of  a 
decision,  is  it?  Jerre  Stead, 
head  of  at&t's  ncr  unit  since 
early  1993,  announced  on  Jan. 
3  that  he  was  signing  on  as 
chairman  and  CEO  of  Legent, 
a  $500  miUion  software  compa- 


ny. KnowTi  for  his  kinetic  lead 
ership  style.  Stead  had  won 
high  marks  Vvithin  at&t  for 
swiftly  downsizing  NCR  and 
reorganizing  it  aroimd  custom- 
er-focused teams.  But  the  $7 
billion  unit,  since  renamed 
Global  InfoiTnation  Solutions 
has  not  lived  up  to  at&t's 
hopes  of  steady  profitability 
by  now.  Stead  says  he  found 
Legent's  generous  offer,  which 
includes  a  $750,000  salary  and 
stock  options  worth  some  $20 
million  today  (Taut  not  yet  ex 
ercisable),  cUfficult  to  ignore. 

ETGETERA... 


■  Ousted  as  chairman,  ad 
man  Mamice  Saatchi  will  exit 
the  agency  he  co-founded. 

■  MCI  vrill  charge  for  its  1-800 
directory  assistance  only  with 
customer  authorization. 

■  IBM  Ti-easurer  Frederick 
Zuckerman  unexpectedly  an- 
nounced his  retirement. 

■  Surprise!  Eurotunnel  is 
open  24  hours  a  day,  traffic  is 
up,  and  so  is  the  stock. 
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Before    jou    tuj    a  Camrj 

CHECK  THE  MILEAGE. 


AIR  BAG  COMPUTERS 

Irwindale,  CA 


AIR  BAG  INFLATORS  if 

&  MODULES  ''x>^ 
Ogden,  UT  . 


TIE  ROD  ENDS 

Brewer,  ME 


INTERIOR  PLASTICS 
&  ARMRESTS 

Dover,  NH 


URETHANE 

La  Porte.  TX 


STEERING  COLUMNS 

Bennington.  VT 


BRAKE  COMPONENTS 

Charleston.  SC  ^ 


LEATHER 

Williamsport,  MD 


CYLINDER  HEADS 
&  MANIFOLDS 

St.  Louis,  MO 


PISTONS 

Morristown,  TN 


FORGED 
CRANKSHAFTS 

Louisville,  KY 


Moie  titan  270.0011  Cninry^  arc  Inull 


EVERY  \TL\R,  Toyota  buys  thousands  of  parts  from  \  U.S.  suppliers.  Wliether  it's  engine  blocks  from  Ohio, 
communities  riglit  across  the  country.  In  fact,  we  buy  )  batteries  from  Tennessee  or  wiper  systems  from  New 
more  than  $4.6  billion  per  vear  in  parts  for  both      /      York,  our  investment  in  local  industries  is  paying  off  in 


domestic  and  overseas  production,  from  more  than  440      (     the  form  of  thousands  of  jobs  across  the  United  States. 

Investing    in    the    thin  g  s    we    .\  l  l    c  a  re    about.  TOYOTA 

For  inure  infurmaliiin  about  Toyota  in  Aiiiernn  jorile  Tuyuln  Motor  Corporate  Serviees.  9  West  ''Jtli  Street.  Siiilc  4900J14,  Neto  York.  NY  10019 


Sec  and  respond  to  multi-media 
messages  fivtn  your  desktop. 


How 

do  you 

take  30  orders, 


receipts, 


with  3 


fax  30 

_  he 

and  work 

foreign  offices  before 
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you 


Do  business  anytime, 
anywhere  with  a  global 
network. 


It's  the  new  office.  But  it's 
not  what  you  think.  It's 
an  office  without  walls  or 
,  desks.  Without  the  rules 
of  time  or  place.  It  lets  yf)u 
work  the  way  you  nxuit 
I),  instead  oi  how  you  have  to. 
It  can  all  happen,  with  A'li^T's  INlliITY"Muiti- 
Media  Solutions.  An  ever-expanding  commu- 
nications framework  that  plugs  you  into  all  the 
-latest  technology  as  it  happens. 

,   INTLin'^'  .Solutions  let  you  market  to  your 
customers  in  innovative  ways.  Free  you  from 
routine  tasks.  Open  your  office  to  the  re.st  of 
the  world.  And  to  llie  ftiture. 


AT&T  can  do  all  these  things  for  you  today. 
And  with  the  integration  of  fax,  interactive  voice, 
data  and  video,  you'll  be  able  to  do  things  you 
never  imagined.     „■    ,  ,    '  :  ' 

Call  AT6tr  Global  Business  Communications 
Systems  at  1800  325-7466,  ext.  331.  Find  out 
how  INTUITY  AUDIX*  Solutions  and  INTUITY 
CONVERSANT"  Sy.stems  can  help  set  you  free. 


AIKT/Where  innovation  leads. 


AT&T 


©1994  ATiStT 
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OOK  WHO  S  PUSHING  FOR  MORE  REGULATION 


I  11  over  town,  Republican  law- 
l  makers  are  bashing  overzeal- 
lous  regulation  from  the  hkes 
the  Food  &  Drug  Administra- 
n  and  the  Environmental  Pro- 
tion  Agency.  But  thei-e's  a  not- 
e  exception.  As  the  derivatives 
ss  spi-eads  from  companies  to 
al  governments,  some  new  gop 
•ons  on  Capitol  Hill  sense  they 
I't  appear  indifferent  to  a  pos- 
le  tlu'eat  to  the  nation's  financial 
item.  So  they  may  lean  on  regn- 
jrs  to  force  an  industiy  cleanup. 
;\.gencies  such  as  the  Securities 
Exchange  Commission  and  D'AMAJO:  Seeing  Chringe 
mmodity  Futures  Ti-ading  Com- 

ssion  already  are  flexing  their  muscles  against  excesses  in 
;  derivatives  markets.  On  Dec.  22,  the  sec  and  cftc  set- 
d  fraud  cases  against  Bankers  Ti'ust  New  York  Corp., 
ich  was  accused  of  misleading  a  corporate  customer  about 
;  value  of  its  derivatives  investments.  The  SEC  recently 
jpted  rules  for  more  disclosure  by  municipalities  that  is- 
i  public  securities,  and  it's  probing  the  Orange  County, 
lif.,  debacle.  The  cftc  has  emphasized  it  will  attack  deal- 
;  it  beheves  commit  fraud. 

Por  some  Republicans,  more  vigilant  regulation  isn't 
lugh.  On  Jan.  4,  House  Banking  Committee  Chairman 
Ties  A.  Leach  (R-Iowa)  introduced  a  bill  requiring  more 
closure  by  derivatives  dealers  and  buyers.  And  Senate 


Banking  Committee  Chairman  Alfonse  M.  D'Amato  (R-N.  Y.) 
scheduled  Orange  County  hearings  on  Jan.  5-6.  "Washington 
can  no  longer  credibly  continue  to  rationalize  a  laissez-faire 
approach  to  derivatives  oversight,"  says  Leach. 

But  political  reality  will  force  the  Repubhcans  to  rely  on 
the  agencies  to  help  show  Washington's  concern.  That's  be- 
cause hardly  anyone  thinks  a  bill  will  pass  Congress  soon. 
"LONG  SHOT."  For  one  thing,  other  issues  will  distract  law- 
makers. The  Contract  With  America  will  dominate  the  first 
100  days  of  the  House.  And  while  Leach  has  been  the  most 
vocal  champion  of  the  need  for  action,  he  will  make  regnla- 
toiy  consolidation  and  reform  of  Depression-era  laws  separat- 
ing commercial  and  investment  banking  activities  his  highest 
pnorities.  Deiivatives  legislation  this  session  is  "a  long  shot," 
says  one  congi'essional  staffer. 

It's  not  hard  to  see  why.  Industry  lobbying  against  such 
a  bill  is  one  problem.  So  are  jurisdictional  squabbles  between 
House  committees  and  the  sheer  complexity  of  the  subject. 
"You  can't  pass  a  law  that  prevents  people  from  taking  the 
wrong  risks,"  says  one  executive  of  a  derivatives  dealer. 

The  industry  is  adopting  tougher  self-regTilatory  measures 
in  hopes  of  deterring  Congress  from  passing  legislation. 
Bankers  and  Wall  Street  are  drafting  codes  of  conduct  for 
over-the-counter  instruments,  including  derivatives,  and  the 
National  Association  of  Securities  Dealers  is  developing 
sales-practice  rules  for  government  securities  that  include 
derivative  instruments.  That  may  help  forestall  Congression- 
al action.  But  it  won't  stop  new  gop  leaders  from  cheering  the 
regulators  on. 

By  Amy  Barrett 


OING  A  JOB  ON  THE  JOB  CORPS 


^  enator  Nancy  L.  Kassebaum  (R-Kan.),  a  low-keyed  mod- 
kei'ate,  doesn't  usually  make  waves.  Yet  the  new  chairman 
w  of  the  Labor  &  Human  Resources  Committee  is  going  af- 
a  cherished  icon  of  the  Democrats'  Great  Society:  the  Job 
rps. 

Kassebaum  plans  Jan.  18  hearings  on  the  program, 
ich  provides  job  training  and  placement  for  poor,  disad- 
ataged  youths.  But  she  has  already  made  up  her  mind  on 
3  thing:  The  $1.1  billion  budget  for  the  Corps  has  to  be 
shed.  Kassebaum  bases  her  conclusion  on  years  of  Labor 
pt.  studies.  They  demonstrate  that  it  costs  $23,000  to  train 
2  Corps  member,  yet  only  12%  of  60,000  annual  enrollees 
;  placed  in  the  craft  and  vocational  jobs  they  were  trained 
'.  Kassebaum  insists  that  Congress  should  not  "perpetu- 
;  a  program  that  isn't  serving  anyone." 
Predictably,  Democrats  are  appalled.  They  contend  that 
i  Job  Corps  has  an  enviable  record,  considering  that  it  fo- 
5es  on  youths  with  bleak  job  prospects.  In  testimony  to 
ngress  last  October,  Labor  Secretary  Robert  B.  Reich 
led  the  program  "one  of  the  jewels  in  the  crown  of  our 
rkforce  investment  system."  His  proof?  A  12-year-old 
ithematica  Policy  Research  Inc.  study  claiming  that  70% 
participants  go  on  to  a  job  or  more  schooling.  The  study 
0  estimated  that  the  Corps  returned  $1.46  for  every  $1  in- 


vested  because  graduates  paid 
more  taxes  and  were  less  depen- 
dent on  welfare  and  food  stamps 
than  peers  who  didn't  join. 

The  Clinton  Administration — 
which  boosted  Corps  funding  14% 
for  1994  and  1995 — had  plans  to 
expand  the  program  from  113  to 
163  centers.  Now,  the  White 
House  must  focus  on  minimizing 
its  losses.  Kassebaum  alleges  that 
violence  in  Corps  camps  is  up,  liv- 
ing conditions  are  poor,  and  drop- 
out rates  are  high.  "It's  a  very  dif- 
ferent program  from  what  it  was 
when  it  started,"  she  says. 

Kassebaum  prefers  to  cut  fund- 
ing and  reduce  violence  by  screening  out  applicants  with 
criminal  records  and  imposing  a  tough  code  of  conduct.  If 
that  fails,  she'll  push  to  kill  the  program.  That's  dishearten- 
ing liberals,  who  I'eckon  that  if  mainstreamer  Kassebaum  can 
target  the  Job  Corps  with  such  a  vengeance,  their  hopes  of 
preserving  many  social  programs  may  be  slight,  indeed. 

By  Christina  Del  Valle 


KASSEBAUM:  Moderated 
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MEXICO: 

CAN  IT  COPE  ? 

Zedillo's  disappointing  plan  only  makes  matters  worse 


r 


The  peso  had  plummeted,  the  stock  market  was  on 
edge,  and  foreign  investors  were  furious.  Eveiyone 
wanted  to  know  what  Mexico's  new  Pi-esident,  Ernesto 
Zedillo  Ponce  de  Leon,  was  going  to  do  about  the 
country's  currency  crisis.  So  they  turned  on  TVs  and 
radios  for  a  scheduled  6  p.m.  Jan.  2  speech  and  waited  for 
Zedillo  to  lead  them  out  of  trouble.  But  he  never  showed.  A 
group  of  labor  and  business  leaders  who  for  years  had  given 
rubber-stamp  approval  to  government  economic  plans  re- 
fused to  endorse  his  harsh  austerity  measures. 

Wlien  Zedillo  finally  did  appear  on  television  the  next  day, 
Mexicans  did  not  like  what  they  heard.  The  somber  President 
told  them  to  prepare  for  a  year  of  great  sacrifices.  "The  de- 
valuation will  mean  a  drop  in  real  wages  for  workere  that  can 
only  be  reversed  gradually,"  he  said.  In  his  campaign,  he 
had  promised  4%  economic  growth,  a  fluny  of  new  jobs,  and 
"well-being  for  youi'  family."  And  here  he  was  on  TV,  offering 
none  of  the  above. 

REVERSAL  OF  FORTUNE.  At  the  same  time,  foreigi:  investors 
were  stunned  by  Zedillo's  failure  to  offer  them  more  than  a 
few  privatization  crumbs,  even  though  overseas  creditors 
had  scrambled  to  put  together  an  .$1<S  billion  currency-rescue 
package.  As  a  result,  the  peso  and  Mexican  markets  shd 
precipitously  after  the  announcement.  "His  speech  was  real- 
ly disappointing,  almost  shocking  in  its  lack  of  substance,"  said 
one  stunned  foreign  banker.  "No  one  could  believe  it." 

What  a  change  from  former  President  Carlos  Salinas  de 
Gortari,  who  for  years  had  told 
Mexicans  that  prosperity  was 
within  reach — that  they  were  a 
First  World  nation  waiting  to 
happen.  Zedillo's  task  was  to  ex- 
tend the  benefits  of  hard-won 
modernization  to  all  Mexicans. 
But  in  the  past  few  weeks,  Mex- 
icans have  seen  a  shocking  re- 
versal of  fortune.  With  the  value 
of  their  wages  slashed,  Mexicans' 
dreams  of  prosperity  have  been 
dashed.  At  the  same  time.  Mex- 
ico has  shifted  fi-om  a  sure  thing 
'O  a  risky,  developing  countiy  in 
the  eyes  of  foreign  investors. 


LEADERSHIP 


Zedillo  so  far 
seems  woefully 
short  on  the 
necessary 
political  skills 


While  they  will  benefit  from  lower  costs,  even  multinationals 
are  worried  about  the  sudden  uncertainty  they  see  in  Mexi- 
co. 

Thei-e's  a  gi-owing  feeling  of  unease  north  of  the  border  as 
well — especially  in  Washington.  As  the  peso  tanked,  Clinton 
Administration  officials  such  as  Ti-easury  Under  Secretaiy 


WATCHING  THE 
PRESIDENT'S  SPEECH 
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Tence  H.  Summers  cancelled  ski  tiips  to  cobble  together 
global  rescue  package.  Government  sources  say  the  Ad- 
stration  may  be  forced  to  pony  up  even  more  if  the  fii'st 
)ut  package  doesn't  work.  The  peso  debacle  has  once 
n  revived  doubts  about  whether  hitching  together  such 
ly  different  economies  as  the  U.  S.  and  Mexico  under 
Noith  American  Free  Trade  Agreement  will  ever  really 
off  (page  48). 

ut  the  biggest  concern  is  the  situa- 
in  Me.xico,  where  Zedillo  has  made 
sastrous  stait  to  what  could  turn 
to  be  a  tumultuous  six-year  tenn. 
lOugh  he  served  in  two  Cabinet  po- 
ns under  the  charismatic  Salinas, 
illo,  43,  doesn't  seem  to  have  ab- 
led  his  mentor's  political  skills  or 
;k  for  pi'ojecting  an  air  of  authonty. 
reason  Zedillo  missed  his  appointed 
iddress  was  to  give  business  and 
r  leaders  a  chance  to  debate  his 
)osals — something  the  impenal  Sali- 
would  never  have  allowed.  "I  don't 
k  their  government  has  shown  in 
way,  shape,  or  form  that  they  are 
ontrol  in  stabilizing  the  situation 
e,"  says  Thomas  W.  Weisel,  CEO  of 
itgomery  Securities,  an  investment 
icisco. 

espite  the  market  tunnoil,  many  executives  and  econo- 
s  believe  the  underlying  economy  is  basically  sound  and 
devaluation  will  make  investments  even  more  attractive, 
years  of  deregulation  and  modernization  under  Salinas 


What  a 
change 
from  the 
days  when 
Mexicans 
were  told  they  were  a 
First  World  nation 
just  waiting  to  happen 

bank   in  San 


cleaned  out  the  weak  players,  and  Mexico's  budget  deficit,  at 
19c  of  gi'oss  national  product,  is  one  of  the  world's  smallest. 

Zedillo  had  a  chance  to  redeem  himself,  but  the  progTam  he 
finally  produced  is  technocratic  and  could  be  politically  un- 
workable. Its  realpolitik  is  simple:  a  big  scjueeze  on  the  do- 
mestic economy  to  keep  the  powerful  forces  of  global  money 
at  bay.  The  plan  calls  foi-  price  restraint  from  business  and  a 
tight  lid  on  wages  to  avoid  an  inflationary  spiral.  At  the 
same  time  it  tries  to  restore  investor 
confidence  with  an  austerity  budget 
aimed  at  slashing  the  cuiTent  account 
deficit  in  half,  to  $14  billion.  Investors 
are  also  to  be  offered  a  crack  at  ports, 
railroads,  local  phone  service,  and  satel- 
lite telecommunications.  The  main  idea 
is  to  put  a  lid  on  imports  and  domestic 
demand  while  giving  the  devalued  peso 
time  to  spark  export-led  growth. 
BIG  GULP.  Undeipinning  the  plan  is  the 
stabilization  package  paid  for  by  the 
U.  S.,  Canada,  and  other  industrial  coim- 
tries.  Some  $3  billion  is  to  come  from 
international  banks  including  Citicorp 
and  J.  P.  Morgan.  Investment  banks  are 
being  pressured  to  help. 

After  having  swallowed  huge  loan 
wiite-offs  on  Mexican  debt  in  the  1980s,  some  lenders  are  not 
happy  about  sinking  more  money  into  Mexico.  But  they  feel 
they  have  to  fork  over  their  quota.  "If  we  don't  participate, 
you  can  be  sui-e  we'd  be  sitting  on  the  sidelines  in  the  fntm-e," 
says  one  foreign  banker.  At  the  same  time,  however,  the 
banks  are  feeling  queasy  because  of  the  big  risks  involved.  If 


Zedillo's  Rescue  Scheme: 
Will  It  Work? 


PROPOSAL 


RISKS 


PRICE 
CONTROLS 


AUSTERITY 
MEASURES 


RESCUE 
PACKAGE 


PRIVATIZATION 


Zedillo  IS  calling  for  tight  wage- 
and-price  restraints  to 
hold  down  inflation. 
Companies  are  to  settle 
for  lower  profit  margins. 


Price  controls  will  be  difficult  to 
enforce.  Already,  discontented  workers 
are  being  asked  to  take  a  cut  in  real 
income. 


Zedillo  plans  to  slash  the  1995 
budget  by  $5  billion  and 
slice  the  current-account 
deficit  in  half,  to  $14  billion. 
He  hopes  this  will  restore 
investor  confidence. 


He  is  engineering  a  recession  as 
growth  is  expected  to  fall  to  0.5%  or 
less.  This  will  put  pressure  on  domestic 
banks  and  weak  companies.  Mexicans 
who  expected  increases  in  social 
spending  will  be  disappointed. 


Mexico  is  asking  the  U.S.,  Can- 
ada, and  other  governments 
and  international  banks  for  an 
$18  billion  package  to  stabilize 
the  peso. 


The  crisis  dents  image  of  the  star 
emerging  market.  More  money  could  be 
needed  if  confidence  flags.  U.  S. 
commercial  banks  are  unhappy. 


To  raise  funds,  Zedillo  wants  to 
open  ports,  railroads,  radio, 
and  satellite  telecom  to  private 
interests.  He  may  allow  sales 
of  Mexican  banks  and  open  up 
petroleum-related  sectors. 


Proposals  may  not  be  aggressive 
enough  to  win  back  massive  amounts 
of  cash  from  abroad.  What  really 
interests  foreign  investors  is 
opening  state-run  electricity  and 
oil  sectors. 
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INFLATION 


PRIVATIZATION 


Sell-offs  may 
expand  beyond  the 
skimpy  proposal 
outlined  so  far 


FOR  NOW,  THE  OIL  PATCH  STAYS 
OFF-LIMITS  TO  FOREIGNERS 


Zedillo  doesn't  get  Ms  act 
together  "the  markets 
will  blow  right  by  $18 
bilhon  as  if  it  were  a 
rounding  eiTor,"  says  one 
Western  banker. 

And  it's  not  at  all  cer- 
tain that  the  harried 
Zedillo  can  make  his  plan 
stick.  He  is  at  war  with 
all  his  main  constituen- 
cies: Mexican  business 
and  labor  and  foreign  in- 
vestors. Business  is  lob- 
bying him  to  allow  up  to  a  S0%  pass-through  of  piice  in- 
creases on  imported  goods  to  compensate  for  the  peso 
devaluation.  One  wonders  whether  executives  wall  heed  his 
call  to  trim  profits  for  the  good  of  the  countiy. 

Another  big  cjuestion  mark  facing  Zedillo  is  how  willing 
Mexican  workers  will  be  to  hold  wage  increases  to  10%  or 
less  this  year  when  economists  expect  inflation  of  at  least 
15%.  For  years,  wages  have  been  squeezed  to  bring  down  in- 
flation, and  today  they  lag  10%  behind  1980  levels.  Wliile  an- 
gTy,  Benedicto  Martinez,  a  leader  of  the  Authentic  Labor 
Front  (FAT),  a  confederation  of  independent  unions,  thinks 
most  workers  will  see  no  choice  but  to  go  along  in  a  country 
that  is  still  creating  far  fewer  jobs  than  the  1  million  new 
workers  who  come  into  the  market  each  year.  "There's  no 
spirit  to  fight"  when  you 
could  lose  yoiu'  job,  he  says. 

Even  if  business  and  la- 
bor stay  in  line,  Zedillo  will 
need  to  rebuild  his  tattered 
relations  with  foreign  in- 
vestors, who  feel  badly 
burned  by  the  Mexican  au- 
thorities. One  thing  he  must 
do  immediately  is  free  his 
talented  Cabinet  secretaries, 
so  they  can  use  their  own, 
better-honed  public-relations 
sldlls  to  stem  the  crisis.  The 
key  man  is  the  new  Finance 
Secretaiy,  Guillermo  Ortiz, 
tiie  replacement  for  Jaime 
S('Vi-a  Puche,  who  took  the 
foi-  the  bungled  devalua- 


Business  and 
labor  agreed  to 
measures 
that  should 
stop  a  spiral 

RETAILERS  RELYING  ON 
IMPORTS  WILL  BE  HURT 

tion.  As  manager  of  the 
government's  piivatizatior 
of  state-run  banks  twc 
years  ago,  Ortiz  wor 
]:)raise  from  foreigr 
bankers  for  his  openness 
and  frankness.  His  chal- 
lenge now  is  to  use  those  same  skills  to  reassure  creditors 
and  investors. 

Ortiz'  mandate  is  to  shift  Mexico's  source  of  funding  fron 
volatile  short-term  secmities  to  longer-term  investment.  Fo: 
starters,  he  has  turned  to  Wall  Street  investment  banks  t( 
help  him  design  a  new  series  of  dollar-denominated  notes 
They  will  be  offered  in  exchange  for  billions  of  dollars'  wortl 
of  outstanding  tesobonos,  which  are  short-term  debt  instru 
ments  sold  in  dollai's  but  payable  in  pesos  at  the  current  rate 
Since  the  cun'ency  crisis  began,  investors  have  showm  bai'elj 
any  interest  in  tesobonos,  even  though  then"  yields  have  shol 
past  12%..  "That's  an  absurdly  low  rate  in  this  cuirency  en- 
vironment,"  says  Bear  Stearns  &  Co.  Managing  Directoi 
Geoffrey  E.J.  Dennis. 

PAYOFF.  Investment  bankers  and  money  managei's  think  the  a 
new  notes  will  have  maturities  of  two  to  five  years  and  wil  j 
pay  substantially  more  than  U.S.  Ti'easuries — perhaps  as 
much  as  20%  at  the  outset.  Some  fund  managers  want  tht  ] 
notes  to  be  backed  by  collateral,  say  a  portion  of  Mexico's  oil-  ^ 
export  revenues  or  other  hard-currency  cash  flows.  ^ 
Ortiz  is  also  expected  to  move  the  government  toward  fei 
more  borrowing  from  commercial  banks  to  replace  short-  jp 
term  financing  by  fickle  mutual-  and  pension-fund  managers  j; 
"The  banks  can  take  a  longer  view  on  sovereign  credits,"  says 
Mai-k  J.  Siegel,  head  of  emerging  markets  at  Putnam  In- 
vestment  Management  in  Boston.  The  banks,  however,  maj  in 
be  looking  at  a  lucrative  payoff.  Some  Wall  Streeters  thint 
that  J.  P.  Morgan  and  Citicoip,  among  others,  will  reap  hand-  a 

\ 
re 
ri 


MEXICO'S  TROUBLED  ECONOMIC  LIFE  SIGNS 


THE  PESO  HAS 
RESUMED  ITS  FALL. 


.THE  STOCK  MARKET 
IS  DROPPING  AGAIN.. 


.AND  GROWTH 
IS  IN  DOUBT 
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LABOR 


Will  workers 


A  METALWORKER:  THE  COUNTRY 
STILL  CREATES  FAR  TOO  FEW  JOBS 


ne  profits  in  coming  years  by  lending 
Mexico  while  taking  major  roles  in 
?  new  privatization  progi'ams. 

But  Ortiz  will  probably  have  to  ex-  o  x  i 

Id  privatization  beyond  the  skimpy  really  accept  a  lowcr 

mu  Zedillo  provided.  Most  of  what    i  •    •  j        i  11 

dillo  offered  was  already  in  the    llVUlg  Standard  Wheil 

leline.  The  one  new  wrinkle  being  dis-  ^  1         t     1  An/ 

5sed,  allowing  100%  ownersiiip  of  wagcs  arc  already  10% 

'xican  banks  by  foreign  institutions,    1     i         1AOA1  10 
ich  are  currently  limited  to  30%,  isn't    DelOW  WOX)  leVeiS  ( 
)using  much  interest.  Any  bank  avail- 
e  would  probably  be  riddled  with  bad 
,ns.  But  interest  is  gi'owing  in  other, 
ire  attractive,  sectors.  Zedillo  will  come  under  continued 
assure  to  open  up  petrochemicals,  gasoline  marketing,  re- 
ing  and  electricity. 

Ortiz  and  Zedillo  need  to  regain  the  confidence  of  investors 
■  more  than  Mexico's  sake.  Because  Mexico  had  been  re- 
rded  as  the  Rolls-Royce  of  emerging  markets,  any  long- 
■m  crisis  of  confidence  could  prompt  investors  to  abandon 
veloping  economies  around  the  world  in  favor  of  the  safe- 

of  the  U.  S.  Already,  some  analysts  are  questioning 
lether  equity  financing — the  cornerstone  of  many  develop- 

markets — will  be  as  available  in  1995  as  '93  or  '94.  Indeed, 
th  rising  interest  rates  and  a  stronger  dollar  ah'eady  draw- 
l  investors  back  into  America,  "a  prolonged  Mexican  crisis 
aid  triggei-  a  much  broader  sell-off,"  says  Paul  Sacks,  pres- 
mt  of  New  York-based  Multinational  Strategies  Inc. 
Corporate  investors,  by  contrast,  have  a  longer,  more  pos- 
/e  view.  They're  encouraged  by  Mexico's  economic  refonns 
i  the  solid  base  nafta  provides  for  increased  trade.  "I  don't 
nk  our  long-term  view  has  changed  any,"  says  Vann  Buss- 


mann,  corporate  economist  of  Chrysler 
Corp.,  which  exports  minivan  engines. 
Neon  subcompacts,  and  Dodge  Ram  pick- 
ups from  Mexico.  "For  a  company  like 
Chrysler,  it's  a  good  place  to  do  business." 

To  Chrysler  and  others,  the  devalua- 
tion could  make  Mexico  a  much  more  at- 
tractive place  to  manufacture — as  long  as 
the  cost  of  local  inputs  such  as  labor  out- 
weigh the  price  of  imported  components. 
Lower  labor  costs  will  "flow  right  through 
to  the  bottom  fine,"  says  Chrysler  Presi- 
dent Robert  A.  Lutz. 

One  manufacturer  thinking  of  expand- 
ing its  Mexican  operations  is  Chicago-based  R.  R.  Donnelley 
&  Sons  Co.,  one  of  the  world's  largest  commercial  printers. 
Senior  Vice-President  Ronald  G.  Eidell  says  several  Mexican 
publishers,  which  have  been  printing  in  the  U.  S.  and  shipping 
back  to  Mexico,  now  may  take  some  work  to  Donnelley's 
Mexican  presses. 

ENRAGED.  Devaluation  could  inspire  a  similar  shift  in  strate- 
gy at  Dean  Foods  Co.,  a  daily  and  vegetable  company  in 
Franklin  Park,  111.,  that  expanded  into  Mexico  recently,  ceo 
Howard  M.  Dean  says  the  peso's  slide  has  spurred  negotia- 
tions for  a  joint- venture  manufacturing  deal  with  a  Mexican 
daily  concern.  Because  of  the  cuiTency  shift,  the  company  is 
better  off  making  products  in  Mexico  rather  than  shipping 
them  in  from  its  plants  in  the  southwestern  U.  S. 

If  any  executive  has  a  right  to  be  miffed  at  Mexico,  it  is 
Charles  A.  Hayes,  CEO  of  Guilford  Mills  Inc.  The  Greensboro 
(N.  C.)  textile  maker  in  November  closed  on  a  .$15  million  pur- 
chase of  a  75%  stake  in  American  Textile,  a  Mexican  producer. 
"It  would  have  been  40%  cheaper  if  we  had  done  it  today,"  he 
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says.  Still,  he  remains  bullish  on  Mexico.  He  figures  the 
cheaper  peso  will  speed  the  building  of  an  export  economy 
and  of  a  middle  class  in  Mexico. 

For  that  to  happen,  accoirling  to  many  economists,  Zedillo 

must  stabilize  the  peso 
and  check  inflation. 
Then,  "after  a  period 
of  duress,  Mexico  can 
gi'ow  again,"  says  Nora  Lustig,  an  economist  specializing"  in 
Mexico  at  Washington's  Brookings  Institution.  "If  the  crisis 
can  be  contained,  the  fimdamentals  of  the  economy  can  rise  to 
the  fore  in  six  months." 

Some  Mexican  executives  are  already  seeing  a  faint  silver' 
hning  to  the  crisis.  The  devalued  currency  will  protect  them 
from  stiff  impoit  competition  and  make  theii*  exports  more  at- 
tractive. "This  devaluation  gives  us  a  competitive  edge," 
says  Carlos  Slim  Helu,  whose 
GiTipo  Carso  conglomerate  ex 
ports  everything  from  copper 
tubing  to  auto  parts.  Makers  of 
processed  foods  should  benefit 
immediately,  as  the  cheaper 
peso  makes  imports  of  such 
U.  S.  products  as  Cheez  Whiz 
and  Haagen-Dazs  ice  cream 
more  expensive.  Makers  of  elec- 
tronics goods,  auto  parts,  and 
home  appliances  also  will  bene- 
fit. But  for  exporters  to  fully 
gain  the  benefits  of  devaluation, 
says  Juan  de  la  Torre  Henson, 
corporate  treasurer  for  the 
Mexican  auto-parts  maker  Cor- 
poracion  Industrial  San  Luis, 
"many  industries  still  need  to 
improve  their  quality." 

And  there  is  no  doubt  that 
there  is  going  to  be  real  pain 
before  a  strengthened  Mexican 
economy  emerges.  Zedillo's 
planned  $5  billion  budget  cut 
will  essentially  induce  a  reces- 
sion. Economists  have  pared 
gi'owth  forecasts  from  49c  to 
near  zero  for  1995.  Slow 
growth  combined  with  loan 
rates  of  over  40%  could  force 
many  Mexican  businesses  into 
bankruptcy.  Manufacturers  of 
toys,  textiles,  and  footwear, 
hard  hit  by  imports,  may  col- 
lapse under  the  weight  of  then- 
expensive  debt. 
"PRETTY  ROUGH."  Local  banks 
are  also  \'ulnei-able.  In  the  past 
18  months,  nonperforming 
loans  have  ballooned  fr-om  4.5% 
to  an  average  of  8%.  of  banks' 
total  portfolios,  accounting  for 
as  much  as  60%  of  their  registered  capital.  Since  the  peso 
started  collapsing  on  Dec.  20,  interest  rates  on  treasury  bills 
have  more  than  doubled,  from  13%  to  31%-.  That  has  pushed 
i-ates  for  business  and  consumer  loans  sky-high.  As  defaults 
mount,  "banks  are  going  to  be  hai'd  hit,"  says  analyst  Susana 
Oraelas  of  Baring  Securities  Ltd. 

Eager  to  avoid  bank  failures,  Zedillo  is  planning  to  draft 
new  regulations  allowing  foreign  banks  to  take  large  stakes  in 
Mexican  banks — up  to  100%.  But  it  is  unlikely  that  many  for- 
eign banks,  which  recently  won  the  right  to  open  their  own 


subsidiaries  in  Mexico,  would  be  interested  in  acquiring  trou 
bled  Mexican  banks  unless  they  wer-e  practically  given  away. 

The  uncertainty  will  hurt  for-eigTi  companies  operating  in 
Mexico  as  well.  Fresh  from  an  emergency  meeting  of  the 
Canadian  Chamber  of  Commerce  in  Mexico,  Douglas  Clark 
dir-ector  general  of  Northern  Telecom  de  Mexico's  wir-eless  di- 
vision, r-eports  that  "the  next  two  to  thr'ee  months  will  be 
pretty  r-ough."  A  common  problem  will  be  getting  paid 
Norther-n  Telecom  bills  its  customers  in  dollars,  and  Mexican 
companies  are  delaying  payment.  Clark  expects  a  shar-p  slow- 
down during  the  fii'st  half  of  this  year.  "Right  now,  our  cus 
tomers  don't  know  what  their-  plans  ar'e,"  he  says. 

Any  foreign  company  that  imports  into  Mexico  is  likely  to 
be  hurt.  The  devaluation  could  crimp  American  car  exportSi 
acr'oss  the  bor-der'.  And  r-etailer's,  such  as  Wal-Mart,  that  de- 
pend on  imports  could  find  themselves  at  a  disadvantage 


IMMIGRATION 


If 


inflation  soars  and 
recession  hits,  the  flood 
of  undocumented 
workers  to  the  U.S. 
could  well  surge 

A  FAMILY  WAITING  TO  CROSS  THE 
BORDER  INTO  CALIFORNIA 


Jay  Fitzsiiiiuiuiis,  Wal-Mart's  vice-pr-esiderrt  for  fi- 
nance, says  the  compan^-'s  plans  to  open  25  stores 
vrith  its  Mexican  partner  Cifra  this  year,  could  be 
delayed. 

But  none  of  these  companies  is  giving  up  on 
Mexico.  They  aren't  happy  taking  losses,  but, 
they  will  put  up  with  short-term  hiccups  to  reapi 
long-term  rewards.  Even  long-term  investors 
won't  stay  on  board  forever;  though.  If  Zedillo's 
plan  unr'avels,  Mexico  could  enter  a  downward 
spir-al,  pr-oducing  tur-moil  and  social  unr-est  that 
could  spar-k  a  wave  of  immigr-ation  into  the  U.  S. 

Zedillo  has  a  tricky  task  ahead  of  him.  He 
has  to  play  the  tough  fiscal  administrator  to 
calm  the  markets  and  preser've  the  gains  fi'om 
devaluation.  But  he  also  has  to  convince  long-suf- 
fering Mexicans  that  yet  another-  belt-tightening  is  in  their-  in- 
ter'ests.  If  he  succeeds,  the  last  few  weeks  of  chaos  will  be 
for-gotten,  and  the  har-d-wor-king  Mexicans  and  a  str-engthened 
Mexican  cor-por-ate  sector  could  join  the  North  American 
economy  on  a  mor-e  equal  footing.  In  the  next  few  months,  we 
will  see  whether-  this  hai-sh  ear-ly  trial  has  transformed  a 
dour-  technocrat  into  a  real  leader-. 

By  Geri  Smith  and  Elisabeth  Malkin  in  Mexico 
City,  with  David  Woodruff  in  Detroit,  Stanley  Reed  and 
William  Glasgall  in  New  York,  and  buremi  reports 
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COIVilVIENTARY 

By  Douglas  Harbrecht  and  Amy  Borrus 


LIKE  IT  OR  NOT,  THE  U.S.  IS  HITCHED  TO  MEXICO 


Searching  through  the  debris  of 
Mexico's  crisis,  Washington's 
trade  elites  can  only  wince.  The 
debacle,  coming  just  two  weeks  after 
the  chummy  Latin  American  trade 
summit  in  Miami,  was  more  than  just 
a  roller-coastei'  ride  for  financial  mai- 
kets.  The  peso's  precipitous  plunge 
against  the  U.  S.  dollar  sent  chills 
through  a  Clinton  Administration 
that  had  held  up  a  pohtically  stable 
and  economically  gi'owing  Mexico  as 
the  poster  child  of  its  international 
trade  policy. 

Suddenly,  with  investor  confidence 
in  Mexican  President  Emesto  Zedillo 
Ponce  de  Leon  ebbing,  the  Clinton- 
ites  are  beginning  to  fear  that  their 
ambitious  plan  to  estabhsh  a  free- 
trade  zone  from  Alaska  to  Argentina 
could  be  a  pipe  dream.  The  Presi- 
dent's much-pubhcized  "win-win" 
North  American  Free  Ti'ade  Agree- 
ment, which  was  supposed  to  trigger 
a  continental  economic  boom,  is  now 
derided  by  critics  as  "lose-lose." 
Crows  AFL-cio  trade  expert  Mark 
Anderson:  "In  my  wildest  propagan- 
dist dreams,  I  never  would  have  pre- 
dicted this." 

BYE-BYE,  SURPLUS.  Helping  the  crit- 
ics is  a  stunning  setback  in  U.  S.- 
Mexican trade:  Overnight,  the  30% 
devaluation  wipes  out  a  U.  S.  trade 
surplus  with  Mexico  and  ci'eates 
chronic  deficits  for  the  foreseeable 
future.  A  merchandise  surjalus  of  $2 
billion  anticipated  for  1994  will  turn 
into  a  $3  billion  deficit  this  year,  pre- 
dicts pro-NAFTA  economist  Gary  C. 
Hufbauer  of  the  Institute  for  Inter- 
national Economics.  Sei^vices  will  suf- 
fer the  same  fate,  as  U.  S.  tourists 
fiock  across  the  border  to  Tijuana 
and  Cancun,  while  San  Diego  and  El 
Paso  lose  free-spending  Mexican 
shoppers. 

But  there  can  be  no  turning  away 
from  the  U.  S.  embrace  of  Mexico. 
The  interests  of  U.  S.  government 
and  business  are  at  stake  as  never 
before.  U.  S.  exports  to  Mexico  are 
still  an  important  part  of  American 
growth  hopes.  U.  S.  banks,  retailers, 
manufacturers,  investors,  and  oil 
companies  all  see  Mexico  as  a  crucial 
part  of  their  international  strategies. 
And  reviving  Mexican  prosperity  is 
more  politically  important  than  ever 
at  home  because  of  smoldering  U.  S. 


resentment  about  influxes  of  new  im- 
migrants in  key  states  such  as  Cali- 
fornia and  Texas. 

So  even  the  worst  critics  of  Naf- 
ta seem  to  recognize  that  Americans 
are  now  united  with  Mexico  in  a  kind 
of  holy  matrimony.  The  deeper  rela- 
tionship began  with  the  debt  crisis  of 
the  eai-ly  1980s,  but  now  NAFTA  has 


TIGHT  LINK 


Washington  now 
can't  afford  to 
let  Mexico  crumble 

taken  it  one  step  fuither.  Mexico's 
troubles  are  American  troubles  in  a 
way  that  few  could  have  foreseen  a 
year  ago. 

That  helps  explain  why  Washington 
is  moving  so  forcefully  to  support  the 
$18  billion  peso-stabilization  fimd.  Big 
banks  such  as  Citicoip  are  also  part 
of  the  movement — because  they  have 
to  be.  Faith  in  the  Americans'  own  fi- 
nancial system  would  be  damaged  if 
Mexico  were  allowed  to  slide  into  fi- 
nancial chaos.  The  financial  integra- 
tion has  reached  the  point  that  senior 
Administration  officials  say  Clinton 
will  put  together  yet  another  stabil- 


ization package  if  this  one  is  depleted. 

Yes,  there  may  be  a  pause  in  the 
pace  of  U.  S.  direct  investment  in 
ambitious  new  plants,  offices,  and  re- 
tail outlets.  Wal-Mart  Stores  Inc.,  for 
example,  may  delay  opening  some 
new  stores.  IBut  few  doubt  that  slow- 
ly and  methodically,  the  U.  S.  busi- 
ness presence  in  Mexico  will  continue 
to  expand. 

FADING  REFRAIN.  United  Technologies 
Corp.  Chief  Executive  George  David 
says  his  company  is  still  looking  for 
small  investments  of  $5  milhon  to 
.$10  million  apiece.  Other  major  in- 
dustrial and  technological  players 
such  as  Northern  Telecom  Inc.  and 
General  Electric  Co.  want  to  become 
more  deeply  involved  in  Mexico's 
telecommunications  and  transpor- 
tation infrastiaictures.  "We're  going 
to  look  for  opportunities  to  expand 
as  much  as  possible,"  says  Ken 
Brown,  chairman  and  chief  executive 
of  GE  Mexico.  His  company's  reve- 
nues were  $1.4  billion  last  year. 

All  of  which  helps  explain  why  the 
current  wave  of  Mexico-bashing  is 

likely  to  fade.  The  in- 
TIJUANA  r      ,         r,  -r,  , 

CROSSING:     commg  class  oi  Kepub- 
CRITICS  OF    hcan  freshmen  doesn't 
FREE  TRADE  share  the  gop's  tradi- 
AMlMo'^**'*^    tional  free-trade  alle- 
giances, and  there  will 
be  much  public  posturing.  But  CHn- 
ton  will  find  support  for  his  trade 
policies  from  leading  gop  moderates 
such  as  Senatoi'  Richard  G.  Lugar  of 
Indiana,  the  second-ranking  Republi- 
can on  the  Senate  Foreign  Relations 
Committee.  "The  destiny  of  the  U.  S. 
is  to  be  part  of  a  free-trade  hemi- 
sphere," says  Lugar,  who  still  en- 
dorses renewal  of  Pi'esidential  "fast 
track"  authority  foi-  negotiating  new 
trade  deals  without  congressional 
meddling. 

Lugar  is  part  of  a  loose  coalition 
of  modei'ate  Republicans  and  conser- 
vative Democrats  who  repi'esent 
states  and  economic  interests  that 
are  deeply  committed  to  Mexico's 
long-term  success.  All  of  which  goes 
to  show  that  America's  I'elationship 
with  Mexico — like  a  mairiage — is  for 
better  or  worse. 

Harbrecht  and  Borrus  cover  in- 
ternational economic  policy  from 
Washingtoyi. 
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THE  CURRENCY  CASUALTY  LIST 
COULD  GET  A  LOT  LONGER 

Many  economists  think  1995  could  see  debt  and  money  crises  across  the  world 

currency  has  become  vulnerable  to 
attack.  In  fact,  many  economists 
think  1995  could  see  debt  and  curren- 
cy crises  that  will  make  the  1992 
European  Monetary  System  blowup 
look  tame  by  comparison.  It's  just  the 
latest  sign  that  as  global  investors 
become  increasingly  able  to  switch 
from  economy  to  economy  at  the  tap 
of  a  computer  key,  some  countries 
may  find  themselves  getting  a  drub- 
bing they  never  anticipated. 

What  did  Mexico  in  was  a  mush- 
rooming trade  deficit,  financed  by  bil- 
lions in  short-term  foreign  debt  at  a 
time  of  heavy  competition  from  rising 
U.  S.  rates.  With  an  untested  Presi- 
dent in  office  for  less  than  a  month, 
all  it  took  was  a  new  flare-up  of  ten- 
sions in  Chiapas  for  foreign  investors 
to  start  dumping  Mexican  assets. 
COMEDOWN.  Now,  some  other  Latin 
American  countries  are  facing  rough 
going  in  the  wake  of  Mexico's  come- 
down. Ai'gentina,  for  example,  is  grapj^ling  with  trade  deficits 
of  its  own.  President  Carlos  Saul  Menem  will  probably  have 
to  enforce  a  strict  austerity  program — and  maybe  even  set  off 
a  politically  unpopular  recession — if  he  wants  to  continue 
pegging  the  Ai-gentine  peso  to  the  dollar  at  a  ratio  of  1  to  1. 
One  sign  of  investor  concern:  Since  Mexico's  peso  troubles  be- 
gan on  Dec.  20,  the  Buenos  Aires  stock  market  is  off  9%. 

But  several  industrialized  countries  may  also  find  them- 
selves in  the  same  boat  as  Argentina.  Take  Italy.  Worries 
over  the  collapse  of  Silvio  Berlusconi's  government  and  a 
national  debt  exceeding  100%  of  the  gross  domestic  product 
are  pushing  the  lira  down  against  the  dollar  and  German 


When  the  aftershocks  of  Federal  Reserve  interest- 
rate  hikes  started  ri}3pling  through  financial  mai'- 
kets  neaiiy  a  yeai'  ago,  who  would  have  thought  that 
the  Mexican  peso  would  eventually  become  one  of 
the  biggest  victims  of  the  turbulence?  Even  after  the  cmren- 
cy  lost  more  than  a  third  of  its  value  over  fom*  bnjtal  Decem- 
ber days,  many  people  were  still  scratching  theu'  heads  in  dis- 
belief. "The  reaction  of  the  market  has  been  excessive," 
International  Monetaiy  Fund  Managing  Director  Michel  Cam- 
dessus insisted  to  rejjorters  on  Jan.  3. 

Maybe  so.  But  while  the  peso  collapse  is  grabbing  most  of 
the  headlines  now,  Mexico  is  hardly  the  only  country  whose 
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Inflation  is  low, 
but  investors 
are  fleeing.  To 
keep  interest 
rates  high  and 
preserve  the 
peso's  hard  link 
to  the  dollar, 
President  Men- 
em may  trigger 
a  recession. 


To  keep  worries 
about  massive 
deficits  from 
triggering  a 
currency  rout, 
the  Bank  of 
Canada  will 
have  to  keep 
rates  high. 


The  lira  is 
sliding  amid 
concerns  over  a 
$1.2  trillion 
national  debt 
and  political 
chaos.  Some 
think  a  debt 
default  is 
possible. 


High  unemploy- 
ment and  rising 
budget  deficits 
are  weakening 
the  franc's  ties 
to  tfie  German 
mark. 


The  peso 
continues  to 
skid  as 
investors  turn 
thumbs-down  to 
government's 
rescue  plan. 
Even  $18 
billion  m  inter- 
national aid 
may  not  help. 


Central  bank  is 
raising  rates  as 
political 
concerns 
push  the  peseta 
to  a  record  low 
against  the  Ger- 
man mark. 
More  deprecia- 
tion is  likely. 
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THE  EDGE 


Both  Italy 
and  Canada 
could  face 
financial 
meltdowns 


rk.  Some  traders  worry  that 
ly  may  even  default  on  its 
2  trillion  debt.  That  could 
id  investors  running  for  the 
ety  of  U.  S.  and  German  gov- 
iment  debt  and  touch  off  a 
lin  reaction  of  interest-rate 
reases,  bond  defaults,  and 
rency  crises  among  such  oth- 
debt-laden  countries  as  Bel- 
m,  Canada,  Sweden,  and 
lin,  where  the  central  bank 
sed  interest  rates  Jan.  4  to 
end  the  sagging  peseta. 

But  the  risk  of  financial  meltdown  in  Canada  may  even  be 
rse.  Like  Italy,  Canada  is  burdened  by  debt  and  severe 
itical  ills — in  this  case  Quebec  separatism.  As  a  result, 
es  Martin  H.  Barnes,  managing  editor  of  Montreal's  Bank 
idit  Analyst,  "investors  are  demanding  a  huge  risk  pre- 
\m  to  hold  Canadian  debt." 

TIMS?  Yields  on  long-teitn  government  bonds  have  risen  to 
,  despite  an  inflation  rate  of  2%  or  less.  But  not  even 
t,  or  recovery,  has  stopped  the  Canadian  dollar  from  slip- 
g  5%  against  the  greenback  since  fall.  "ForeigTi  investors 
I  buy  Canadian  debt,  but  at  an  interest  rate  that  keeps 
ting  worse  and  worse,"  warns  Barnes.  "It's  killing  us." 
'"ranee  also  may  fall  victim  to  the  currency  vigilantes.  The 
>'anization  foi"  Economic  Cooperation  &  Development 
)ects  the  French  economy  to  e.xpand  by  3.1%  this  year. 
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But  it  wouldn't  take  much  to  wreck  that,  especially  if  Ger- 
many's Bundesbank  raises  interest  rates  in  coming  months. 

Such  a  move  could  force  Banque  de  France  Governor 
Jean-Claude  Ti'ichet  into  making  an  unpleasant  choice.  To 
keep  the  franc  in  lock- 
step  with  the  German 
mark,  Trichet  would 
then  have  to  raise 

French  rates  as  well.  That  could  imperil  France's  recovery, 
worsen  joblessness — which  now  is  a  painful  13% — and 
swell  a  budget  deficit  that  is  already  too  large  by  many 
investors'  reckoning.  But  refusing  to  follow  any  Bundesbank 
rate  move  would  likely  end  France's  efforts  to  keep  the  franc 
in  line  with  the  mark.  With  upcoming  presidential  elections 
setting  traders'  nerves  on  edge,  the  franc  has  slipped  to  a  13- 
month  low  against  the  mark.  "And  it's  going  to  get  a  lot 
worse,"  predicts  Mark  Turner,  managing  director  of  Boston- 
based  Putnam  Investment  Management. 

It  costs  a  lot  these  days  to  maintain  a  sound  currency — 
one  that  keeps  inflation  at  bay,  reassures  investors,  and  buys 
a  flow  of  imported  machine  tools  and  designer  duds.  To  keep 
its  currency  from  tanking,  a  country  has  to  have  a  gilt-edged 
economy  and  huge  reserves  of  hard  cash.  With  more  than  $1 
trillion  looking  for  a  home  in  the  foreign  exchange  market 
every  day,  even  a  shght  deviation  from  the  straight  and  nar- 
row can  invite  a  savaging.  Mexico  discovered  this  in 
December.  Now,  other  countries  may  find  out  how  bad  things 
can  get  when  they  don't  get  everything  exactly  right. 

By  William  Glasgall  in  New  York 


ARGAIN  HUNTERS, 
OGK  AND  LOAD 

ixican  stocks  will  become  ever-easier  prey 


■o  many  stock  investors,  Mexico  had  stall- 
ed to  look  almost  like  a  Fu-st  World  mar- 
ket. American  Depositary  Receipts  in 
efonos  de  Mexico  were  the  most  actively 
ded  issue  on  the  New  York  Stock  Ex- 


PLAYING  THE  CRASH 


are  least  exposed  to  the  incredible  shrinking  peso.  Using 
these  criteria,  Ricardo  Peon  at  Baring  Securities  in  Mexico 
City  recommends  Indiistrias  Penoles,  which  accounts  for  11% 
of  world  silver  production,  and  Situr,  whose  tourism  business 
should  thrive  and  whose  real  estate,  valued  in  dollars,  is 
appreciating  by  the  day.  Peon's  picks  also  include  Ti'ans- 
portacion  Maritima  Mexicana,  since  shipping  wdll  benefit  from 
rising  exports. 

What  of  beloved  Telmex?  With  its  ADRs  down  to  $37,  from 
$75  last  February,  the  telecommunications  giant  looks 
attractively  valued,  says  Marianne  Bye,  Lehman  Brothers 
Inc.'s  telecom  analyst.  She  points  out  that  although  the  Jan. 

3  program  announced  by  the  government 
suggested  a  faster  schedule  for  opening  the 
phone  market  to  competition,  "the  monopoly 
was  supposed  to  expire  in  August  anyway." 
So  Telmex  is  no  more  vulnerable  than  before 


PRICE  ON 
JAN.  3 


nge  last  year.  The  Bolsa  de  Valores  was   the  crisis — just  a  lot  cheaper. 


itively  resihent  in  the  face  of  assassina- 
is,  peasant  uprisings,  and  a  presidential 
;tion.  And  ratification  of  the  North  Amer- 
1  Free  Tirade  Agreement  made  Mexico 
m  even  more  like  an  extension  of  the  good 

USA. 

rhen  the  peso  crisis  reminded  everyone 


GRUPO  CARSO  (CONGL) 

$6.44 

PENOLES (MINING) 

2.61 

SITUR  (TOURISM) 

2.03 

TELMEX*  (TELECOM)  38.63 

TMM*(SHIPPING) 

7.00 

•AMERICAN  DEPOSITARY  RECEIPTS 

BUY  SIGNAL.  That's  how  professional  contra- 
rians, like  Franklin  Templeton  fund  manager 
Mark  J.  Mobius,  feel  about  many  Mexican 
stocks  right  now.  To  Mobius,  a  mai-ket  crash  is 
often  a  buy  signal,  and  in  Mexico's  case  he  is 
even  looking  at  companies  with  severe  peso 
exposure.  "Our  feeling  is  that  a  lot  of  the 


t  Mexico  is  still  a  developing  economy.    banks  ai-e  undervalued,"  he  says.  While  inves- 

w,  while  long-term  believers  have  not    "American  depositary  receipts  tors  worry  about  margins,  foreign  competi- 

mdoned  their  faith,  even  staunch  Mexico  data  Bloomberg  financial  markets  ^-^^^^  ^^^^j  consolidation,  he  thinks  banks  such 
Is  admit  the  market  will  feel  the  effects  of  a  decimated     as  Bancomer  and  Banca  Seifin  will  flomish  in  the  long  tenri. 


rency  and  shaken  confidence  for  much  of  1995.  The  Bol- 
is  down  28%  in  dollar  terms  since  Dec.  16  and  may  not 
'e  hit  bottom.  "The  market  is  still  not  fully  discounting 
rth-quarter  numbers,"  says  Nigel  Rendell,  James  Capel 
^lo.'s  London-based  Latin  America  strategist.  "There  could 
lots  of  nasty  surprises  ahead  when  [companies']  foreign 
)t  comes  out." 

^or  bargain  hunters  with  strong  stomachs,  one  way  to 
)roach  the  carnage  is  to  look  for  companies  with  strong 
eign  sales  and  little  dollar-denominated  debt,  since  they 


Retail  investors  seem  to  want  to  keep  liking  Mexico.  After 
a  week  of  net  redemptions  in  open-end  mutual  funds  that 
concentrate  on  Mexico,  money  has  begun  flowing  back  in, 
according  to  Morningstar  Inc. — despite  the  drop  in  the  funds' 
share  value.  Still,  Mexico's  low-risk  image  has  been  dimmed, 
and  once  its  budget  details  are  released  and  analysts  publish 
their  earnings  projections,  the  Bolsa  could  give  another  loud 
crash.  Just  as  there's  no  free  lunch,  there's  no  emerging  mar- 
ket that  delivers  the  rewards  without  the  risks. 

By  Joan  Warner  in  New  York 
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There  is  a 
difference™ 


IBM  s  suteinent  ol  limited  warranty  is  available  on  request  (call  I  800  772-2227)  -Available  only  in  countries  wtiere  TtiinkPad  is  soir)  and  serviced  by  IBIvl  Regislralion  required  Olfier  restrictions  apply  Available  in  tJS  only  'IBtvl  make: 
DiKsciiialions  or  warranties  regarding  non-IBM  products  EasyServ  and  There  Is  a  dilterence  are  trademarks  and  IBIvl  and  TtiinkPad  are  registered  trademarks  ot  International  Business  lulactiines  Corporation  ©1994  IBM  Corp 


Mr.  Coppola's 
IBM  ThinkPad 
755CD  comes  with: 

Integrated  5.25" 
CD-ROM 

10.4"  black 
matrix  JFT  color 
screen  (measured 
diagonally) 

486DX4  100/33MHZ 
processor 

Removable 

hard  drive 

Fax/modem, 
answering  machine, 
speakerphone 

Software  motion 
video  acceleration 

Built-in  stereo 
speakers 

3-year  hardware 
warranty^  with 
International 
Warranty  Service^ 

EasyServ™  courier 
repair  service^ 

Preloaded  software 
and  CD  titles" 

For  information 
by  fax,  call 
1  800  IBM-4FAX 
(key-in  ID#1622) 


cis  Ford  Coppola's  ranch,  on  a  sweeping  hillside  in  Calitornia's  wine  eountry,  is  a 
;  that  nurtures  the  wide-ranging  interests  of  a  ereative  mind.  Not  unhke  the  new 
ThinkPad*  755CD  in  residence  here.  Although  Mr.  Coppola  may  retreat  to  the 
ming  room  or  the  research  hbrary  or  the  hungalow  to  work,  like  manv  of  us,  he 
his  best  thinking  at  the  kitchen  table.  And  now  all  the  power  of  a  true  multimedia 
line,  with  full-motion  video  and  digital  stereo  sound,  is  available  to  him  even  there. 


HASBRO  iNC  •  THE  NEW  YORK  TIMES  COMPANY  •  HANOVER  DIRECT  INC  •  TURNER  BROADCASTING  SYSTEM  INC  •  IVAX  CORPORATION 


Allou  Health   &  Beauty  Care,  Inc. 

One  of  the 
301   companies  to 
switch   from  nasdaq 
to  the  amex 
SINCE  January  1987. 


Less  Volatility 
Short   Sale  Protection 
Narrower  Spreads 

AMERICAN  STOCK  EXCHANGE 

The   Smarter   Place   To  Be 
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For   more  inform  \  ii on  roNTACi  Dif  K  Syron,   Ami  rican   Stock  Exchange   Chairman,   at  212-306-5353 
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VHO'S  PULLING  THE  STRINGS 
I  THE  KREMLIN? 


Phe  effort  to  crush  the  separatist  movement  in  Chech- 
nya is  fast  becoming  a  debacle  for  Russian  President 
I  Boris  N.  Yeltsin.  When  Yeltsin  gave  the  gi'een  light  for 
;  operation  on  Dec.  11,  he  was  promised  that  it  would 
t  only  40  hours.  But  more  than  thi-ee  weeks  later,  hundi'eds 
innocent  civilians  have  been  slain  while  fanatical  Chechen 
hters  have  tui'ned  back  several  armored  assaults  on  parts 
Grozny,  the  Chechen  capital.  The  army  is  badly  s])lit  ovei- 
i  campaign,  which  will  certainly  saddle  Russia  with  debili- 
ing  economic  burdens.  There  is  even  a  chance  that  the 
rge  in  antiwar  feeling  could  be  checked  by  a  return  to 
thoritarian  rule,  spelling  the  end  of  Russian  democracy. 
The  big  question  is  why  Chechnya 
ddenly  became  so  important.  After  all, 
Itsin  tolerated  Chechen  leader  Dukho- 
r  Dudayev's  independence  claims  for 
)re  than  three  years.  One  view  popular 
Moscow  blames  a  hidden  power  crisis 
the  Kremlin.  October's  ruble  meltdow  ti 
s  given  Yeltsin  an  excuse  to  distancr 
nself  from  Prime  Minister  Viktor 
lernomyrdin,  who  was  starting  to 
lerge  as  a  possible  political  rival.  He 
s  turned  instead  to  old  associates  in 
e  military  and  farm  sectors.  Others 
th  new-found  clout  include  his  loyal 
ief  bodyguard,  Aleksandr  Korzhakov.  This  former  KGB  of- 
ial  is  also  trying  to  extend  his  influence:  Recently  he 
3bied  to  keep  tight  state  control  over  oil  exports. 
In  this  milieu  of  intrigue,  army  advocates  suggested  a 
ick  war  to  help  stave  off  big  budget  cuts,  writes  economist 
adimir  Mau  in  the  liberal  newspaper  Sevodnaya.  At  the 
me  time,  other  insiders  pleaded  with  Yeltsin  to  take  firm 
ntrol  of  oil  pipelines  in  the  Caucasus,  adds  Mau,  deputy  di- 
ctor  of  the  Institute  for  Problems  of  Ti-ansitional  Econo- 
es,  a  think  tank  associated  with  economic  reformer  Yegor 
Gaidar.  Only  that  way,  the  insiders  argued,  could  Russia 


DO  OR  DIE:  CIi(di('ii^  takt  to  the  streets 


guarantee  its  share  of  the  oil  wealth  due  from  big  new  fields 
in  Central  Asia  and  Azerbaijan. 

Now  the  ill-planned  campaign  thi"eatens  to  blow  out  an  un- 
usually tight  proposed  budget  for  1995  that  was  designed  to 
stem  inflation  and  stabiHze  the  economy.  Failure  to  stick  to 
this  plan,  which  keeps  the  deficit  to  7.8%  of  gross  national 
pi'oduct,  could  cost  Russia  up  to  $15  billion  in  promised  as- 
sistance fi-om  the  International  Monetaiy  Fund  and  other 
Western  agencies.  Those  budget  numbers  won't  hold  if  the 
Chechen  campaign  continues.  Just  the  cost  of  rebuilding 
Chechnya's  shattered  economy  would  approach  $690  million. 
Moreover,  the  destruction  of  Grozny  and  the  bombing  of 
orphanages  and  private  houses  is  certain 
to  become  a  Republican  rallying  cry 
against  U.  S.  aid  in  the  new  GOP-domi- 
nated  Congress.  And  the  sense  of  re- 
newed political  instability  the  Chechen 
adventure  is  conveying  will  likely  scotch 
plans  for  badly  needed  private  invest- 
ments in  Russian  companies. 
RALLYING  CRY.  The  bloody  putsch  has 
already  cost  Yeltsin  much  domestic  sup- 
]>ort.  Even  though  Chechens  are  widely 
blamed  for  Russia's  big  organized  crime 
problem,  polls  show  that  the  public 
is  disgusted  with  the  bloodletting.  Dem- 
ocratic leaders  Grigori  Yavlinsky  and  Boris  G.  Federov 
have  both  pubhcly  blasted  Yeltsin.  Even  Gaidar,  until  now  a 
staunch  Yeltsin  loyalist,  has  publicly  split  with  him,  leaving 
the  President  with  the  likes  of  ultranationalist  Vladimir  V. 
Zhirinovsky  for  allies. 

The  bigger  question  for  Russia  is  whether  Yeltsin's  grow- 
ing isolation  threatens  the  democracy  he  risked  his  life  to 
biing  about.  He  is  due  to  stand  for  reelection  in  mid- 1996.  At 
this  point,  many  analysts  doubt  that  he  will — or  if  there  will 
even  be  an  election. 

By  Peter  Gaiuszka,  with  Geoff  Winestock,  i}i  Moscow 


GLOBAL  WRAPUP 


lOPE  FOR  U.S.-CHINA  TALKS 

>■  With  the  New  Year,  U.  S.-Chinese 
•elations  seemed  to  take  another  turn 
or  the  worse.  U.  S.  Trade  Represen- 
ative  Mickey  Kantor  threatened  to 
mpose  $2.8  billion  in  tariffs  on  Chi- 
lese  imports  unless  Beijing  improves 
)rotection  of  intellectual  property 
'ights  by  early  February.  China  said 
t  would  retaliate  by  excluding  U.  S. 
;ompanies  from  some  joint  ventures 
md  doubhng  tariffs  on  such  U.  S.  con- 
sumer goods  as  cigarettes  and  cos- 
netics.  Beijing  also  blames  Washing- 


ton for  blocking  its  admission  to  the 
World  Ti'ade  Organization. 

Yet  after  sorting  through  the  rhet- 
oric, observers  see  room  for  an  agree- 
ment. Even  U.S.  officials  admit  that 
the  Chinese  have  made  progress  since 
1992  in  passing  legislation  protecting 
intellectual  property  rights.  "The  cen- 
tral government  understands  the  im- 
portance [of  intellectual  property 
rights]  and  they  believe  in  it,"  says  a 
U.  S.  official  in  Hong  Kong. 

Where  Beijing  has  work  to  do  is  in 
convincing  many  local  officials  that 
they  shouldn't  make  knockoffs.  For 


instance,  the  U.  S.  has  named  29  fac- 
tories that  crank  out  illegal  CDs.  Local 
government  officials  often  see  no  ben- 
efit in  shuttering  such  industries, 
which  provide  jobs  and  tax  revenues. 

But  as  Kantor's  Feb.  4  deadline 
nears,  some  progress  is  evident.  In 
early  January,  the  Chinese  shuttered 
three  factories  in  Guangdong  prov- 
ince for  patent  infringements.  It  will 
take  bigger  actions  than  that  to  seal  a 
deal.  But  most  China  watchers  be- 
lieve both  sides  desire  an  agreement 
to  aveil  an  all-out  trade  war. 

By  Joyce  Barnathan  in  Hong  Kong 
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People 


GROVE:  NO  PLANS  TO 
OVERHAUL  THE  CULTURE 
HE  CREATED 


CHIEF  EXECUTIVES 


THE  EDUCATION 
OF  ANDREW  GROVE 


Intel  has  always  focused  on  the  next  chip.  Now,  it  has  to  pay  attention  to  consumers,  too 


Cramped,  crowded  with  manage- 
ment and  technical  books,  and  fes- 
tooned with  Post-it  notes,  An- 
clivw  S.  Grove's  cubicle  at  Intel 
Corp.  doesn't  look  much  different  than 
those  surrounding  it.  More  than  any- 
thing else  at  the  company,  though,  it 
symbolizes  tlie  open,  proactive  culture 
that  has  led  Intel  to  sales  of  $11.5  billion 
and  absolute  dominance  of  the  market 
for  microprocessf  .!-s — the  chips  that  lie 
at  the  heart  of  ihe  world's  millions  of 
personal  computers. 

Grove  sits  in  a  cubicle  precisely  to 
eliminate  barriers  between  chief  exec- 
utive and  staff.  When  lit-  is  around,  any- 
boi  i,  can  stop  by  and  bi  ud  his  ear,  even 


to  tell  him  he  screwed  up  on  a  decision. 
There's  no  fear  of  getting  fired — Grove 
encourages  what  he  calls  "constructive 
confrontation."  In  the  ceaseless  race  to 
put  more  transistors  on  ever-smaller 
slivers  of  silicon,  there's  no  time  for 
anything  as  inefficient  as  bureaucratic 
protocol. 

Such  an  atmosphere  has  propelled 
Intel  to  the  top  of  its  market  and 
installed  Grove  as  one  of  the  business 
world's  most  admired  gurus.  His  two 
books  on  management  are  standard 
reading  in  business  schools.  So  why, 
when  news  surfaced  in  late  November  of 
a  minor  flaw  in  Intel's  flagship  Pentium 
chip,  did  Grove  make  one  of  the  biggest 


blunders  of  his  career  by  not  offering  to 
replace  the  chips,  no  questions  asked? 
Because  even  the  best  high-tech  manag- 
ers— those  most  skilled  at  wringing 
proflts  from  technological  break- 
throughs— can  be  babes  in  the  woods 
when  it  comes  to  selhng  technology  to 
savvy  consumers.  And  Grove  himself,  at 
times,  may  be  more  stubborn  and  less 
open  to  criticism  than  the  office  archi- 
tecture suggests. 

Much  has  been  made  of  the  notion 
that  Intel's  engineers  simply  couldn't 
grasp  consumers'  demands  that  the 
Pentiums  be  replaced.  But  the  problem 
is  really  more  complicated  than  that. 
Sure,  Grove  is  a  tightly  wound  engineer- 


)metim  s  you  need  a  real  jolt  to  realize  a  reali 
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PhD  who  has  inokled  the  company  in 
image.  But  both  the  secret  of  his  suc- 
s  and  the  source  of  his  current  dilem- 
is  an  anxious  management  philoso- 
'  built  around  the  motto  "Only  the 
anoid  survive." 

ntel  is  so  thoroughly  focused  on  the 
rculean  task  of  doubling  the  number 
transistors  on  its  chips  every  18 
nths  that  it  has  trouble  seeing  much 
?.  Its  vision  is  further  obscured  by  a 
tain  macho  arrogance  born  of  its 
cket  dominance.  "The  culture,  the 
tralized  power,  the  tremen 
IS  profitability — it's  a 
iding  light,"  says  ven 
e  capitalist  Jack  C. 
•sten,  former  Intel 
lior  vice-presi- 
II  t.  Concedes 
)ve  in  his  crisp 
ngarian  accent: 
metimes  you  need  a 
1  jolt  to  realize  a  real- 
has  kind  of  happened 
und  you.  We  have  to  learn 
tie  skills  that 
ure  to  others." 
ART  AND  SOUL."  Intel's  re 
nse  to  the  Pentium  problem 
classic  Andy  Grove — by 


has  a  strong  nonbusiness  franchise. 

Most  suppliers  of  a  component  leave 
advertising  and  marketing  to  the  man- 
ufacturer of  the  finished  i)ro(luct.  But 
Grove  feels  that  since  the  microproces- 
sor is  an  increasingly  integral  part  of 
the  computer,  the  company  must  devel- 
op a  brand  of  its  own  to  differentiate 
itself  from  its  rivals.  Its  huge  "Intel 
Inside"  and  Pentium  advertising  cam- 
paigns have  thrust  the  company  into 
the  consumer  arena.  "The  microproces- 
sor has  become  a  consumer  product," 
insists  Grove.  "Its  role  in  con- 


Born  Andras  Grof  in  Budapest, 
1936 


■  Left  Hungary  for  the  U.S.  a 

year  after  the  1956  Soviet 
invasion 


While  working  as  a  waiter, 
earned  bachelor's  degree  in  chemi 
cal  engineering.  City  College  of  New 
York,  in  1960,  finishing  first  in  his  class 

Received  a  PhD  in  chemical  engineering  from 
the  University  of  California  at  Berkeley,  in  1963 

■  Hired  by  Fairchild  Semiconductor  in  1963  as 


Grove's  results.  With  more  than  70%  of 
the  $11  billion  microprocessor  market, 
Intel's  Pentium  and  486  chips  utterly 
define  IBM-compatible  PCs — far  more 
than  IBM  itself.  And  the  company's  56% 
gross  profit  margin  is  the  envy  of  the 
industry.  That  dominance  stems  direct- 
ly from  Grove's  signature  combativeness 
and  the  culture  that  has  grown  up 
around  it.  "Andy  is  the  heart  and  soul  of 
the  company,"  says  Chief  Operating  Offi- 
cer Craig  R.  Barrett. 

Grove's  feistiness  has  a  long  history. 
Born  Andi'as  Grof  in  Budapest  in  1936, 
wmtm  he  was  the  son  of  a  dairyman  who 
was  forced  into  labor  on  the  Rus- 
sian front  during  World  War  II. 
The  young  Grof,  who  liked  to  sing 
opera,  fancied  becoming  a  jour- 
nalist. But  when  his  articles  were 
rejected  after  a  relative  was 
arrested,  he  decided  to  pursue 
science  instead.  Science  was  abso- 
lute; it  couldn't  be  colored  by  pol- 
itics as  easily. 

After  the  1956  Soviet  invasion. 


are  second   7  ^7   Grove  left  Hungaiy  for  New  York. 

He  earned  degrees  in  chemical 
engineering  before  joining  Fair- 
child  Semiconductor  in  19&3,  where 

.     J    i-i-r-  Robeit  N.  Noyce  had  invented  the 

ns  relentlessly  aggressive,    5!l^?L°L^l^l^_^^„l?Il"5„Y„^^^^^^    integrated  circuit.  When  Noyce 

and  Gordon  E.  Moore  left  Fair- 
child  to  found  Intel  in  1968,  Grove 


Uy  analytical,  and  angrily  defi- 
.  He  calmly  explained  that,  by 


I  Joined  Robert  Noyce  and  Gordon  Moore  when 
they  left  Fairchild  to  found  Intel  in  1968 


si's  calculations,  the  problem    joined  them  as  a  researcher. 


urs  too  rai'ely  to  concern  any 
the  most  demanding  scien- 
s.  When  critics  came  up  with 


1  Became  president  and  chief  operating  officer  in 
1979  and  ceo  in  1987 

I  Teaches  management  at  Stanford  University 


MEMORY  LOSS.  He  made  liis  mar-k 
early.  In  1971,  Grove  instituted  a 
late  hst  to  note  employees  aniv- 


.mples  of  more  frequent  er--    ^fl'lt'i!!_i'ili'l^J:i'i^i'_^^L_  ing  after-  8  a.m.  Outside  Intel,  he's 


s,  Grove  shot  back:  "If  you 
iw  where  a  meteor  will  land. 


I  Married  for  36  years,  two  daughters 
MOTTO  "Only  the  par-anoid  sur-vive" 


even  more  of  a  heavy.  He  has 
spent  millions  to  sue  AMD,  Cyrix 


I  can  go  there  and  get  hit."  f__       :  „^    Corp.,  and  other-s  at  every  turn 


finally  acquiesced  with  a 
lacement  policy,  but  not  until 


FAVORITE  MANAGEMENT  GURU  Peter  Drucker 

,       ,    ,           ,                  HOBBIES  Tennis,  skiing,  sailing  ,       ,    .  .     •  r' 

launched  an  embarrassing   r  1   won  a  key  decision  m  the  Calif or*- 

adside:  Big  Blue  announced  it    ABANDONED  TEEN  PURSUIT  Opera  singing  nia  Supreme  Comt).  He  once  sent 

aid  stop  selling  Pentium  pes    ilfiGVsYuETa^dhe'would  retired  «  ^'^•'jli"  to  ^o™^^"  White  House 

ir  releasing  its  own  test  re-  budget  director  Richard  Darman 

:s  claiming  the  chip  failed  moi"e  often    temporary  society  is  not  a  passing  to  protest  the  government's  "fiddling" 


for  alleged  copyright  and  patent 
violations  (although  AMD  recently 


n  Intel  was  saying. 
Awhile  Pentium's  Christmas  sales  and 
el's  stock  piice  (chait,  page  62)  appai-- 
iy  survived  the  public-relations  disas- 
,  the  episode  shows  just  how  intran- 
ent  Intel's  culture  can  be.  And  it's  a 
1  time  for  that.  After  years  of  selling 
stly  to  the  business  market,  PC  mak- 
are  hell-bent  on  courting  r-egiilar  Con- 
ner's. PC  sales  passed  car  sales  in  1993 
1  ar-e  gaining  on  those  of  TVs.  Mean- 
le,  Intel  rivals  such  as  Advanced 
?ro  Devices  and  the  Apple-IBM-Motor- 
consortium  developing  the  PowerPC 
■  mounting  credible  alternatives  to 
ntium.  And  the  Apple  Macintosh  still 


phenomenon." 

Consequently,  many  believe  Grove  is 
going  to  have  to  reexamine  his  own  stub- 
bornly analytical  style.  In  the  Pentium 
debacle,  "we  shouldn't  have  taken  the 
arrogant  attitude  Andy  did,"  says  Intel 
board  member  Arthur  Rock,  an  initial 
investor  in  the  company.  "He's  going  to 
have  to  change  a  bit."  Says  William  W. 
Lattin,  a  for-mer  Intel  vice-president  and 
now  a  top  executive  at  Synopsys  Inc.: 
"Andy's  analytical  appi'oach  is  his  tr'e- 
mendous  sti'ength — and  at  times  a  weak- 
ness. Not  everything  with  human  beings 
is  done  with  the  accuracy  of  electrons." 

Of  course,  there  is  no  arguing  with 


with  Japan  trade  policy  while  the  U.  S. 
chip  industry  bur-ned. 

Soon  after  becoming  pr-esident  and 
coo  in  1979,  Gr-ove  launched  Operation 
Cr-ush,  an  all-out  campaign  to  wrest 
2,000  new  customers  away  fi-om  Motoro- 
la Inc.  within  a  year.  Intel  beat  the  goal 
by  500,  and  one  of  those  customers,  IBM, 
chose  Intel's  8088  cliip  as  the  bi'ain  of  its 
fir-st  PC. 

But  then  came  the  biggest  test  of 
Grove's  car-eer-.  By  1985,  Japanese  chip- 
makers  had  driven  prices  so  low  that 
they  had  crushed  their-  U.  S.  rivals  in  the 
huge  mai-ket  for  dram  memor-y  chips — 
a  technology  Intel  had  invented.  Several 


kind  of  happened  around  you. " 
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People 


other  U.  S.  memory  makers  eventually 
ended  up  in  joint  ventures  with  the 
Japanese.  But  Grove  put  his  foot  down. 
Over  the  objection  of  several  execu- 
tives, he  axed  the  dram  business  and 
thousands  of  employees.  Unwilling  to  let 
the  company  come  to  such  a  pass  again. 
Grove  focused  Intel  on  microprocessors 
with  a  pai'anoia  and  manic  competi- 
tiveness that  informs  mucli  of  what  the 
company  does  today. 

It  comes  as  no  surprise  that  Intel  has 
never  been  very  effective  on  the  con- 
sumer front.  As  fai'  back  as  1972,  when 
the  company  jumped  into  the  new  digi- 
tal-watch business,  it  failed  to  realize  it 
was  selling  jewelry,  not  just  a  timepiece. 
Then,  in  1984,  a  retail  business  it 
launched  to  sell  networking  add-ons  and 
modems  to  PC  owners  did  reasonably 
well,  but  never  traded  its  expertise  with 
the  rest  of  Intel.  Since  1998,  the  compa- 
ny has  spent  some  $100  million  to  devel- 
op and  sell  a  videoconferencing  system. 
But  it  has  yet  to  fly  because  it's  too 
expensive.  Concedes  board  member 
Rock:  "It  has  been  terrible  on  the  retail 
and  consumer  side." 
"DIFFERENT  SKILLS."  By  some  accounts, 
the  Pentium  debacle  is  a  sign  that 
Grove's  vaunted  management  system 
isn't  as  open  as  it  purports  to  be.  Tnie, 
there  was  an  "all  hands"  meeting  at  In- 
tel headquarters  five  days  before  the 
genei-al  Pentium  replacement  guarantee 
was  announced,  and  Grove  says  many  of 
the  2,000  employees  expressed  displeas- 
ure with  the  harsh  initial  policy.  He  also 
received  cntical  E-mail  fi'om  inside  Intel. 
But  his  cii'cle  of  close  advisers — about  a 
half  dozen  vice-presidents — disagreed 
with  the  critics,  and  they  held  sway. 


Indeed,  some  say  Grove  is  hard  to 
budge  once  he  makes  up  his  mind.  "As 
confrontational  as  Andy  is,  there's  not  a 
lot  of  people  who  can  take  him  on,"  says 
Lattin,  a  Grove  admirer,  nonetheless. 
"The  people  who  are  intuitive  about  a 
market  before  it  develops  get  driven 
out."  Grove  doesn't  buy  that.  "Intuition 
is  not  going  to  get  you  a  3  million-tran- 
sistor microprocessor,"  he  growls.  "We 
are  fundamentally  a  technology  compa- 
ny. We  don't  make  toothpaste." 

Ti'ue  enough,  but  the 
company's  great  chal- 
lenge will  be  to  keep 
making  the  startling 
technological  advances 
the  market  takes  for 
granted  while  learning 
to  track  the  vagaries  of 
its  customers.  Grove 
concedes  Intel  must 
change.  But  he  insists  it 
will  take  incremental 
adjustment,  not  a  cultur- 
al revolution.  "Whatever 
transformation  this  in- 
volves," he  says,  "it  is 
going  to  require  differ- 
ent skills.  Not  a  different  culture." 

Critics  aren't  so  sure.  A  few  years 
ago,  Intel  tried  to  better  its  relations 
with  its  manufacturing  customers  by 
including  their  input  in  the  chip-design 
process.  But  in  1994,  Grove  soured 
things  with  his  biggest  customer — 
Compaq  Computer  Corp.  ceo  Eck- 
hard  Pfeiffer — by  aggressively  adver- 
tising the  Pentium  when  Compaq  chose 
to  push  its  cheaper  486  machines  dur- 
ing the  crucial  Christmas  selling  sea- 
son. The  message:  Intel's  agenda  was 
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CHIP  SHOW:  Gruoe'^i  ad  campaigns  thrust  Intel  into  the  consumer  arena 


more  important  than  Compaq's 
"They've  had  [PC  makers]  by  the  short 
hairs,"  says  management  consultant 
Rich  Bader,  who  ran  Intel's  small 
retail  operation  in  Oregon  in  the  mid- 
1980s.  "They  treat  the  consumers  with 
a  very  similai'  philosophy." 

Some  observers  suggest  that  Intel 
might  benefit  by  recioiiting  an  executive 
from  a  consumer  company  such  as 
Procter  &  Gamble,  at  least  as  a  board 
membei'.  Grove  is  in  no  hurry.  "I'm  not 
persuaded  that  people 
who  come  in  from  a  con- 
sumer background  are 
necessarily  all  that 
equipped  for  this 
either,"  he  says.  Besides 
he  adds,  Intel  has  always 
worked  best  by  cultivat- 
ing its  own  talent;  near- 
ly all  top  Intel  execu- 
tives have  worked  there 
at  least  15  years.  "It's 
very  hard  to  adopt  teen 
agers  into  a  close-knit 
family,"  he  says. 
HOT  LINE.  Grove  thinks 
what  Intel  needs  to  do  is 
open  lines  of  communication  to  the  con- 
sumer and  analyze  the  data  that  flow  in, 
Intel  has  set  up  a  new  hot  Line  to  answer 
Pentium  questions,  and  Grove  intends 
to  make  it  pemianent.  He  also  aims  to 
cut  through  the  layers  between  chip 
designere  and  consumers  by  having  engi 
neere  regiilai'ly  staff  the  hot  Hne,  as  they 
have  for  the  past  few  weeks.  Much  ol 
the  reason  the  Pentium  situation  blew  up 
was  because  customers  "flamed"  Intel 
on  the  Internet.  So  Grove  plans  to  ex- 
pand the  company's  communications  in 
cyberspace  as  well.  "We're  going  to  have 
tentacles  into  the  PC-buying  community 
that  ai-e  going  to  get  us  closei-  and  closer 
to  the  nght  answers,"  he  says. 

Whether  that  will  be  enough  remains 
to  be  seen.  But  it's  a  good  bet  that 
Grove  and  his  culture  will  ultimately 
make  a  more  dramatic  i-esponse  if  need 
be.  Grove  recalls  that  when  he  moved 
from  research  to  operations  at  Intel 
some  people  said:  "  'Andy  Grove  in 
manufacturing?  Ha!  Give  me  a  break. 
And  I  did  pretty  well  with  that."  The 
momentous  decision  to  flee  the  memory- 
chip  business  likewise  shows  Grove's 
ability  to  adapt.  Hal  Feeney,  a  former 
Intel  manager  who's  now  a  chip  analyst 
at  Pathfinder  Research  Inc.  insists  that 
"Andy  has  made  dramatic  changes 
before.  He  can  certainly  make  them 
again."  Given  the  growth  in  home  com 
puting,  now  might  be  the  time. 

By  Robert  D.  Hof  in 
Santa  Clara,  Calif. 
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One  Of  The  World's  Largest  Banks 
Asked  Us  HowTo  Make  Their  Wal  Street  PG  Run  Better. 


On  the  tradingjloors  oj  Wall  Street,  computer-  downtime  isn  t  jiist  an  inconvenimce.  It's  a  disasta:  Oiir  cliait  faced 
trying  to  maintain  hundreds  oj  PCs  there  and  thousands  more  nationwide.  We  told  than  the  best  way  to  service  their  PCs  was 
not  to  service  them  at  all.  To  let  us  take  care  of  them.  So  they  could  jocus  on  the  business  ofbarrking,  not  PC  maintenance. 

Through  Dataserv,  Inc.,  a  BellSouth  company,  the  bcmk  received 
the  teclmical  expatise  and  quick  repairs  they  required.  Hiev  also 
received  a  si^ificant  reduction  in  downtime.  Improwd  cT.istomer  service. 
And  the  confidence  that  comes  fi-om  a  rrrore  r  eliable  system. 
The  barik  was  pleased.  But  rwt  surprised,  since  they  were  already  relying  on  us  for  many  of  tlmr  cellular',  pa^ng 
and  voice  systems.  You  see,  BellSouth  is  a  lot  more  than  one  company.  It's  a  jamilv  of  companies.  From  pa^ng,  cellular;  mobile 
data  and  information  services  to  sophisticated  telecornrmmications  networlts,  BellSouth  has  the  depth  oj  resources  r  equired 
to  meet  your  communications  challmges  today.  And  tomorrow,'. 

Precisely  why  one  vay  important  bank  opened  their  account  with  BellSouth.  Tor  mor  e  injonnation,  call  your 
BellSouth  representative  or  T800-726-BELI. 
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TENSE  SCENES 
FROM  A  MARRIAGE 

The  much  ballyhooed  Mellon-Dreyfus  deal  is  a  resounding  culture  clash 


r 
s 


When  Mellon 
Bank  Corp. 
and  Dreyfus 
Corp.  revealed 
just  over  a  year  ago 
that  they  would  join 
forces  in  a  $1.7  billion 
stock  swap,  the  deal,  al- 
though it  would  dilute 
Mellon's  per-shai-e  earn- 
ings, was  heralded  as  a 
natural  fit  and  the  wave 
of  the  future  for  the 
banking  and  mutual- 
fund  industries. 

But  now,  barely  four 
months  after  Mellon 
completed  the  acquisi- 
tion, the  signs  of  stress 
in  this  first  big  combi- 
nation of  a  bank  and  a 
mutual  fund  company 
are  becoming  increas- 
ingly apparent.  While 
no  one  is  suggesting 
that  the  deal  will  unravel,  it's  clear  that 
the  honeymoon,  if  there  ever  was  one,  is 
over.  And  though  Dreyfus  and  Mellon 
executives  still  cling  to  their  original 
vision  of  the  combined  company  as  a 
financial-services  powerhouse  for  the 
masses,  the  day  when  that  will  materi- 
alize, insiders  say,  now  seems  further 
away  that  it  did  just  months  ago. 
SHUNTED  ASIDE.  Much  of  the  i)roblem  is 
cultural.  Mellon  had  little  understanding 
of  the  mutual-ftmd  industiy,  and  its  bean 
counting,  technocratic  culture,  sources 
say,  clashes  with  Dreyfus'  lackadaisical 
management  style.  That  contributed  to 
Dreyfias'  lagging  behind  other  major  fund 
gi'oups.  Other  than  cost-cutting,  Mellon 
seems  to  be  offering  little  direction  to 
Dreyfus,  adding  to  the  makrse. 

The  disquiet  has  been  fuiT  her  exacer- 
bated by  the  sharp  downti  t  n  in  the 
mutual-fund  business  generally.  Dreyfus 
has  been  losing  market  share  to  others, 
although  its  decline  has  slowed  in  I'ecent 
months,  according  to  consultants  Finan- 
cial Research  Corp.  Under  pressure  to 
meet  optimistic  1995  earnings  projec- 


44They  have 
all  the  ingredi- 
ents ...  to  make 
it  work.  [But  do] 
they  have  that 
special  gift  to 

make  it  an 
overwhelming 
success?5'!if 

—  HOWARD  STEIN 
Dreyfus  Corporation 


tions  and  struggling  to  deal  with  set- 
backs at  its  Boston  Co.  unit,  Mellon, 
these  sources  say,  is  sharply  curtailing 
compensation,  spending  for  new  initia- 
tives, and  other  costs.  Some  say  that 
could  threaten  the  competitiveness  of 
the  combined  company. 

Sources  within  Dreyfus  say  Dreyfus 
chief  Howard  Stein,  who  was  initially 
ebullient  about  the  new  entity's  pros- 
pects, has  been  shunted  aside  and  has 


DiMARTII^O 
SAYS  LEAVING 
WAS  HIS  IDEA 


become  disillusioned  with  Mellon's  ax-  ij 
wielding  approach  to  integi'ating  the  two  g 
companies.  Stein  would  say  for  the  jt 
record  only  that  the  combined  company  jsi 
has  "all  the  ingi-edients  and  disciplines  tc  $ 
make  it  work."  But  he  also  questions  s 
whether  "they  have  that  special  gift  tc  ip 
make  it  an  oveinvhelming  success."  lt( 

Mellon  Chairanan  and  Chief  Executive  jj 
Frank  V.  Cahouet  and  Vice-ChaiiTnan  W  jj, 
Keith  Smith,  who  also  serves  as  Dreyfus||f; 
chief  operating  officer,  defend  the  deal 
"There's  a  gi-eat  deal  of  enthusiasm  wit' 
the  direction  we've  set  and  the  environ 
ment  that's  been  created,"  says  Smithl 
"We've  only  owned  the  company  for  foui 
months,  but  what  we  see  of  it  we  reallj 
like,"  says  Cahouet.  "The  culture  fit  is 
very  comfortable." 

Some  competitors  expect  Dreyfus  tc 
show  better  results  as  it  makes  more  use 
of  Mellon's  distribution  system.  The 
new  institution  "is  something  the  Indus 
tiy  in  general  is  going  to  have  to  look  ou1 
for,"  says  one  rival. 

Other  observers  take  issue  witl 
Cahouet's  assessment,  though.  "None  o 


I 
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;  [the  culture  clash]  comes  as  a  sur- 
;e,"  says  A.  Michael  Lipper,  president 
dipper  Analytical  Services  Inc.  The 
;ures  are  "very  different."  He  thinks 
lion  "got  into  the  position  where  they 
i  a  lot  of  money  for  Dreyfus  and  are 
ig  to  try  to  drive  as  much  to  the  bot- 
1  hne  as  possible." 

0.  Says  Jay  R.  DeMaitine,  Dreyfus' 
ner  marketing  chief:  "The  reality  is 
I  much  of  what  Mellon  has  done  is 
sssary.  They're  bringing  greater  busi- 
3  discipline.  But  the  skills  seem  more 
the  skills  of  an  acquirer  than  an 
repreneur. . . .  Bankers  aren't  used  to 
ig  in  the  direct  marketing  business." 
^he  most  visible  sigTis  of  upheaval  are 


gested  the  idea  of  changing  responsibil- 
ities. He  says  the  move  was  prompted  by 
a  desire  for  a  change  of  "lifestyle"  and 
not  by  any  "dissatisfaction  with  anything 
going  on  in  the  organization." 

On  Dec.  30,  marketing  chief  DeMar- 
tine,  who  joined  the  mutual-fund  concern 
only  nine  months  ago,  quit  to  accept  a 
siniilai-  post  with  the  Strong  Fimds,  leav- 
ing a  critical  void  in  the  mai'keting  effort. 
DeMaitine's  depailiu-e  follows  closely  on 
the  heels  of  the  resignation  of  Kirk 
Stumpp,  a  marketing  vice-president  for 
new  product  development.  "The  market- 
ing department  is  the  guts  of  a  mutual- 
fund  company,"  said  one  Dreyfus  source. 
"It's  been  decimated."  DelVIartine  de- 


4  We've  only 
owned  the  com- 
pany for  four 
months,  but 
what  we  see  of  it 
we  really  like. 
The  culture 
fit  is  very 
comfortable. 

—  FRANK  CAHOUET 
Mellon  Bank 


nges  at  the  top.  On  Jan.  5,  Dreyfus 
>  expected  to  announce  that,  contrary 
he  original  plan,  Dreyfus  President 
eph  S.  DiMartino,  51,  had  resigned 
Dreyfus  post  and  Mellon  directorship 
of  Dec.  31.  He  is  expected  to  be 
laced  by  Mellon's  Smith,  who  had 
?ady  begun  to  assume  many  of 
dartino's  duties.  DiMartino,  who 
led  Dreyfus  in  1971  and  became 
sident  in  1982,  insists  that  he  sug- 


Rough  Going 


elined  to  comment  on  his  reasons  for 
leaving,  and  Stumpp  couldn't  be  reached 
for  comment.  In  addition,  Dreyfus  has 
been  plagued  by  defections  by  analysts 
and  back-office  personnel,  insidei"s  and 
Wall  Sti'eet  sources  say.  "We've  seen  a 
nmnber  of  resumes,"  says  Lipper. 

To  be  sure,  such  management  and  per- 
sonnel flux  occurs  after  many  mergers. 
But  other  developments  are  more  trou- 
blesome. In  the  12  months  since  the  mer- 


ger announcement,  mutual  funds  have 
been  pummeled  by  rising  interest  rates, 
and  Dreyfus  has  been  especially  hard  hit. 
It  has  lost  about  $10  billion,  or  12.5%,  of 
its  assets,  and  its  market  share  declined 
from  3.7%  in  December,  1993,  to  3.1%  in 
October,  1994,  according  to  Financial 
Research.  "We've  taken  a  pretty  good 
sized  hit,"  says  DiMartino. 

Problems  at  Mellon's  Boston  Co.  unit, 
an  investment  managem.ent  company 
that  Mellon  bought  from  American 
Express  Co.  for  $1.4  billion  in  May,  1993, 
are  said  to  be  distracting  Mellon  execu- 
tives and  resources  from  the  task  of  inte- 
gi'ating  Dreyfus.  In  November,  Mellon 
said  it  would  write  off  $130  million  as  a 
result  of  losses  on 
derivatives  holdings  by 
Boston  Co.'s  securities 
lending  business,  rather 
than  pass  the  losses  on 
to  clients.  Dreyfus 
sources  think  these 
pressures  have  prompt- 
ed  deeper  cuts  in 
spending  for  business 
development,  compen- 
sation, and  technologi- 
cal improvements  than 
either  company  origi- 
nally contemplated. 

Mellon  concedes 
some  problems.  Last 
year,  Cahouet  predicted 
the  Dreyfus  acquisition 
could  boost  Mellon's 
earnings  by  3%  to  6% 
by  1996.  He  now  says 
this  won't  happen 
because  of  the  impact  of 
rising  interest  rates  on 
Dreyfus'  fixed  income  funds.  Still,  Vice- 
Chairman  Keith  Smith  expects  1994 
earnings  to  be  up  about  10%  over  1993. 
As  for  the  merger,  says  Caliouet,  "With 
a  large  transaction  thei-e  are  people  who 
feel  good  about  it  and  people  who  don't." 
For  now,  at  least,  many  at  Dreyfus  seem 
to  fall  into  the  latter  category. 

By  Phillip  L.  Zweig  with  Kelley  Hol- 
land in  New  York  and  Keith  Alexander 
in  Pittsburgh 


'  The  Mellon  bean- 
ounting  culture  is  col- 
ding  head-on  with 
ireyfus'  informal  man- 
gement  style.  Some 
ireyfus  executives  ques- 
ion  Mellon's  emphasis 
n  expense  reduction 
ather  than  business 
iromotion. 


•  In  a  departure  from 
the  original  game  plan, 
longtime  Dreyfus  Presi- 
dent Joseph  DiMartino 
has  resigned  to  head  the 
Dreyfus  fund  boards.  He 
is  expected  to  be  re- 
placed by  Mellon  Vice- 
Chairman  Keith  Smith. 


Dreyfus  chief  market- 
mg  strategist  Jay  De- 
Martine  has  quit  to  take 
the  top  marketing  job  at 
Strong  Funds.  His  depar- 
ture follows  the  resigna- 
tions of  numerous  other 
key  staffers. 


•  The  Dreyfus  funds' 
market  share  has  de- 
clined significantly  since 
the  merger  announce- 
ment. That  has  caused 
fees  to  drop,  forcing 
deeper  cost-cutting  and 
slowing  progress  on  cer- 
tain key  projects, 
sources  say. 


•  Troubles  at  Meilon's 
Boston  Co.,  notably  a 
$130  million  write-off  on 
derivatives  holdings, 
has  thrown  an  addition- 
al wrench  mto  the  deal, 
adding  to  pressure  on 
earnings  and  distracting 
Mellon  executives. 

DATA:  BUSINESS  WEEK 
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INSURANCE 


DOWN  SO  LONG,  LOOKS  LIKE 
A  SEA  CHANGE  FOR  INSURERS 

Property  and  casualty  cycles  may  be  a  thing  of  the  past 

For  almost  as  long  as  insurance  " 
executives  can  remember,  the 
$250  billion  property  and  cas- 
ualty industry  has  been  locked 
into  recuning — and  perverse— cy- 
cles. The  spells  when  the  world 
gets  a  brief  respite  from  calam- 
ities— floods,  earthquakes,  riots, 
hurricanes — ai'e  often  tough  times 
for  p&c  insurers.  Low  losses  make 
for  fat  surpluses,  which  in  turn 
create  intense  competition  and  fall- 
ing rates.  On  the  other  hand, 
when  mankind  is  beset  by  disas- 
ters, losses  drain  capital  from  the 
industry,  prices  stiffen,  and  re- 
turns rise.  "We're  a  strange  busi- 
ness," says  ITT  Hartford  Vice- 
President  John  Donahue.  "If  you 
give  us  a  catastrophe,  our  stock 
will  probably  go  up." 

But  things  don't  seem  to  be 
working  that  way  anymore.  Since 
1991,  the  industry  has  weath- 
ered more  than  $40  billion  worth 
of  losses,  including  such  catas- 
trophes as  Hurricane  Andrew  in 
1992  and  the  Northridge  (Calif.) 
earthquake  in  1994.  And  over 
the  past  VA  years,  it  has  been 
clobbered  by  a  further  $40  billion 
in  pretax  losses  from  the  rout  in 
the  bond  market.  But  despite 
these  hits,  the  industry  remains 
stuck  in  a  down  cycle  now  enter- 
ing its  eighth  year.  The  protract- 
ed slump,  marked  by  intense 
price  competition  in  commercial 
accounts,  has  even  led  some  industry 
veterans  to  declare  the  cycle  dead. 
"There  is  no  longer,  in  our  view,  a  prop- 
erty and  casualty  pricing  cycle,"  says 
Alan  Levin,  managing  director  at  Stan- 
dard &  Poor's  credit-rating  agency. 
GLUTTED.  Why  the  change?  The  indus- 
try is  awash  in  capital.  Dming  the  past 
decade,  the  sui'plus  available  for  pay- 
ing claims  and  other  expenses  increased 
by  more  than  10%  per  year,  to  $176  bil- 
lion, compared  with  premium  growth 
that  averaged  only  8%  a  year,  according 
to  estimates  by  Bernstein  Research. 

TiiG  glut  of  capital  stems  from  sever- 
a-'  soiu'ci  -;.  One  was  unusually  high  pric- 


es during  the  mid-1980s,  which  attract- 
ed both  antitrust  scrutiny  and  a  surge 
of  eager  entrants  into  the  business. 
Surpluses  were  also  fattened  by  the 
bull  market  in  bonds  in  the  early  1990s. 
All  of  this  has  kept  the  industry's  rate 
of  return  well  below  the 
rest  of  Corporate  Ameri- 
ca throughout  the  past 
decade  (chart).  "There's 
more  insurers  than  there 
are  needs  in  some  parts 
of  the  country,"  says 
George  T.  Van  Gilder, 
executive  vice-president 
of  Chubb  Corp. 

Don't  expect  the  pic- 


INSURANCE  PROFITS 
ARE  IN  A  SLUMP 


RETURN  ON  EQUITY 


▲  PERCENT      *'94  AND  '95  ESTIMATES 
DATA:  INSURANCE  INFORMATION  INSTITUTE, 
STANDARD  &  POOR'S,  BUSINESS  WEEK 


ture  to  change  any  time  soon.  Total  pre- 
miums increased  a  paltry  3.9%  in  1994, 
well  below  the  overall  growth  in  the 
economy  and  below  1993's  growth  lev- 
el. Business  customers  are  demanding 
better  rates — and  getting  them.  "The 
whole  industry  right  now  is  suffering, 
so  the  pricing  of  the  really  good 
accounts  is  getting  pretty  predatory," 
says  Rupert  Willis,  vice-president  for 
standard  and  commercial  accounts  at 
Aetna  Life  »S;  Casualty. 
SAFE  DRIVING.  More  than  offsetting  the: 
impact  of  catastrophe  losses  has  been  a 
sharp  decline  in  the  amounts  insurers 
are  paying  out  in  losses  on  such  once- 
depressed  lines  as  workers'  compensa- 
tion and  automobile  insui-ance.  Ratios 
that  measure  how  much  insurers  pay 
in  any  given  claims  year  compared  with 
their  total  loss  estimates  fell  to  a  10- 
year  low  in  1993  for  workers'  comp 
while  I'atios  in  the  commercial  auto  busi- 
ness dropped  by  30%  from  the  mid 
1980s  to  the  early  1990s.  Workers'  comp 
is  benefiting  from  refonns  in  state  laws 
and  aggressive  antifraud  campaigns  by 
insurers.  And  stricter  drunk-driving 
laws,  more  widespread  use  of  air  bags, 
and  a  marked  decline  in  the  rate  of  in 
crease  in  overall  medical  costs  have  sud- 
denly made  both  commercial  and  per- 
sonal auto  a  desirable  business.  "Auto 
has  been  veiy  good  for  companies,"  says 
Charles  A.  Biyan,  director  of  property 
and  casualty  sei-vices  gi'oup  at  Ernst  & 
Young.  "Right  now,  that  remains  a  veiy 
competitive  market." 

Depressed  pricing  and  weak  profits 
have  even  led  to  financial  troubles  at 
some  P&C  insurers.  Credit-rating  agen 
cies  have  downgraded  several  major 
insurers,  such  as  cigna  and  Aetna 
These  woes  have  led  many  of  the 
wounded  into  rescues  by  some  well- 
heeled  investors  in  an  acquisitive  mood 
CNA  Financial  is  buying  Continental  at 
well  below  book  value,  while  Home 
Holdings  is  in  the  middle  of  a  contro- 
versial recapitalization  proposal  from 
Zurich  Insurance  in  which  Home  would 
essentially  liquidate  a  good  portion  of 
its  business  while  Zurich  picks  up  the 
choicer  renewals. 

Although  painful,  this  bloodletting  is 
just  what  the  industry 
needs  to  lift  itself  out  of 
the  doldrums.  The  more 
weak  players  leave  the 
industry,  the  better  it 
will  be  for  the  survivors. 
Of  course,  a  few  more 
world-class  hurricanes 
wouldn't  hurt  either. 

By  Tim  Smart, 
in  Hartford 
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Finance 


MUNICIPAL  FINANCE 


THE  PHANTOM 

OF  ORANGE  COUNTY 

Little-noticed  financial  adviser  Jeff  Leifer  is  on  the  hot  seat 


The  great  Orange  County  bankiniptcy 
di'ama  has  a  cast  of  thousands.  Sur- 
rounding the  protagonist,  former 
County  Treasurer  Robert  L.  Citron,  are 
municipal  officials.  Wall  Street  brokers, 
and  lawyers  galore. 

But  so  far,  one  important  player  has 
escaped  much  notice:  Citron's  financial 
adviser,  Jeffrey  Leifer.  The  head  of  a 
tiny  Santa  Monica  (Calif.)  firm,  Leifer 
served  as  Orange  County's  most  impor- 
tant debt  adviser  in  1993  and  1994  and 
advised  on  most  of  the  county's  largest 
municipal-securities  offerings.  He  is 
among  those  being  investigated  by  the 
Securities  &  Exchange  Commission, 
say  sources  close  to  the  probe.  The  sec 
wants  to  know  whether  Leifer 
reviewed  offering  statements  to  be 
distributed  to  investors  and  adequate- 
ly disclosed  information,  particularly 
about  a  $600  million  note  offering  last 
July.  The  proceeds  of  the  offering  were 
invested  in  the  Orange  County  invest- 
ment pool,  which  later  reported  losses 
of  more  than  $2  billion.  A  key  question: 
Did  the  statement  for  the  notes  suffi- 
ciently portray  the  risks  of  investing  in 
the  highly  leveraged  fund? 

Leifer,  through  a  spokesman,  denies 
he  had  any  responsibility  for  public  dis- 
closure and  due  diligence,  claiming 
that  was  the  responsibility  of  "other 
professionals."  He  is  probably  referring 
to  Merrill  Lynch  &  Co.,  the  underwrit- 
er of  the  $600  million  issue.  The  sec  is 
also  investigating  Merrill  for  adequate 
disclosure.  A  Merrill  spokesman  says 
the  firm  fully  disclosed  all  risks  and  is 
cooperating  with  the  SEC. 
OVERSIGHT.  Yet  some  of  Leifer's  other 
municipal  clients  say  one  of  his  main 
jobs  was  reviewing  offering-disclosiu-e 
documents  for  financial  accuracy.  In  two 
cases,  they  say,  Leifer  oversaw  official 
statements,  which  are  the  municipal 
eijuivalent  of  prospectuses,  on  behalf  of 
liis  chents.  Rodney  Dole,  controller  for 
Hi/ noma  County,  says  that  in  the  five 
note  issues  that  Leifer  advised  them  on 
over  ihv  past  four  years,  it  was  "one  of 
his  main  responsibilities  to  assist  us  in 
preparing  the  official  statement." 
James  Kenan,  director  of  finance 


and  administration  for  the  Orange 
County  Ti'ansportation  Authority,  says 
Leifer  was  hired  in  part  to  review  the 
offering  documents:  "We  were  being 
advised  in  terms  of  what  needed  to  be 
in  there — full  disclosure  in  terms  of 
flow  of  revenue  in  our  case  back  to 
1992." 

Leifer  began  his  career  at  Erlich- 
Bober  &  Co.,  a  Los  Angeles-based 
bond  house  no  longer  in  existence, 
before  joining  First  Interstate  Bank. 
He  worked  in  its  now-defunct  pub- 
lic-finance unit  and  was  registered 
with  the  SEC  as  a  broker.  In  1989, 
he  launched  Leifer  Capital. 

0. 

LEIFER  CAPITALS  LINKS  TO 
ORANGE  COUNTY 


FEBRUARY  1985-MARCH 1989 


Leifer  works  for  First  Interstate's 
Public  Finance  Unit,  where  he  builds 
contacts  in  county  governments. 
Launches  Leifer  Capital  in  1989. 


:1 


Recently,  he  hired  Ronald  S.  Rubino,  a: 
influential  former  Orange  County  bu 
get  director.  His  friendship  with  Citro 
blossomed,  and  Orange  County  becam 
his  biggest  customer. 

By  1994,  he  was  advising  the  count, 
'  on  most  of  its  large  debt  issues.  Loca 
officials  say  Leifer  was  known  fo 
negotiating  good  prices  for  his  client 
and  was  always  available  to  speak  t< 
their  gatherings  about  issuing  debt. 
DISTANCE.  It  won't  help  Leifer  tha 
Merrill  is  busy  portraying  itself  as  ; 
mere  technician  that  simply  executed  ; 
plan  Citron  and  Leifer  had  mastermind 
ed.  Meirill  is  tiying  to  distance  itsell 
from  Citron  and  Leifer,  despite  the  gij 
ant  firm's  three  roles  vis-a-vis  Orangr- 
County:  as  underwriter,  lender  to  th( 
investment  pool  that  was  run  b; 

Citron,  and  as 


s«oo,c 


'•"00,000 


DECEMBER  1991 


Leifer  cultivates  Orange  County  as 
his  biggest  customer.  Advises  on 
$117  million  in  Orange  County  debt 
in  1991,  37%  of  all  OC  debt  issued. 


JULY  1994 


Orange  County  issues  $600  million 
in  notes.  Merrill  Lynch  is  under- 
writer, Leifer  is  financial  adviser. 
By  October,  Orange  County  has  sold 
record  debt  of  $1.3  billion.  Leifer  is 
adviser  on  73%  of  it. 


DECEHBER 1994 


Orange  County  declares  bankruptcy 
because  of  huge  losses  in  OC's 
investment  fund.  SEC  launches 
investigation  into  whether  risks  were 
adequately  disclosed  in  $600  million 
issue  by  Merrill  and  Leifer. 

DATA:  BUSINESS  WEEK,  SECURITIES  DATA  CO., 
CALIFORNIA  DEBT  ADVISORY  COMMISSION 


broker  of  investment 
products  to  the  fund.  "We  were  neve: 
the  investment  adviser  to  Citron,"  sayi 
a  Merrill  spokesman. 

What  could  help  Leifer  immensely  i; 
that  the  responsibilities  of  financia 
advisers  are  so  ill-defined.  Such  advis 
ers  arose  in  the  public  sector  to  act  as 
impartial  consultants  to  bond  issuers 
Their  duties  typically  include  advisin 
municipalities  on  what  form  of  debt  t( 
issue  and  conducting  a  search  for  th 
best  underwriter  at  the  best  price. 

The  bigger  issue  is  that  anyone  cai 
become  a  financial  adviser.  "No  regula 
tory  structure  touches  them  at  all,' 
says  Christopher  Taylor,  executiv( 
director  of  the  Municipal  Securities 
Rule  Making  Board,  a  self-regulatorj 
organization  that  oversees  municipa 
offerings.  Leifer  Capital,  like  mosi 
independent  financial  advisers,  is  noi 
registered  with  the  National  Associa 
tion  of  Securities  Dealers.  And  courts 
provide  little  legal  guidance,  sinc( 
most  bond-related  litigation  concerns 
coi-porate  debt,  which  doesn't  use  finan 
cial  advisers. 

With  Washington  gearing  up  to  focus 
on  Orange  County,  Leifer's  responsibil 
ities — and  those  of  financial  advisers  ir 
general — are  likely  to  move  into  th( 
spotlight. 

By  Nanette  Byrnes  in  Los  Angeles 
with  Leah  Nathans  Spiro  in  New  York 
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FAX,  COPIER.  LASER  PRINTER. 

ONE  MACHINE. 


world  leader  in  digital  technology  leads  the  way  again. 
ie  new  multi-functional  RICOH  MV715  —  the  beginning 
new  machine  age.  You  will  marvel  at  the  MV715's 
:r  plain  paper  fax  capabilities,  including  memory 
radable  to  a  massive  1,200  pages.  You  can  even  send 
!S  of  book  pages  and  other  3-D 
M    objects  by  simply  placing 
^    them  on  the  exposure  glass 
And  since  this  machine  is 
*  also  a  cf/g/fa/ copier,  you're 


T  H  E  N  A  M  E  T  a  K  NOW 


It  is  a  trademark  of  the  Hewlett-  Packard  Co.  ©  1994  Ricoh  Corooratioo 


1-800-63-RICOH 


outputtlng  copies  so  close  in  quality  to  the  original,  you'll 
have  to  look  twice.  Plus  the  MV715  can  also  function  as  a 
PC-connectable  laser  printer  emulating  the  HP  LaserJet""  NIP 
with  PCL5. 

The  RICOH  MV715— three  functions  in  one  compact  unit. 

It's  where  office  equipment  is  heading. 
To  find  out  where  you  should  ofa,cop,era„dFax 
be  heading,  just  call  1-800- 
63-RICOH  for  the  Ricoh  dealer 
nearest  you.  iiSA^^>ie^ 


Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

RON  PERELMAN: 
VEGAS  OR  BUST? 

Financier  Ron  Perelman  is  known  on 
the  Street  as  a  cunning  predator. 
So  since  lie  applied  for  a  license  to  buy 
a  casino  in  Atlantic  City,  the  betting  on 
which  company  he  is  after  has  been 
heavy. 

Is  he  out  to  snai'e  an  operator  with 
just  a  New  Jersey  presence?  Or  is  the 
application  a  first  step — as  some  in- 
sist— toward  Las  Vegas? 

Analysts  say  Atlantic  City  is  the 
easy  route  to  a  Vegas  license,  since 
Nevada's  gaming  commission  looks  fa- 
vorably on  those  who  already  own  one 
there. 

Several  highly  visible  Las  Vegas 
companies  are  rumored  to  be  Perel- 
man targets,  including  Hilton  Hotels, 
which  owns  five  Nevada  casino-hotels 
and  several  regular  hotels,  such  as 
New  York's  Waldorf-Astoria.  But 
Hilton's  $1  billion  debt  and  steep  mar- 
ket valuation,  they  argue,  might  be  a 
turn-off  for  Perelman,  chairman  and 
controlling  shareholder  of  Revlon  and 
Marvel  Entertainment  Gi'oup. 

In  fact,  whisper  several  Vegas  in- 
siders. Circus  Circus  Enterprises  (CIR) 
is  No.  1  on  Perelman's  list:  Its  market 
valuation  is  among  the  lowest  in  the 
gi'oup,  based  on  strong  cash  flow,  mod- 

THE  PERFORMANCE  TO  WATCH 
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STOCK  PRICE 


20 

▲  DOLLARS 

DATA:  BLOOMBERG  FINANCIAL 


EARNINGS 
PER  SHARE 

$2.05 

1995  Est 

$1.63 

1994 

$1.34 

1993 

$1.41 

1992 

$1.23 


h'J^AI  ytAR  ENDS  JAN,  31 
.  I     CHARIES  SECURITIES 


i 


est  price-earnings  ratio,  and  massive 
holdings:  eight  Las  Vegas  gaming  proi> 
erties,  totaling  13,660  hot  i'!  rooms  and 
596,000  square  feet  of  c^sii.o  space. 
Vading  at  24,  the  shares       at  a  20% 
:  i'ount  to  the  gi'oup's  avei  >'j,e  ]>e  ra- 
■     And  Circus'  debt  is  les.  than  half 
c-;,))italization.  Its  return  on  aver- 
e  equity,  about  24%,  and  its  project- 
.  veiiu-n  on  assets,  nearly  lO'/t,  out- 


shine its  peers. 
"Moi-eover,  the 
company  has  the 
highest  operating 
margins  in  the  in- 
dustry for  a  com- 
pany its  size," 
notes  analyst  Dan 
Davila  of  J.W. 
Charles  Secur-  FIRST  STOP: 
ities,  who  believes  AtlmUic  City 
Circus  Circus  is 

likely  to  be  the  next  gaming  company 
bought  out  after  Caesars  World — wliich 
ITT  has  agi-eed  to  acquii-e.  Davila  puts 
the  takeover  value  of  Circus  at  35. 
Perelman  declined  comment. 

Perelman  isn't  the  only  party  eyeing 
Circus  Circus,  one  buyout  pro  says. 
Financier  Marvin  Davis  and  a  gi-oup 
including  Richard  Rainwater  are  also 
rumored  to  have  expressed  interest. 
He  says  both  outfits  have  talked  in- 
formally with  Circus.  Circus  Chief  Fi- 
nancial Officer  Daniel  Copp  declined 
comment. 

"It  is  clear,"  says  Oppenheimer's 
Steve  Eisenberg,  that  Perelman — like 
Davis,  who  recently  got  a  license  for 
both  Atlantic  City  and  Las  Vegas — "is 
now  looking  at  gaming  in  a  much  dif- 
ferent light."  Eisenberg  ranks  Circus 
Circus  among  the  most  attractive  take- 
over bets.  When  savvy  entrepreneurs 
such  as  Perelman  and  Davis  "go  under 
the  hot  Hghts  to  apply  for  a  gaming  li- 
cense," Eisenberg  says,  it  means  the 
industry  is  on  the  threshold  of  an  im- 
portant new  stage. 

EQUIFAX  EYEBALLS 
MEDICAL  RECORDS 

Equifax  (efx)  is  big  in  the  controver- 
sial but  profitable  business  of  provid- 
ing businesses  with  consumer  data  for 
credit  evaluation  and  insurance  claims. 
Now,  it's  expanding  into  another  lu- 
crative field:  supplying  medical  records 
and  data  about  doctors  lo  outfits  such 
as  HMOS  and  hospitals. 

Equifax  already  helps  tistennine  ap- 
plicants' risk  categories  "^or  life  and 
health  insurance.  Now,  in -cording  to 
one  money  manager,  it  will  provide 
health-care  providers  and  insurers  with 
hitherto-unavailable  data  on  the  ail- 
ment patterns  among  groups  of  peo- 
ple. The  market  for  such  infoiTnation 
"will  be  huge,  given  the  government's 
vow  to  cut  health-care  costs  all 
annind,"  says  an  Equifax  insider. 
Some  pros  say  this  yet-unexploited 


line  could  enhance  the  Equifax  bottom 
line.  "It  gives  Equifax  a  largei-  share  of 
the  booming  information  business," 
says  Jack  Sullivan  of  the  San  Francis- 
co fii-m  of  Han-is,  Bretall,  Sullivan  & 
Smith,  which  manages  $3  bilHon.  "So 
we  decided  to  put  $50  million  in  Equi- 
fax," he  says. 

One  Equifax  insider  estimates  that 
this  health-care  venture  alone  could 
contribute  about  $300  million  in  reve- 
nues by  1996.  In  1994,  Equifax  sales 
hit  an  estimated  $1.4  billion,  with  earn- 
ings nsing  to  about  $1.60  a  share,  up 
from  1993's  85^.  In  1995,  revenues  are 
expected  to  climb  to  $1.5  billion,  pro- 
ducing earnings  of  $1.82  a  share. 

WHAT  MAY  HEAL 
ORGANOGENESIS 

As  fai'  as  short-sellers  ai-e  concerned, 
Organogenesis  (org)  is  on  the  brink 
of  financial  disastei-.  The  biotech  compa- 
ny, they  note,  has  been  awash  in  red 
ink  for  years.  Yet  its  shares  have  been 
on  a  tear — shooting  fi'om  11  in  August 
to  nearly  20.  Why? 

Organogenesis,  which  produces  ma- 
terial derived  from  living  tissue  to  re- 
place damaged  or  diseased  skin,  arter- 
ies, and  ligaments,  may  yet  prove  the 
bears  WTong,  says  a  New  York  money 
manager  He  beheves  a  major  Euro- 
pean phai'maceutical  company  is  nego- 
tiating to  buy  20%)  of  Organogenesis 
at  20  a  shai-e,  in  exchange  for  an  exclu- 
sive marketing  agreement  for  Organo- 
genesis products.  The  Europeans  will 
also  fork  over  $25  million  as  part  of 
the  agreement. 

A  key  product  is  Graftskin,  designed 
to  help  those  patients  suffering  from 
pressure  sores,  diabetic  foot  ulcers,  and 
venous  leg  ulcere,  according  to  Di'.  Ger- 
it  Muldei;  director  of  clinical  and  regu- 
latory affairs  at  Organogenesis.  The 
company  has  approval  to  market  Graft- 
skin  in  Sweden  and  has  applied  for 
similar  rights  in  20  other  countries  in 
Europe  and  Asia,  says  Jim  Ti'ozze,  di- 
rector of  research  at  Moors  &  Cabot, 
an  investment  firm  in  Boston.  Graft - 
skin  studies  have  been  completed  in 
the  U.  S.  with  favorable  results,  he 
says.  So  the  company  will  seek  appi'ov- 
al  from  the  Food  &  Drug  Administra- 
tion this  year,  says  Trozze. 

Despite  the  shorts'  claim,  says 
Trozze,  Organogenesis  "is  a  long-term 
investment  in  the  future  of  replace- 
ment sldn  that  addi-esses  vast  markets 
worldwide." 
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Say  g(X)db\  c 
to  AWiking  in 
an  isolation 
chambei: 


Ihe  first  computers  with 
true  application  sharing.  For  instant 
collaboration,  not  isolation. 

Take  a  look  at  your  average  workday  Half  of  it 
can  end  up  just  plain  wasted.  Sitting  in  meetings. 
Running  to  the  fax  machine.  Going  through  rounds 
of  revisions  on  every  document.  You  know  the  story 

Now  welcome  to  the  exciting  new  world  of 
Personal  Computing  and  Communications — PC&C. 
Discover  AT&T  Globalyst,™  the  first  computers  with 
AT&T  Vistium™  Share  Software.  It  lets  you  and  a  client 
or  colleague  share  live  Windows™  files,  gHMnK' 
make  changes  in  real  time  and  transfer       ^'  J 
the  final  document  to  either  user  I 
Even  if  only  one  of  yoti  has  the  ^mm^J 
application  you're  sharing.  Work       4  ^^^^^ 
with  someone  a  thousand  miles  ^^^^F 
away  as  easily  as  if  they  were  ^^^^^^^^Bb^ 
across  your  desk.  ^JI^^P'^W'Jp 

Because  they're  from  AT&X 

Best  in  reliability  &  service  support 
Globalyst  PC&CS  aren't  some       ''^  world,  November  1994 

proprietary  system,  but  open,  industry-standard, 
Intel™  processorrbased  technology 

There  are  three  easy  ways  to  order  your  AT&T 
Globalyst  PC&Cs.  From  America's  premier  resellers, 
from  convenient  retail  locations  or  direct.  And  you 
can  reach  them  all  at  this  number: 


1800  542-9894 


spontaneous  collaboration  make  a  difference 
iusiness?  Call  today  We'll  tell  you  more. 


AT&T  are  one,  computing  and  communications  i 
together  to  help  you  get,  move,  and  use  information  ^ 


AT&T 


Global  Information 
Solutions 


Economics 


INTEREST  RATES 


WHAT  THE  YIELD  CURVE 
IS  TELLING  US 

Most  economists  say  its  message  is  slow  growth  ahead 


Rarely  do  economists  insist  they 
have  a  foolproof  method  for  pre- 
dicting future  economic  activity,  but 
these  days  more  and  more  prognosti- 
cators  ai'e  putting  theii'  faith  in  the  sig- 
nals being  sent  by  the  yield  cm've — a 
simple,  connect-the-dots  rendering  of 
where  interest  rates  are  along  the  ma- 
tmity  spectrum  fi-om  3-month  Ti-easury 
bills  to  30-yeai-  Ti-easury  bonds.  Trouble 
is,  much  like  a  Rorschach  test,  different 
people  looking  at  the  same  cui^ve  come 
up  with  different  economic  forecasts. 
Some  believe  the  yield  cui-ve  is  saying 
gi'owth  will  slow  down  in  the  second 
half.  Others  believe  it's  predicting  a 
sharp  slowdown  or  even  recession  by 
ear-ly  1996.  And  an  academic  who  did 
extensive  yield-curve  analysis  in  the 
1980s  says  the  ciu-ve  is  telling  him  that 
gr'owth  will  be  fairly  strong  in  1995. 

DisagT'eement  comes  over-  the  signifi- 
cance of  one  incontr'overtible  fact — that 
the  yield  cm've  has  been  flattening  late- 
ly. That  means  short-  and  mechum-ter-m 
interest  rates  have  been  moving  higher, 
while  long-term  rates  have  been  steady. 
Historically,  such  a  flattening  of  the 
curve  has  pr^edicted  slower  growth, 
while  an  inver'sion  of  r-ates — when  short- 
ter"m  r-ates  move  above  long-term 
r-ates — has  signaled  a  r-ecession  to  come. 
HISTORY  LESSON.  In  mid-December,  the 
rate  on  the  5-year  Ti'easury  note 
climbed  above  the  rate  on  10-year 
bonds,  and  it  has  remained  at  or  close 
to  the  rate  on  lO-year*  instrniments  since 
then.  And  while  the  3-month  and  6- 
month  rates  r-emain  well  below  long- 
terTn  levels,  they  nonetheless  have  been 
raising  thanks  to  market  pr-essm-e  and 
action  by  the  Federal  Reser-ve  Board. 
Moreover,  the  spr'ead  between  the  1- 
year*  r-ate  and  the  10-year-  r-ate  has  been 
nan'owing  lately.  It  may  be  difficult  for- 
anyone  but  yield-cur-ve  aficionados  to 
r-ecollect  such  shifting  relationships  be- 
tween rates  and  what  they  presage,  but 
one  case  may  jog  people's  memories:  In 
1980,  short  r-ates  shot  way  past  long 
rates  and  touched  20%  for  a  time.  A 
deep  recession  ensued. 

Technically,  only  one  segment  of  the 
yield  curve — the  5-  to  10-year-  stretch — 


inverted  last  month.  But  that's  enough 
for  David  H.  Resler,  economist  at  No- 
mur-a  Securities  Inter-national  Inc.  That 
inver-sion  tells  him  that  "we're  headed 
for  significantly  slower  economic  gr-owth 
in  the  second  half'  on  the  order  of  about 
11^;%  or  so,  vs.  4%  for  the  second  half  of 
1994.  Histor-ically,  he  says,  an  inversion 
in  the  middle  segment  of  the  yield  curve 
has  always  signaled  slower  gr*owth 
about  six  months  down  the  road.  And, 


THE  YIELD  CURVE 
HAS  FUnENED... 
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...RAISING  THE  CHANCES 
OF  A  RECESSION 

The  inverted  yield  curve  has  predicted  the 
last  five  recessions 


DATE  WHEN  1 -YEAR  RATE 

LENGTH  OF  TIME  ONTIL  START 

FIRST  EXCEEDS  10- YEAR  RATE 

OF  NEXT  RECESSION 

Apr.  '68 

20  months  (Dec.  '69) 

Mar.  73 

8  months  (Nov.  '73) 

Sept.  78 

16  months  (Jan.  '80) 

Sept.  '80 

10  months  (July  '81) 

Feb.  '89 

17  months  (July  '90) 

DATA  FEDERAL  RESERVE 


he  adds,  it  gener-ally  signals  a  r-ecession 
or-  gTowth  r-ecession — ver7/  slow  gr-owth 
after  a  per'iod  of  r-obust  growth — 18 
months  after  that  inversion. 

The  theory  behind  yield-curve  analy- 
sis is  a  simple  one.  Interest  r-ates  r-eflect 
the  price  of  money,  and  in  so  doing, 
they  convey  infor-mation  about  people's 
expectations  about  gr-owth  and  inflation 
and  their  preferences  about  holding 
money.  Thus  when  long  r-ates  ar-e  r-ising 


faster  than  short  rates  and  the  yiek 
curve  has  a  positive  slope,  people  an 
expecting  strong  gr-owth  and  higher  in 
flation  and  are  demanding  higher  inter 
est  r-ates  on  longer--dated  secur-ities 
.When  short  rates  rise  faster  than  lonj 
rates  and  the  curve  flattens  or  inverts 
that  means  they  expect  weaker  growtl 
or  recession  and  lower  inflation,  so  the^ 
accept  lower  rates  on  long-term  bonds 

Thus  it's  logical,  says  Campbell  R 
Har-vey,  a  professor  at  Duke  Universi 
ty's  Fuqua  School  of  Business,  that  in 
verted  yield  cur-ves  ar-e  clear-  "omens"  o 
r-ecession.  Harvey,  in  his  doctoral  dis 
sertation,  studied  the  r-elationship  be 
tween  3-month  and  10-year  Tr-easun 
r-ates  over  sever-al  decades.  He  founc 
that  since  1955,  an  inversion  of  thes( 
r-ates  produced,  with  a  5-quaiter  lag,  i 
r-ecession  whose  dur-ation  generallj 
matched  the  length  of  the  inversion. 

There  was  only  one  false  signal  ii 
the  mid-1960s.  But  the  Fed  was  manip 
ulating  the  yield  cur-ve  to  support  th( 
dollar  then,  and  even  so,  the  inversioi 
did  precede  what  was  widely  deemec 
to  be  a  "gr-owth  r-ecession."  Mai-k  Zandi 
economist  at  Regional  Financial  Asso 
dates  Inc.,  says  that  without  heavy  gov 
er-nment  spending  at  the  time,  ther( 
likely  would  have  been  a  r-ecession  ir 
1967,  as  the  inver-sion  in  1966  pr-edicted 
TILT?  What  happens  next  depends  or 
whether  or  not  today's  flattened  yiek 
cur-ve  tilts  over  and  tr-uly  inverts  across 
the  matur-ity  specti-um.  Katherine  R 
Hensel,  chief  investment  str-ategist  ai 
Lehman  Brother-s  Inc.,  looked  at  th( 
r-elationship  between  1-year  and  10-yeai 
Ti-easm-ies  and  found  that  the  cm've  was 
similar-ly  flat  in  the  early  1960s  and  ir 
1971,  1975,  1977,  1984,  and  1986.  Nol 
all  these  periods  were  followed  by  £ 
yield-cur-ve  inversion  and  recession. 

Other  analysts  also  ar-e  expecting 
slow  gr-owth,  but  not  recession,  rfa'^ 
Zandi  figures  the  shape  of  the  yiek 
curve  points  toward  2%  gr-owth  in  tht 
second  half  of  1995.  But  Harvey  is 
counting  on  only  a  slight  moderation  ir 
the  gr-owth  rate,  to  about  3!^%  to  3%^% 
by  yearend.  That's  because  he  doesn'1 
think  short  rates  have  moved  higl 
enough  to  slow  gr-owth  that  much.  Anc 
he  isn't  looking  for  a  tr-ue  inversion  o: 
short  rates  vs.  long  i-ates  anytime  soon 

The  yield-cm-ve  watcher-s  may  not  al 
ways  agr-ee  on  exactly  what  the  flat 
tening  of  the  yield  cm-ve  means,  but  al 
of  them,  including  Har-vey,  agree  on  om 
thing — if  short  rates  rise  above  lon^ 
r-ates,  recession  is  sure  to  follow.  Nc 
Ror-schach  test  will  be  necessar-y  to  di 
vine  what  kind  of  damage  that  will  do.  I 
By  Karen  Peiniar  in  New  YoH 
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If  you're  age  40, 

and  want  to  enjoy  your  retirement, 
you've  reached  this  page 

just  in  time. 


Sure,  you're  concerned  about 
retirement  but  right  now  you've 
got  other  priorities.  The  kids.  The 
mortgage.  That  new  car.  So  how 
do  you  take  care  of  obH- 
gations  today  and  still 
invest  for  your  future? 

Let  Twentieth  Century  I 
Mutual  Funds  help  you. 

Send  for  a  Free  copy  o\ 
our  informative  guide,  The 
New  Retirement  Realities:  Strategies 
for  a  More  Secure  Future.  You'll 
discover  investment  mformation 
to  help  you  meet  today's  changing 


I 
I 
I 
I 

t 


realities.  And  we'll  include  a 
complete  IRA  planning  kit  that 
explains  the  many  advantages 
of  adding  an  IRA  to  your 
retirement  savings  plan. 
You'll  also  see  why 
Twentieth  Century's 
investment  philosophy  and 
expertise  may  be  the  right 
way  for  you  to  prepare  for 
a  more  enjoyable  retirement. 


There's  still  time! 
Call  1-800-345-2021  today. 


FO.  Box  419200  •  Kansas  Cily,  Missouri  04141-(i200 

Please  Rush  Me  A  Free  Copy  Of  The  ISSew  Retirement  Realities  And  IRA  Kit  Today.' 


 Twentietli  Century  Sh.ircliolJi.T?    □  Yes    □  No 

Name 


Address 


!SW  City  Sr.ue  7ip 


i 
I 


I 


I 


;  IRA  Kit  contains  a  prospectus  with  more  complete  mlormation,  including  charges  and  expenses.  Please  read  the  prospectus  carefully  hetore  in\  esturg. 


WhaddyaSayTo 
A  Guy  Who's  Had 
The  Same  Job 
For  50  Years, 
Has  Never  Called 

In  Sick  Or 
Showed  Up  Late, 
Never  Taken  A 
Vacation  Or  A 
Holiday,  Never 
Asked  For  A 
Raise  Or  Griped 
About  His  Bonus 
And,  Believe  It  Or 
Not,  Has  No 
Plans  For 
Retirement? 


Thanks. 


Remember  -  only  you  ran  preveni  forest  fires. 


ATS  I  \  I'liblic  Scr-V'icc  of  the  liSDA  Korrsl 


cSuxU  Si  rvice  and  Your  Slalc  Koresler 


Corporation 
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STRATEGIES 


EDGAR  JR:S  not  SO 
EXCELLENT  VENTURES 

Moves  by  Seagram's  new  CEO  are  playing  to  mixed  revie\^ 


oon  after  tak- 
ing 


mg  over  as 
CEO  of  Sea- 
gram  Co.  last 
June,  Edgar  Bronf- 
man Jr.  went  to  To- 
ronto to  meet  witli 
analysts.  But  if  the 
39-year-old  scion  of 
the  Bronfman  family 
expected  a  gTace  pe- 
riod, he  got  a  giilling 
instead.  The  analysts 
peppered  Bronfman 
with  questions  about 
his  acquisition  of  a 
14.9%  stake  in  Time 
Warner  Inc.,  thv 
poorly  performing 
media  giant.  Asked 
one  pointedly:  "Is  it 
true  you  just  wanted 
to  have  dinner  witli 
movie  stars  and  you 
sjjent  .$2  billion  to  do 
it?"  But  the  onetime 
Hollywood  movie- 
maker brushed  off 
critics:  "I'm  not  going- 
down  in  history  as 
the  one  Bronfman 
who  pissed  away 
the  family  fortune.'" 
Bronfman  comes 
from  a  long  line  of 
people  who  take  the 
family  fortune  seri- 
ously. The  family  still 
owns  some  86.4%  of 
Seagram's  stock.  But 
seven  months  after 
succeeding  his  father, 
Edgai-  Sr.,  as  head  of  the  Montreal-based 
conglomerate,  Bronfman  is  still  strug- 
gling to  establish  a  name  for  himself.  Al- 
though gToomed  for  the  top  since  joining 
Seagi'am  over  a  decade  ago,  Bronfrnan — 
who  silent  his  twenties  wiiting  ])op  songs 
and  producing  a  series  of  forgettable  mo- 
vies— has  never  fully  shed  a  reputation 
as  a  dilettante  who  owes  his  job  more  to 
nepotism  than  to  business  acumen. 


BRONFMAN:  When 


Waiiier  stake  pay  off: 


Bronfman  declined  business  • 
request  for  an  inten/iew.  But  coihik  i 
executives  and  industry  sources  say  t^ 
new  CEO  is  determined  to  make  he 
mark  by  spearheading  an  ambitious  ;^ 
quisitions  program  that  is  pushing  te 
spirits  giant  well  beyond  its  traditiniJ 
liquor  business.  Faced  with  declinig 
alcohol  consumption,  Bronfman  is  j- 
shaping  Seagi-am  into  a  more  broad' 


d  beverage  and  media  company.  But 
ir,  his  moves  have  played  to  mixed 
3WS.  "Edgar  Jr.  [wants]  to  make 
jam  a  full-line  beverage  company," 

Tom  Pirko,  a  consultant  who  nans 
nark  Inc.  "But  the  seminal  issue  is 
'e  is  the  company  going?" 
[versification  isn't  new  for  Seagi'am. 
981,  Bronfman's  father  acquired  a 
«  stake  in  DuPont  Co.  Ever  since, 
:hemical  giant  has  provided  the  froth 
jagi'am's  earnings,  while  Seagram's 
r  business  has  generated  sluggish 
■ns  compared  with  global  rivals.  An- 

Irene  Nattel  of  Bzw  Canada  Ltd. 
cts  Seagram's  net  profits  before  non- 
Ting  items  for  the  year  ending  Jan. 
I  rise  35%,  to  $876  million,  on  a  4% 
■ase  in  sales,  to  $6.3  bilhon.  DuPont 
Id  account  for  72%  of  those  profits, 
•onfinan  has  argued  that  Time  War- 
is  a  similar  long-term  investment 
will  allow  Seagram  to  profit  fi'om 
th  in  entertainment.  But  so  fai;  vnth 
cing  costs  on  the  shares  exceeding 

dividends.  Time  Wamer  is  hurting 
Dottom  line.  And  since  May,  1993, 
1  Seagram  announced  the  stake, 
:  Warner's  stock  has  barely  moved. 
;ale  shift.  Many  on  Wall  Street 
ve  that  Bronfman  eventually  wants 
ay  a  more  active  role  at  Time  War- 
But  while  Seagram  could  profit  fi^om 
maround  at  the  media  giant,  the 
3  has  drawn  sharp  criticism  from 
^holders.  "If  I  wanted  to  own  Time 
ler,  I'd  buy  it  myself,"  says  Scott 
nan,  vice-president  of  equities  at  In- 
)rs  Group  Inc.  in  Winnipeg,  Man., 
h  owms  2.4  million  shares  of  Sea- 
i  stock.  Adds  Bill  Newbuiy,  an  ana- 
at  College  Retirement  Equities, 
h  owns  664,000  shares  of  Seagi-am: 
3  is  Edgar  Jr.'s  first  big  venture, 
I  have  to  say  that  caution  is  war- 
id."  Seagram's  stock,  which  traded 
nd  30  in  May,  1993,  trades  in  the 
!  range  today. 

■onfman's  efforts  to  divereify  in  bev- 
3S  have  also  brought  mixed  results, 
ssen  Seagram's  dependence  on  alco- 
he  bought  the  tiny  maker  of  Soho 
iral  sodas,  for  $14  million  in  1988.  It 
later  sold  for  just  $2  million.  Next 
ought  juicemaker  Tropicana  from 
rice  Co.  for  $1.2  billion,  and  later  in 
,  he  paid  $850  million  for  Martell 
lac  to  strengthen  the  portfolio  of 
lium  alcohols.  In  1993,  Bronfman 
ired  distribution  rights  for  Swe- 
;  Absolut  vodka. 

dusti-y  sources  say  that  in  his  zest  to 
jrands,  Bronfman  ovei-spent.  He  paid 
mes  earnings  for  Martell  and  a  huge 
lium  for  Tropicana:  The  $1.2  billion 
'  tag  was  well  over  the  $800  million 
icana  managers  wei'e  offering  for 
company.  "Seagram  always  pays  a 
F  money,"  says  Pirko.  "You  should  al- 


Despite  Pricey 
Acquisitions... 

•Paid  $14  million  for  maker  of 
Soho  Natural  sodas  in  1988.  Sold 
for  $2  million  in  1991. 

•Bought  Tropicana  for  $1.2  billion 
in  1988.  Returns  have  been  well 
below  Seagram's  expectations. 

•Bought  Martell  Cognac  for  $850 
million  in  1988.  Analysts  say  price 
for  the  premium  brand  was  steep. 

•Acquired  14.9%  stake  in  Time 
Warner  for  $2  billion  in  1993. 
Stock  has  remained  virtually  flat. 

•Acquired  distribution  rights  to 
Absolut  Vodka  in  1993. 


...DuPont  Still  Fuels 
Seagram's  Growth 


PRETAX  EARNINGS  (MILLIONS)    FY  1995*FY  1992 


SPIRITS  km  mm 

$695 

$670 

OUPONT  (Dividends) 

319 

275 

TROPiCANA 

88 

81 

TIME  WARNER 

-71 

DUPONT  (Unremitted  profits)** 

337 

134 

*Estimates  **After-tax  earnings 


DATA:  COMPANY  REPORTS,  FIRST  BOSTON,  BZW  CANADA 

ways  try  to  sell  something  to  Seagi'am." 

So  fai",  diversification  has  worked  best 
on  the  spuits  side,  where  the  addition  of 
the  new  brands  has  been  accompanied 
by  a  restiiicturing  of  Seagi'am's  tradi- 
tional portfolio.  Convinced  that  as  consu- 
mers drink  less,  they  will  trade  up  to 
better  brands,  Bronfman  has  refocused 
Seagi-am  on  premium  brands  such  as 
Chivas  Regal  and  Glenhvet  scotch,  and 
sold  off  low-end  labels  such  as  Lord 
Calvert  whiskey  and  Wolfschmidt  vodka. 
"They  were  long  since  past  their  peak," 
says  Edward  F.  McDonnell,  president 
of  Seagram's  Spirits  &  Wine  (3roup. 

The  upscale  shift  appears  to  be  work- 
ing. Improved  Asian  distribution  is  now 
fueling  double-digit  growth  at  Martell, 
while  Absolut  should  grow  around  6% 
this  year,  to  roughly  $300  million.  The 
result:  Liquor  operating  margins  should 
top  15%,  up  fi-om  12.6%  in  1991. 

By  contrast,  returns  fi'om  Tropicana 
have  so  far  been  sHm.  Insiders  say  earn- 
ings— which  have  averaged  well  below 
$100  million  annually — have  never  come 
close  to  Seagram's  expectations.  Turn- 


over has  been  heavy:  As  Bronfman 
sought  to  boost  returns,  Tropicana  went 
thi'ough  three  presidents  and  a  half-doz- 
en mai'keting  chiefs  in  the  fii-st  five  years 
of  ownership.  And  this  revolving  door 
has  been  costly.  After  Tropicana  in  1988 
introduced  Twister,  a  fruit-based  drink, 
sales  of  the  hot  brand  hit  $250  million  in 
the  fii'st  two  yeai's.  But  as  management 
turmoil  shook  Tcopicana,  Twister  lost  mo- 
mentum to  New  Age  competitoi-s  such  as 
Snapple  Beverage  Coip.  Twister  is  now 
languishing  in  the  booming  segment. 

Now,  things  may  finally  be  looking  up. 
In  early  1993,  Bi'onfman  recruited  Ellen 
R.  Marram,  a  well-regarded  marketer 
who  was  president  of  Nabisco  Biscuit 
Co.,  to  head  Seagi'am's  nonalcoholic  bev- 
erage gi'oup.  She  has  since  intensified 
an  aggressive  global  expansion  and  a  se- 
ries of  new-product  launches  that  show 
signs  of  squeezing  better  performance 
out  of  Tropicana.  Tropicana  has  expanded 
into  Canada,  western  Europe,  and  the 
Far  East.  In  the  U.  S.,  it  has  introduced 
new  juices  such  as  Grovestand,  an  extra- 
pulpy  vei-sion  of  Tropicana's  premium  or- 
ange juice.  Altogether,  Mairam  says,  new 
products  will  bring  21%  of  Tropicana's 
estimated  $1.4  biUion  sales  this  yeai".  Still, 
the  expansion  is  expensive.  Analyst  Nat- 
tel believes  Tropicana's  operating  income 
will  fall  14%  for  1994,  to  $88  milHon. 
HOOKED  ON  HOLLYWOOD.  But  with  prof- 
its expected  to  strengthen  over  the  next 
sevei'al  year's,  MaiTam  says  analysts  have 
been  too  quick  to  ai'gue  that  Seagi'am 
oveipaid  for  Tropicana.  "You  have  to  look 
into  the  futui'e  to  answer  that  question," 
she  says.  Other  buys  are  also  imminent. 
A  top-of-the-Une  tequila  is  a  likely  target, 
and  obsei-vei's  think  Tropicana  must  soon 
catch  up  in  New  Age  chinks.  "They're 
looking  at  beverages  that  can  be  market- 
ed under  the  Tropicana  name  as  an  alter- 
native to  Coca-Cola  Co.'s  Fmitopia,"  says 
Joel  Weiner,  an  ex-Seagi-am  exec. 

Bi'onfman  is  also  trying  to  make  his 
dispai'ate  empire  function  moi"e  efficient- 
ly. He  I'ecently  hired  Boston  Consulting 
Group  to  help  cut  costs  and  focus  Sea- 
gram's long-teiTn  strategy.  Bronfman  has 
given  few  signs  of  where  the  strategic  re- 
view wQl  lead.  But  if  the  guests  at  his  re- 
cent wedding  ai'e  any  indication,  he's  stiU 
in  love  vrith  Hollywood.  Divorced  in  1991, 
Bronfman  recently  maiTied  Claiissa  Al- 
cock,  scion  of  a  wealthy  Venezuelan  oil 
family.  The  singers  Ashford  &  Simpson 
perfoiTned  at  the  Cai'acas  wedding,  and 
Hollywood  potentates  Bairy  Diller,  Mi- 
chael Douglas,  and  Michael  Ovitz  were 
guests.  Douglas  delivered  a  toast  to  Ed- 
gai"  and  Claiissa  that  described  their  re- 
lationship "as  an  example  to  us  all."  So 
far,  the  same  can't  be  said  for  Bronf- 
man's ambitious  diversification  strategy. 

By  Laura  Zinn  in  New  York,  ivith 
Jtdia  Flynn  in  London 


Developments  to  Watch 
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CAN  SOFTWARE 
BE  TAUGHT 
TO  BE  FAIR? 

so  YOU  THINK  COMPUTER 
software  is  value-neutral? 
Not  according  to  William  A. 
Wallace,  a  Rensselaei'  Poly- 
technic Institute  professor 
of  decision  sciences  and 
author  of  the  1994  book  Eth- 
ics in  Modeling.  Wallace 
says  one  major  U.S.  bank 
had  to  fix  its  loan-evaluation 
software  after  discovering 
that  it  tended  to  reject  some 
applications  by  putting  too 
much  weight  on  old  age. 

Many  users,  says 
Wallace,  are  not  aware 
that  computer  models 
are  often  subtly  shaped 
by  the  ethical  judg- 
ments and  assumptions 
of  the  programmers 
who  created  the  soft- 
ware. He  and  rpi  col- 
league Deborah  G. 
Johnson,  a  philosophy 
professor,  hope  to  pre- 
pare training  materials, 
including  a  video,  to 
sensitize  people  to  the 
hidden  ethics  of  "ex- 
pert systems."  There  are  le- 
gal issues  as  well.  Wallace 
says  it's  unclear  who's  liable  if 
something  goes  wi-ong  with 
a  computer  model — its  crea- 
tor or  the  user. 


A  ROBOSUIT  FOR  RESCUE  WORKERS 

IF  CALIFORNIANS  ARE  LUCKY,  THE  HUGE  EARTHQUAKE 

that's  due  any  day  now  will  hold  off  a  while  longer — 
until  an  international  team  of  researchers  can  finish 
developing  a  way  to  give  rescue  workers  the  strength 
of  the  Bionic  Man.  The  idea  is  to  combine  a  titanium 
suit  of  armor  with  robotics  technology,  especially  at 
the  elbows,  knees,  and  other  joints.  There,  battery- 
powered  motors  would  provide  five  times  the  strength 
of  human  muscles. 

Sensors  and  a  built-in  computer  would  ti-ack  the 
wearer's  movements  and  instantly  cause  the  robosuit  to 
mimic  those  movements.  The  technology  is  similar  to 
that  now  used  with  virtual-reality  gloves.  But  instead  of 
just  sticking  your  hand  in  a  remote-control  mechanism, 
you  would  climb  completely  inside  the  robot.  After-  don- 
ning the  robotic  armor,  tomon'ow's  knights  could  ride  to 

the  rescue  in  the  aftemiath 
of  a  tornado,  say,  and  help 
free  people  trapped  under 
heavy  debris. 

Head  tailor  for  the  robo- 
suit is  Kazuo  Yamafuji,  a  pro- 
fessor at  the  University  of 
Electro-Commimications  in 
Tokyo.  He  hopes  to  have  a 
prototype  in  two  year-s,  with 
help  fi-om  Sergei  Ulyanov  of 
the  Russian  Academy  of  Sci- 
ences and  Maria  Feng,  an  as- 
sistant professor  of  civil  engi- 
neering at  the  University  of 
Califoi'nia  at  Irvine.  They 
plan  to  integi-ate  robotics  technology  fi'om  several  Japa- 
nese companies,  Russia's  space  progi^am,  and  the  U.  S. 
Defense  Dept.  Two  Japanese  construction  companies, 
Takenaka  Corp.  and  Shimizu  Corp.,  are  providing  the 
initial  fimding. 


A  SMALLER,  BUT  STILL  SUPER,  COLLIDER 


FOLLOWING  MONTHS  OF 

financial  haggling,  the  Euro- 
pean Center  for  Particle 
Physics,  better  known  as 
CERN,  handed  the  world's 
physics  community  a  wel- 
come present  last  month: 
cern's  governing  council 
voted  to  approve  construc- 
tion of  a  supei'conducting 
supercollider  that  will  rival 
the  power  of  the  $11  biUion 
SSC  killed  by  the  U.  S.  Con- 
gress in  1993. 

To  hold  down  costs  to  $2 
billion,  cern's  Large  Had- 
ron  Collider  (lhc)  will  be 


only  a  third  the  size  of  the 
ssc's  57-inile-long  ring.  But 
thanks  to  stronger  magnets, 
the  lhc  will  be  80%  as 
powerful — smasliing  sub- 
atomic particles  together 
with  enough  force,  cern 
predicts,  to  untangle  most 
enigmas  suiTounding  the 
existence  of  matter.  And 
the  next  generation  of  col- 
liders may  be  considerably 
smaller  and  cheaper,  yet 
more  powerful.  Chan  J.  Jo- 
shi,  an  electrical  engineer- 
ing professor  at  the  Univer- 
sity of  California  at  Los 


Angeles,  is  working  on  a  la- 
ser technique  that  can  ac- 
celerate particles  to  the 
necessary  velocities  50 
times  faster  than  magnets 
can.  Joshi  says  his  laser  ac- 
celerator won't  be  ready  for 
15  or  20  years. 

Meantime,  the  lhc  could 
be  built  in  as  little  as  10 
years.  It'll  take  a  bit  longer 
if  cern's  19  member  coun- 
tries have  to  foot  the  whole 
bill.  But  there  has  ali-eady 
been  talk  in  Washington  of 
chipping  in  $400  million  of 
the  cost  to  assure  that  U.  S. 
scientists  get  in  on  the 
ground  floor. 


HEY,  LET  S  CHOW 
DOWN  ON  SOME 
TASTY  COnON 

A   MOUTHFUL   OF  COTTO.V 

for  real,  not  just  an  annoyifr 
morning-after  sensatic 
That's  the  goal  of  Roghu  ; 
Narayan,  chairman  of  te 
Chemical  Engineering  Dej. 
at  Texas  Tech  Universi  l 
With  fabrics  using  increasi  f 
amounts  of  synthetic  fibe  , 
Nai'ayan  wants  to  help  Te  • 
as  farmers  find  new  m;'- 
kets  for  their  cotton  cropsfr 
by  grinding  cottonseed  intA 
flour  or  a  coarse  meal  thap 
fit  for  consumption  by  peo]^ 
as  well  as  livestock. 

Trouble  is,  cotton  plar^ 
natui'ally  produce  a  nasty  f 
secticide  called  gossypL 
While  it's  not  a  lethal  cheii 
cal,  it  will  make  people  a|l 
animals  sick.  So  Narayan  fe 
perfecting  a  better  and  mre 
cost-effective  method  for 
moving  the  gossypol,  based  n 
the  technology  used  to  dec> 
feinate  coffee:  so-caUed  m\)*^ 
critical  fluid  extraction.  >r 
rayan  has  tailored  tht 
process  to  use  propane  al 
cai'bon  dioxide  for  sucking  :e 
gossypol  out  of  cottonset.. 
Why  propane?  Well,  Wtt 
Texas  also  has  propane 
abundance,  so  Nai'ayan  is  k- 
ing  two  birds  with  one  stui;. 

More  important,  Nai-ayi 
says  that  using  prdpaL- 
promises  to  be  significainy 
cheaper  than  the  curn-t 
technique,  which  uses  a  In  - 
ane solvent.  Because  hexa^i 
is  itself  slightly  toxic,  jnt'| 
made  from  cottonseed  thel 
days  can  be  used  only  s 
hvestock  feed.  n 
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cience  &  Technology 


JCATION 


lEET  THE  FAIREST 
F  THE  FAIRS 

ere  business  is  finding  the  best  young  minds 


|red  M.  Niell  III  built  his  own 
I  cyclotron  for  basement  experi- 
ments in  particle  physics.  Richard 
Caldwell  designed  a  new  type  of 
rd  wing  for  planes.  Sarita  Maria 
?s  used  neural  networks  to  develop 
nart"  speech-recogTiition  system  so 
opter  pilots  could  bark  commands 
ad  of  flipping  switches.  And  Kendra 
5ird  discovered  a  fimgxis  that  may 
me  a  commercial  source  of  taxol,  a 
sr-fighting  agent. 

)p  researchers  at  America's  high- 
companies?  Not  yet,  anyway, 
^'re  teenagers,  and  these  were 
•  science  fair  projects, 
's  no  secret  that  precocious  stu- 
s  have  gone  way  beyond  the  me- 
ixperiments  of  a  decade  or  two  ago. 
Westinghouse  Science  Talent 
ch  awards  10  scholarships  each 
to  seniors  whose  work  regularly 
Is  graduate  research  for  originality. 
Niell,  Caldwell,  James,  and  Bird — 
ectively  from  Memphis,  Tenn;  Cor- 
Cristi,  Tex.;  Fort  Wayne,  Ind.,  and 
Blackfoot  reservation  near  Brown- 
Mont.— weren't  among  the  40 
tinghouse  finalists.  They  were  par- 
ants  in  the  International  Science  & 
ineering  Fair  (isef),  a  global  com- 
mon that  dwarfs  the  Westinghouse 
ze.  The  last  round  of  science  fairs 
/  more  than  1.5  million  entrants, 
oared  with  only  1,645  for  Westing- 
se.  Yet  the  isef  is  virtually 
lown  among  U.  S.  business  leaders. 
Ifred  S.  McLaren  is  out  to  change 


that.  McLaren  is  president 
of  Science  Service  Inc.,  a 
not-for-profit  company 
founded  in  1921  to  promote 
science  among  students, 
including  publishing  Science 
News,  a  weekly  magazine. 
Since  taking  the  helm  in 
1991,  McLaren  has  been  try- 
ing to  drum  up  more  inter- 
est in  the  isef,  now  in  its 
46th  year.  But  the  former 
attack-sub  skipper  has 
found  the  going  rough.  "To 
my  knowledge,  no  member 
of  Congress  has  ever  been  to  a  fair,  let 
alone  a  President  or  a  Vice-President," 
McLaren  says.  Yet  Westinghouse  win- 
ners are  regularly  feted  at  the  White 
House. 

The  recognition  gap  between  the  two 
competitions  is  all  the  more  ironic 
because  Science  Service  runs  both  of 
them.  The  Washington  (D.C.)  organiza- 
tion conceived  the  idea  of  the  Science 
Talent  Search  in  1944  and  has  adminis- 
tered it  ever  since.  Westinghouse  Elec- 
tric Corp.  chips  in  $500,000  to  pay  the 
bills  and  underwrite  $205,000  in  schol- 
arships. McLaren  sees  two  reasons  for 
its  greater  fame.  First,  Westinghouse 
does  a  masterful  pubHc-relations  job. 
Second,  the  top  Westinghouse  prizes 
are  $40,000  scholarships;  the  fattest 
ISEF  awards,  until  recently,  were  $500. 

McLaren  is  turning  up  the  heat  on 
company  sponsors  in  hopes  of  increas- 
ing the  prizes  in  all  16  science  catego- 


CLASS  ACT:  Ford's  project  won  him  a  spot  at  Intel 


ries  tenfold.  With  the  help  of  pioneers 
such  as  Imax,  Lockheed,  and  Phillips 
Petroleum,  things  are  looking  up.  Intel 
Corp.  has  nearly  quadrupled  its  support 
of  the  1995  isef,  to  $70,000.  "It's  impor- 
tant to  get  more  kids  involved  early  in 
science  and  technology,"  says  Chairman 
Gordon  E.  Moore. 

"ABSOLUTELY  AMAZED."  What  really 
tipped  the  balance,  though,  was  the  re- 
port card  turned  in  by  Intel's  Eugene  S. 
Meieran,  one  of  nine  Intel  scientists 
honored  for  their  outstanding  perfor- 
mance with  the  title  of  fellow.  Meieran 
represented  Intel  at  the  past  two  sci- 
ence fairs  and  was  "absolutely  amazed" 
by  the  students'  work. 

In  fact,  one  1993  exhibit  was  so 
impressive  that  Meieran  persuaded 
Intel  to  hire  the  student,  Eric  B.  Ford, 
then  15,  for  a  six-week  summer  intern- 
ship. Now  a  junior  at  St.  Andrews  Epis- 
copal School  in  Jackson,  Miss.,  Ford 


SCIENCE  FAIRS  ARE  GROWING... 


...AND  BECOMING  MORE  DIVERSE 


FAIRS  OUTSIDE  U.S. 


PARTICIPATING  COUNTRIES 


MINORITY  PARTICIPATION 
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LAREN:  In  search 
science  and  funds. 


Legal  Affairs 


took  second  place  in  the  Earth  &  Space 
category — plus  six  other  awards  from 
such  sponsors  as  NASA  and  the  Air 
Force.  Total  worth:  $1,050.  They 
stemmed  from  reading  about  NASA's  plan 
to  send  mobile  robots  to  Mars  and  how 
vital  it  was  to  give  the  robots  enough 
smarts  to  explore  the  treacherous  Mar- 
tian landscape.  Ford  decided  to  develop 
a  navigation  system  using  neural  net- 
works, and  it  became  his  isef  entry. 

"It  was  really  fascinating — very 
advanced  and  technologically  sound," 
Meieran  recalls.  So  Intel  brought  Ford 
to  California  and  put  him  to  work  with 
an  engineering  team  that  was  develop- 
ing a  neural-network  pi'ogram  for  spot- 
ting causes  of  manufacturing  defects  in 
Intel's  chips.  Says  Meieran:  "Eric  was 
a  serious  technical  contributor  to  a  pro- 
gram that  involved  very  complicated 
and  advanced  technology." 

McLaren  wonders  how  many  more 
budding  scientists  could  be  making 
contributions.  "Why  wait  until  these 
kids  finish  college?"  he  asks.  "They're 
bursting  with  fresh  new  ideas  now." 
Unfortunately,  says  Intel's  Meieran, 
"most  companies  are  much  more  inter- 
ested in  sponsoring  a  Little  League 
team  than  in  sponsoring  a  science  fair." 

The  1995  isef  will  be  held  on  May  7- 
13  in  Hamilton,  Ont.,  featuring  1,200 
projects — the  best  from  560  science 
fairs  in  the  U.S.  and  30  foreign  coun- 
tries. Some  may  also  be  honored  in 
future  Westinghouse  contests,  since 
roughly  S59(  of  all  Westinghouse  win- 
ners cut  their  teeth  at  a  science  fair. 
FUTURE  STARS.  Other  participants  will 
no  doubt  be  tomon'ow's  entrepreneurs 
and  scientists.  The  fairs  that  Hartley 
D.  Peavey  entered  in  the  1950s  were 
the  foundation  of  Peavey  Electronics 
Corp.,  a  Meridian  (Miss.)  manufacturer 
of  sound  ecjuipment  for  rock  musicians. 
Although  he  once  yearned  to  be  a  rock 
star,  Peavey's  success  in  local  fairs 
helped  him  realize  he  was  better  at 
building  guitars  than  playing  them.  He 
.stalled  the  business  after  he  gTaduated 
fi'om  college  in  1965,  and  today  private- 
ly owned  Peavey  Electronics  has  27  fac- 
tories and  2,200  employees — and  hun- 
dreds of  millions  in  revenues.  "Without 
the  science  fairs,"  Peavey  wonders, 
"who  knows  where  I'd  be?" 

Then  there's  Dr.  Jud  W.  Gurney,  an 
associate  professor  of  radiology  at  the 
University  of  Nebraska  Medical  Center. 
He  entered  his  first  science  fair  in  1970, 
as  a  sophomore.  While  he  got  only  as 
far  as  the  state  contest,  he  earned  a 
four-year  scholarship  to  the  LIniversity 
of  Nebraska.  That  helped  convince  his 
mother  that  science  was  a  viable  career. 
She  had  hoped  he'd  become  a  musician. 

Bi/  Otis  Port,  with  Ruth  Co.reter,  in 
Keiv  York 


REPETITIVE  STRESS  INJURIES  

THE  ASBESTOS  CASE 
OF  THE  1 990s? 


Keyboard  makers  face  a  reckoning  with  injured  workers  I 


Nancy  Urbanski  first  noticed  pains 
in  her  hands  in  1991.  A  secretaiy 
and  registrar  at  a  high  school  in 
Eagan,  Minn.,  she  spent  many 
hours  each  day  typing.  And  she  was 
using  her  keyboard  even  more  than  usu- 
al to  help  launch  a  new  record-keeping 
system  at  the  school.  By  the  time  she 
sought  medical  care,  LTrbanski's  afflic- 
tion, repetitive  stress  injuiy  (f;si),  had 
caused  her  permanent  damage. 

Urbanski,  a  30-year-old  mother  of 
two,  isn't  alone.  She  is  one  of  thousands 
of  similarly  afflicted  workers  who  aren't 
just  looking  to  their  employers  for  satis- 
faction. They're  going  after  the  key- 
board makers  themselves.  In  at  least 
25  states,  plaintiffs  are  suing  virtually 
eveiy  keyboard  maker  for  selling  flawed 
products  and  for  not  warning  them 


WRISTS  AT  RISK:  Reported  cases  of 
RSI  are  u/j  77()7c  from  10  years  ago 

about  their  potential  risks.  The  scop 
of  the  litigation,  dubbed  the  fii'st  whit( 
collar  mass  tort,  is  so  vast  that  it  coul 
become  the  nightmare  for  Corporat 
America  in  the  1990s  that  asbestos  wa 
in  the  1980s.  "There's  a  gargantuan  un 
verse  of  \'ictims,"  argues  Urbanski's  law 
yer,  Steven  J.  Phillips. 

Keyboard  makers  ensnared  in  the  k 
gal  morass  include  such  blue  chips  a 
.^T&T,  IBM,  Digital  Equipment,  and  East 
man  Kodak.  Although  the  keyboan 
makers  all  deny  wi-ongdoing,  plaintiff 
say  manufacturers  deliberately  conceal© 
the  health  risks  associated  with  key 
board  use — a  charge  that,  if  jurors  ac 
cept,  could  trigger  multimillion-dolla: 
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,ve  awaitls  in  addition  to  compensa- 
ones.  "Average  American  workers 
:  have  a  clue  about  the  potential 
iv,"  says  Phillips,  who  made  a  mint 
suing  asbestos  manufacturers, 
ufactui'ei's  had  an  obligation  to  g^ive 
a  clue." 

H  TITANS.  On  Jan.  3,  the  most  for- 
)le  offensive  yet  against  manufac- 
s  was  launched  when  Urbanski's 
against  first-time  defendants  IBM 
^.pp]e  Computer  Inc.  opened  in 
japolis.  Phillips'  finn,  Levy  Phillips 
nigsberg,  has  spent  years  winning 
ns  of  dollars  from  asbestos  manu- 
■ers  and  other  businesses.  With  its 
;ial  clout  and  bevy  of  lawj'ers,  the 
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has  put  together  a  case  against 
,nd  Apple  filled  with  scientific  ex- 
and  previously  undisclosed  com- 
records.  The  Urbanski  trial  could 
defining  event:  A  loss  will  diminish 
iffs'  hopes  for  mega-verdicts,  while 
toi-y  could  open  the  fioodgates  to 
ss  htigation. 

mployers  and  companies  alike  are 
ling  the  trial  closely — particularly 
RSIS  have  become  the  fastest- 
ing  workplace  illness  in  the  U.  y. 
which  are  muscular  or  skeletal  dis- 
s  caused  by  the  strain  of  repetitive 


motion,  ai'e  up  an  astonisliing  770'7f  from 
10  years  ago  (chart).  Symptoms  range 
from  minor  aches  to  disabilities  so  se- 
vere that  some  sufferers  can't  hold  a 
knife  and  fork.  "This  is  by  far  the  No.  1 
injury  we've  had  to  deal  with,  ever," 
says  Audrey  A.  Browne,  a  union  la'wyer 
representing  130,000  New  York  City 
municipal  employees. 

Although  RSIS  primarily  afflict  blue- 
collar  workers,  they  are  becoming  more 
commonplace — and  costly — in  offices. 
Liberty  Mutual  Insurance  Co.,  the  na- 
tion's largest  workers'  compensation  in- 
siu'ance  cai'rier,  says  WTist  injuries  alone 
stemming  from  repetitive  motions  cost  it 
$50  million  in  1989,  the  most  recent  yeai- 
for  which  figTii'es  are  avail- 
able. CTD  News,  a  Haveiford 
(Pa.)  newsletter  about  cu- 
mulative trauma  disorders, 
puts  the  annual  workers' 
compensation  tab  for  all  RSis 
at  $2  bilhon. 

Now,  with  RSI  lawsuits 
mounting,  business  costs 
could  multiply  exponentially. 
But  collecting  millions  from 
corporate  titans  such  as  IBM 
and  Apple  will  be  tough. 
Keyboard  makers  insist  they 
still  don't  know  what  actual- 
ly causes  some  workei's  to 
suffer  injuries  while  others 
remain  perfectly  healthy. 
Many  doctors  and  scientists 
contend  that  a  host  of  fac- 
tors can  cause  RSis,  including 
an  individual's  medical  condi- 
tion, job  satisfication,  hob- 
bies, and  the  ergonomic  set- 
up of  each  person's 
workstation.  "There  are  peo- 
ple who  are  being  injured," 
says  Robert  F.  Bettendorf, 
president  of  the  corporate- 
sponsored  Institute  for  Of- 
fice Ergonomics  in  Manches- 
ter Center,  Vt.  "But  the  link 
to  the  keyboard  or  anything  else  has 
not  been  made." 

Without  conclusive  scientific  proof, 
manufacturers  say  it  would  be  impos- 
sible for  them  to  craft  meaningful  warn- 
ings for  customers  or  to  design  so-called 
safer  keyboards.  In  court  papers,  ibm 
calls  the  plaintiff's  charges  "ridiculous." 
IBM  states:  "Plaintiffs  are  attempting  to 
place  the  cart  before  the  horse....  They 
attempt  to  have  a  court  of  law  resolve 
what  the  science  community  has  not 
been  able  to  do."  Both  IBM  and  Apple 
decline  comment  on  pending  litigation. 


In  the  few  suits  to  make  it  to  court 
ali'eady,  inadequate  scientific  proof  has 
tripped  up  plaintiffs.  Last  year,  a  Texas 
jury  sided  with  Compaq  Computer 
Coip.  when  it  found  that  plaintiffs  failed 
to  show  a  link  between  keyboards  and 
injuries.  And  an  Arizona  judge  threw 
out  another  suit  brought  by  U  S  West 
Inc.  employees  for  insufficient  evidence. 

PhiUips  says  the  Urbanski  case  is  dif- 
ferent. IBM,  for  example,  has  repeatedly 
stated  that  its  keyboards  are  safe.  But, 
according  to  court  records,  IBM's  expla- 
nation for  numerous  occupational  inju- 
ries to  its  own  employees,  filed  as  part 
of  workers'  compensation  claims,  is  ex- 
tensive keyboard  use.  From  1987  to 
1991,  IBM  reported  a  foiufold  increase  in 
the  number  of  RSi  claims  made  at  24 
of  its  locations,  court  records  show,  as 
well  as  a  fivefold  hike  in  costs  incuired 
from  cumulative  trauma  disorders,  ibm 
states  in  court  papers  that  the  increase 
is  a  reflection  of  its  campaign  to  better 
document  employee  problems,  not  "a 
willful  disregard  for  individual  welfai-e." 
LIKE  TENNIS.  As  for  Apple,  plaintiffs 
plan  to  show  jurors  an  11-niinute  video 
produced  internally  in  1991  that  fea- 
tures several  doctors  and  engineers  dis- 
cussing RSIS  related  to  the  keyboard. 
In  the  video,  keyboard  woi-kers  are  ad- 
vised to  take  breaks  fi'om  typing  and 
pay  attention  to  pains  as  they  occur. 
Plaintiffs  wonder  why  Apple  would 
make  the  video  if  it  believed  its  product 
was  so  benign. 

\ictor  E.  Schwartz,  a  product-liability 
defense  lawyer,  says  the  plaintiffs'  argu- 
ments will  ultimately  fail.  He  beheves 
jurors  will  blame  keyboard  users  for 
not  exercising  common  sense.  "It's  just 
like  when  you  use  a  tennis  racket  over 
and  over  again,"  explains  Schwartz. 
"People  know  to  take  a  break." 

Win  or  lose,  the  RSi  litigation  and 
surrounding  controversy  have  already 
had  some  impact.  The  government  is 
developing  mandatoiy  ergonomic  stan- 
dai'ds  due  out  later  this  year.  Microsoft 
Coi-p.  and  Compaq  have  recently  begim 
putting  warning  labels  on  their  key- 
boards wliile  several  companies  are  sell- 
ing alternative  keyboards  they  claim 
are  safei'  than  older  models.  "The  com- 
puter industiy.  at  least  its  lawyers,  rec- 
ognizes it  needs  to  take  measures  to 
protect  itself,"  says  Keith  R.  Mestrich, 
an  occupational  safety  and  health  spe- 
cialist for  the  AFL-cio.  The  question  for 
workers  and  companies  ahke  is  whether 
that  recognition  has  come  too  late. 

By  Linda  Himelstein  in  Netv  York 


\s  a  key  case  comes  to  trial,  thousands  of  lawsuits  are 
lending  against  virtually  every  keyboard  manufacturer 
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IT  JUST  MAY  BE 
THE  YEAR  OF  THE  APPLE 

It's  leaner,  it's  signing  up  clone  makers-and  the  Intel  and  Windows  woes  won't  hurt  a  bi| 


Will  1995  be  Apple  Computer 
Inc.'s  year?  A  lot  could  go 
wrong  between  now  and  next 
December,  but  the  once-belea- 
guered computer  maker  is  starting  out 
with  the  biightest  prospects  in  years. 
Taking  a  more  libei-al  ajjproach  to  licens- 
ing its  technology,  Apple  has  just  signed 
the  fii'st  two  Macintosh  clone  makei-s  and 
is  negotiating  with  nearly  a  dozen  more. 
It's  positioned  to  cash  in  on  the  boom  in 
home  and  school  markets.  And  fate  has 
been  kind:  A  technical  snafu  in  Intel 
Coip.'s  Pentium  chip  gives  buyers  a  new 
reason  to  consider  Power  Macs,  which 
use  the  speedy  (and  so  far  flawless)  Pow- 
erPC cMp.  Even  better:  Microsoft  Coip.'s 
Windows  95  operating  system — regarded 
by  industiy  watchers  as  a  potential  "Mac 
Killer" — has  been  delayed. 

Apple's  new  year  began  early  with  the 
Dec.  28  announcement  of  the  first  clone: 
A  Silicon  Valley  startup  called  Power 
Computing  Corp.  Then,  on  Jan.  4,  Radi- 
us Inc.  a  maker  of  Macintosh  displays 
and  software,  disclosed  plans  for  high- 
end  Mac  clones.  More  deals  could  soon 
follow.  Insiders  at  Apple  say  the  compa- 
ny is  knee-deep  in  talks  with  Toshiba  and 
Olivetti.  And  discussions  are  progi-essing 
with  Mot(jrola,  Hitachi,  Goldstar,  Zenith 
Electronics,  and  German  PC  giant  Vobis 
Microcomputer.  FirePower  Systems,  a 
startup  backed  by  Japan's  Canon,  is  also 
eyeing  the  MacClone  business,  and  con- 
sumer-electronics giant  Pioneer  could  be 
making  Mac  compatibles  by  mid-1995, 
say  sources  close  to  Apple. 
BOOSTER  SHOT.  Ap}3le  officials  ai'en't  con- 
firming anything  beyond  Fiadius  and 
Power  Computing.  But,  says  Don  Stiick- 
land,  Ap])le's  vice-president  for  licensing: 
"The  good  news  is  we  have  licensees 
signed,  sealed,  and  delivered." 

How  good?  The  known  Mac-maybes 
represent  nearly  7%  of  the  global  PC 
market.  That,  in  itself,  could  greatly  aid 
Apple's  goal  of  doubling  the  market 
share  for  Mac  and  Mac-compatibles,  to 
2(J%,  in  five  years.  Mac  clones  would  not 
only  bring  in  licensing  fees  but  would 
broaden  the  Mac  base,  giving  software 


developers  greater  incentive  to  create 
Mac  applications.  Also,  more  Mac-com- 
patible computers  will  mean  more  sales 
of  highly  profitable  Apple  peripherals 
such  as  laser  printers. 

But  there  are  risks,  too.  The  biggest 
is  that  the  doners  will  overwhelm  Apple 
the  way  PC  doners  swamped  ibm  in 
1980s — undercutting  its  pricing  and 
stealing  market  share.  Also  Apple  is 
notorious  foi-  laying  out  ambitious  plans, 
then  failing  to  execute.  If  the  clone  strat- 
egy doesn't  work,  Apple  has  almost  no 
chance  of  hitting  its  20%  market-share 
goal.  Instead,  it  would  languish  in  a  mar- 
ket increasingly  dominated  by  Microsoft 
Windows.  So  Wall  Street  remains  leery: 
Of  25  top  analysts,  only  five  have  a  buy 
on  the  stock,  which 
now  trades  at  around 
89 — far  from  its  high 
in  the  60s.  "This  is 
impressive.  Is  Apple 
moving  in  the  right 
direction?  Yes,  unam- 
biguously so,"  says 
analyst  William  M. 
Bluestein  of  Forrest- 
er Research  Inc. 
"Should  it  have  been 
done  sooner?  Yes, 
unambigTJOusly  so." 

To  be  sure,  Apple 
has  had  a  rough-and- 
tumble  journey  in 
the  18  months  since 
the  board  replaced 
Chief  Executive  John 
Sculley  with  Chief 
Operating  Officer 
Michael  H.  Spindler. 
After  suffering  its 
largest  quarterly  loss 
and  shedding  16%  of 
its  workers,  Apple 
turned  itself  into  a 

LICENSING  CHIEF 
STRICKLAND:  A 

niiUion  Maci iitosli 
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lean  fighting  machine.  For  the  quart' 
ended  Sept.  30,  revenues  hit  a  reco: 
$2.5  billion,  up  16%  over  1993.  Profi 
were  $114.7  million — strong  but  shy 
the  pre-turmoil  era.  Eugene  Glazer 
Dean  Witter  Reynolds  Inc.,  who  recen 
ly  went  bullish  on  Apple,  expects  sales 
jump  19%-,  to  $10.9  billion,  and  profits 
rise  53%',  to  $475  million.  Glazer  sa^ , 
Apple's  stock  should  hit  50  by  yearen( 
The  picture  could  gi-ow  brighter  if  tl 
Wintel  camp  (comprising  PC  makei 
using  Microsoft  Windows  and  Int 
chips)  loses  momentum.  So  far,  buyei 
are  still  snapping  up  Wintel  machine 
And  at  Apple's  Cupertino  (Calif.)  hea( 
quarters,  the  official  stand  is  to  take  tl 
high  gi'ound.  Says  Spindler:  "It  happei 
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best."  But  privately,  workers  are 
ag  and  hoping  to  capitalize  on  Win- 
)es.  Says  David  C.  Nagel,  general 
^er  of  Applesoft,  the  division  that 
)ps  Apple  operating  systems:  "Any 
I  competitor  makes  a  boneheaded 
one  can  only  applaud  that." 
;h  mistakes  coukl  produce  more 
ntum  for  the  Power  Macs.  Intro- 
last  March,  Power  Macs  are  sell- 
)  well  that  analysts  now  say  the 
iny  will  ship  1.2  million  units  the 
ear,  20%  above  Apple's  target.  For 
two,  Apple  has  a  bunch  of  new 
rPC-based  machines,  starting  in 
)r  June  with  a  PowerBook  laptop, 
second-generation  Macs  are  due  by 
99,").  Now  in  development  under  a 
of  colorful  code  names — tnt,  Tsu- 
and  Nitro — some  use  the  most 
•ful  PowerPC  chip  yet,  the  new  604. 
:rnaut.  The  new  year  will  also 
a  Newton  revival  plan.  The  much- 
led  handheld  communicator  got  a 
on  Jan.  4  with  the  introduction  of 
•ola  Inc.'s  Marco,  a  $900  to  $1,400 
lal  communiciitoi-  that  uses  Newton 
)log>'  and  actually  does  what  Apple 
tised  two  years  ago:  send  and  re- 
all  types  of  electronic  messages 
!ssly.  On  Jan.  30,  Apple  is  set  to 
its  updated  Newton,  code-named 
D,  to  be  followed  midyear  by 
e,"  a  software  update  with  im- 
d  handwiiting  i-ecogTiition. 


THINKING  MAC 

EXISTING  LICENSEES 

Power  Computing,  Radius 


MAC  MAYBES 

ASIA  Fujitsu,  Toshiba,  Goldstar,  Hitachi, 
Pioneer 

EUROPE  Olivetti,  Vobis 


Software  testers  say  it  finally 
gives  Windows  Mac-like  ease. 
Even  if  it  does  not  appear  until 
late  1995,  it  will  be  on  the  market 
well  ahead  of  "Copland,"  the  Mac 
operating  system  update  slated 
for  mid- 1996.  Copland  has  such 
advances  as  software  "agents" 
that  automatically  perform  tasks. 
But  by  the  time  customers  see 
this  stuff,  the  Windows  jugger- 
naut may  have  done  its  damage. 

That  makes  Apple's  bid  to 
license  the  Mac  technology  even 
moi'e  critical.  Its  plan  calls  for 
licensees  to  sell  over  1  million  Mac 


NORTH  AMERICA  FirePower  Systems,  Mot      _  _  _  ^  ^ 

orola.  Zenith  Data  Systems   compatibles  by  1997.  That  would 

give  the  Mac  camp  approximately 
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Apple  has  a  turnaround  plan  for 
eWorld,  its  online  service,  too.  So  far,  it 
has  only  55,000  subscribers.  In  mid-1995, 
the  Mac-only  system  will  be  offered  to 
Windows  users  and — more  important — 
Apple  plans  to  spin  it  off  into  a  separate 
company,  pei'haps  as  early  as  this  month. 
That  would  bring  a  big  capital  infusion, 
most  likely  fi-om  a  Baby  Bell.  Ap}jle  is  in 
talks  with  U  S  West  Inc.,  according  to 
sources  close  to  the  PC  maker. 

Despite  all  the  plans,  Apple  could  find 
itself  back  on  the  defensive  before  the 
year  is  out.  The  delay  of  Windows  95 
gives  Apple  a  breather,  but  the  new 
operating  system  is  still  a  huge  threat. 


A  FASTER  CLIMB 


FISCAL  YEARS  END  SEPT.  30 


■90     '91     '92     '93  '94 

abillions  of  dollars 

DATA:  COMPANY  REPORTS,  DEAN  WinER  INC  EST 


'95 
ESI 


Apple  may  need 
a  deal  with  a 
biggie  such  as 
Compaq  or  IBM. 
A  clone  from 
IBM  could  "bust 
the  market 
wide  open," 
says  one  analyst 


3  more  percentage  points  of  mar- 
ket share.  Pieter  Hartsook,  a  Mac  mar- 
ket analyst,  predicts  500,000  Mac  clones 
for  1995*  and  1.6  million  in  1996. 

Power  Computing  alone  says  it  can 
sell  100,000  Mac  clones  this  year— all  by 
mail  order.  That  would  sound  nuts  for  a 
startup  if  not  for  President  Stephen 
Kahng.  He's  the  engineer  behind  the 
Leading  Edge  Model  D,  a  mid-1980s  PC 
clone  that  helped  pioneer  the  mass-mar- 
ket PC  business.  Besides  selling  Mac 
clones  under  its  own  brand,  Power 
Computing  will  build  clones  for  other  PC 
makers  to  sell.  One  likely  candidate:  Oli- 
vetti, its  largest  outside  investor. 

But,  analysts  say,  Apple  still  needs  a 
deal  with  an  industiy  megaplayer,  such 
as  IBM  or  Compaq.  A  Mac  clone  from 
IBM  could  "bust  the  market  wade  open," 
says  analyst  Richard  J.  Zwetchkenbaum 
of  International  Data  Coip.  IBM,  which 
has  toyed  with  licensing  the  Mac  soft- 
wai-e  for  the  common  PowerPC  hardware 
design  the  two  companies  agi'eed  to  in 
November,  would  be  ideal.  But  Big  Blue 
is  milikely  to  jump  soon:  The  Wmdows  95 
delay  gives  ibm  a  fresh  shot  at  making 
im-oads  with  its  OS/2  operating  system  in 
the  coming  months.  Laments  one  Apple 
insider:  "We  need  at  least  one  major 
company  and  one  strong  in  business." 

Meanwhile,  the  clone  game  begins. 
Kahng  vows  to  be  "very  competitive 
with  Intel  machines."  That  could  mean 
Mac  compatibles  retailing  for  $1,000 — vs. 
$1,800  for  the  cheapest  Power  Mac  now. 
Apple  execs  aren't  losing  sleep,  though. 
They  concede  there  could  be  a  "little" 
market-share  erosion,  but  they  expect 
clone  makers  to  expand  the  market  and 
Apple's  slice  with  it.  Besides,  they  say, 
they've  learned  how  to  cut  prices  and 
stay  profitable.  With  27%  gi'oss  margins, 
they're  ready  to  go  toe-to-toe  with  the 
likes  of  Compaq  and  Dell.  Says  Nagel: 
"We're  in  much  better  shape  today  than 
we've  been  in,  well,  forever."  That's  why 
1995  may  truly  be  Apple's  year. 

By  Katliy  Rebello  in  Cupertino, 
Calif.,  witli  bureau  reports 
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COMPUTERS 


HOW  TOSHIBA'S  LAPTOPS 
RETOOK  THE  HEIGHTS 

Vibrant  screens  and  cool-running  chips  helped  win  the  day 


It  didn't  take  much  for  Toshiba  Corp. 
to  lose  its  title  as  the  world's  leading 
maker  of  laptop  computere.  By  taking 
its  eye  off  the  ball  for  a  single  personal- 
computer  product  cycle — about  a  yeai-  in 
human  terms — the  Japanese  giant 
squandered  the  lead  in  a  market  where 
it  once  boasted  a  40%  market  share.  It 
was  a  lot  hai-der  to  retake  the  lead.  But 
with  suipiising  speed,  Toshiba  reversed 
its  slide  and  is  now  on  top  again.  This 
time,  can  it  stay? 

Maybe — if  the  company's  executives 
don't  forget  the  lessons  of  the  past  few 
years.  After  launching  the  TIOOO  hne, 
the  first  successful  IBM-compatible  lap- 
tops, in  1985,  Toshiba  consolidated  its 
lead  by  continually  cutting  prices  and 
adding  features.  But  in  the  early 
1990s — just  as  the  competition  was  heat- 
ing up — it  began  to  skimp  on  research, 
misgauged  the  market  with  bulkier  ma- 
chines when  rivals  were  shrinking  their 
models,  and,  worst  of  all,  failed  to  incor- 
porate the  latest  microprocessors  as 
quickly  as  the  competition.  A  host  of 
new  entrants  charged  ahead,  and  by 

1993,  Toshiba  had  fallen  to  No.  2.  be- 
hind Compaq  Computer  Corp. 

CUT  LOOSE.  Now,  Toshiba  has  r'egained 
its  balance  with  fleet-footed  marketing 
by  a  more  independent  U.  S.  ojjeration 
and  a  big  investment  in  engineering.  In 

1994,  according  to  International  Data 
Corp.,  Toshiba  gTabbed  15.6%  of  the 
worldwide  portable  computer  market, 
compai'ed  with  Compaq's  14%  (table).  In 
the  critical  U.  S.  market,  Toshiba  did 
even  better,  capturing  17.8%  vs.  Com- 
paq's 14.7%. 

How  did  Tosliiba  pull  it  off?  By  beat- 
ing Compaq — ;ind  othei-s — to  mai'ket  with 
cutting-edge  and  aggTessively  priced  mod- 
els. In  the  last  few  months,  Toshiba 
slashed  prices  on  some  models  by  up  to 
$1,200.  "It  used  to  take  six  months  to  a 
year  for  a  new  [generation  of  comput- 
er] to  go  fi'om  desktop  to  laptop,"  says 
Atsutoshi  Nishida,  president  of  Toshiba 
America  Infonnation  Systems  Inc.  in  Ir- 
\ine,  Calif.  "But  from  1993  on,  we've  in- 
troduced a  notebook  product  on  the  same 
day  that  Intel  introduces  a  new  chip." 
Toshiba's  Performance  T4900CT  note- 


book, introduced  last  October,  was  the 
fii-st  laptop  using  the  P54C,  a  low-power 
vei-sion  of  Intel's  Pentium.  By  devising 
"heat  pipes"  to  cool  the  hot-running  chip, 
Toshiba's  engineers  built  the  machine 
without  an  internal  fan — saving  precious 
battei-y  powei'.  The  less  exotic 
T4800CT,  meanwhile,  has  got- 
ten I'ave  reviews  for  its  vi- 
brant color  display  and  five 
plus  hours  of  battei-y  life. 

The  management  change 
that  made  aU  this  possible 
was  Tokyo's  decision  to 
give  the  U.  S.  subsidiary 
more  say.  "There  was  a 

TOSHIBA'S 
T4900CT: 

Aggressive 
pricing 
and 
better 
research 


time  when  Tokyo  took 
the  initiative  on  product  devel- 
opment," says  Tetsuya  Mizognchi,  head  of 
PCs  for  Toshiba  in  Japan.  "We  have 
gi'own  up  since  then." 

And  Toshiba's  U.  S.  marketers  have 
made  some  astute  calls  on  what  the  mar- 
ket wanted,  and  when.  "They  ai'e  using 
leading-edge  technology  but  not  way  out 
there  on  the  bleeding  edge,"  says  Mai-k 
MacGuire,  an  analyst  with  market  re- 
searcher Dataquest  Inc.  For  example, 
when  IBM  and  Compaq  added  inexpen- 
sive subnotebook  PCs,  Toshiba  introduced 

Back  on  Top 

Estimated  1994  shipments  worldwide 
of  notebook  and  laptop  PCs 


1994 
RANK 

COMPANY 

UNITS  SHIPPED 
THOUSANDS 
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1993 
RANK 
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TOSHIBA 

1,217 

15.6% 

2 

B 

COMPAQ 

1,093 

14.01 

1 
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IBM 

771 

9.88 

5 

□ 

NEC 

700 

8.97 

4 

B 

APPLE 

655 

oo 

3 

DATA  INTERNATIONAL  DATA  CORP, 

the  fully  featured  color  Portege 
avoided  a  mai'ket  gaffe.  Customer's  1  ; 
the  cheaper  subnotebooks  were  und 
powered,  and  both  IBM  and  Compaq  \ 
to  ch'astically  cut  prices. 

TosMba  also  got  lucky.  Its  fiercest 
val,  Compaq,  has  become  the  No.  1 
maker  in  the  world.  But  it  has  let 
notebook  line  slip.  Its  Conturas,  for  ^ 
ample,  lacks  some  of  the  power  manaj 
ment  and  multimedia  features  of  ri' 
pi'oducts.  "Recently,  Compaq  has  be 
making  a  lot  of  mistakes,"  says  Nishii 
There  have  been  problems,  concedes  1 
rie  L.  Strong,  Compaq's  vice-presid( 
for  portables  and  software.  "We  conc( 
trated  on  other  things,"  she  says.  "C 
tainly,  Toshiba  is  our  No.  1  competit 
but  I'd  put  us  neck  and  neck. 

says  Compaq  is  patchi 
any  holes 
its  linei 

Still, 
shiba 
some  adv 
tages  Comj: 
can't  eas 
match,  incl 
ing  the  fruits 
its  huge  inve 
ment  in  sere 
technology.  Re 
izing  Windo 
would  make  coi 
sci'eens  de  rigei 
Toshiba  and 
plowed  $250  million  ii 
a  joint  venture,  Displ 
Technologies,  to  build  th 
film  ti'ansistor,  or  TFT,  color  c 
plays.  In  August,  they  announced  plans 
spend  $400  million  to  double  capaci 
RED  CAPE.  The  screen  edge  may  so 
end.  The  No.  1  maker,  Sharp  Cor 
plans  to  hike  production  in  1995,  ai 
Mitsubishi  Electric  Corp.  said  on  D( 
27  that  it  will  break  gi'ound  in  March 
a  $400  million  tft  plant.  So  Toshiba 
focusing  on  other  technology:  lithiui 
ion  batteries  and  multimedia  gadget 
such  as  built-in  CD-ROM  drives. 

By  retaking  the  lead,  Toshiba  is  ag£ 
the  competition's  prime  target.  Gatew, 
2000,  a  perennial  wannabe  in  notebool 
has  liigh  hopes.  The  inail-order  PC  mak 
says  its  Liberty  laptop,  with  a  10.4-in 
display  and  high-capacity  (up  to 
megabytes)  disk  drive,  will  underc 
Toshiba's  pricier  Portege.  Says  Albe 
G.  Giazzone,  director  of  marketing:  "T 
portable  mai'ket  is  vei'y  product-oriente 
It  allows  you  to  juinp  up  in  market  sha 
quickly,  but  it  means  you  have  to 
fend  it  constantly."  Just  ask  Toshib 
By  Larry  Holyoke  in  Toky 
with  bureau  repot 
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I  his  stuff  is  really  going 
_       JB  to  change  our  entire 
civi I ization,"  says 
Dr.  Michael  Nelson, 
Special  Assistant  to 
^p|the  President  for 
m  Information  Tech- 

nology. This  "stuff"  is 
;ital  tidal  wave  of  1  s  and  Os  that  is 
itionizing  the  way  information  is 
,  retrieved,  created,  and  moved, 
al  information  technologies  will 
mportant  as  the  printing  press  and 
3S  as  important  as  the  invention  of 
5  itself,"  he  added. 

Nelson  and  other  presenters 
more  than  1 50  chief  information 
•s  at  Business  Week's  Information 
ution  conference  in  New  York 
hey  met  to  discuss  how  to  harness 
iwer  of  the  digital  technology  that 
haping  business  and  society 
A'ide. 

The  Information  Revolution 
2en  building  steadily.  Over  the 


last  30  years,  computing  power  per  chip 
has  doubled  every  year  and  a  half.  At 
the  same  time,  advances  in  fiber-optic 
transmission  technologies  have  vastly 
increased  the  capacity  of  the  telecom- 
munications network  to  interconnect 
those  chips.  And  now,  the  development 
of  new  digital  wireless  technologies  is 
further  augmenting  the  usefulness  of 
computer  services  through  greater 
mobility — connection  from  anywhere, 
to  anywhere,  at  any  time. 

But  revolutions  sometimes 
devour  their  children.  And  as  the  world 
gets  caught  up  in  a  digital  fury,  realizing 
it's  promise  of  improved  efficiency,  cre- 
ativity, and  profitability  will  demand  IT 
that  is  both  sound  and  prescient. 


Wanted:  Crystal  Ball 

Sound  IT  management  is 
something  close  to  clairvoyance.  Being 
simultaneously  future-focused  and  level- 


headed is  essential  for  IT  managers  who 
want  a  good  return  on  their  investment. 
AT&T  Network  Systems  Atlantic  and 
Canadian  Region  President  Carleton 
Fiorina  says  ClOs  can  make  it  easier  on 
themselves  if  they  avoid  two  common 
mistakes  that  diminish  the  potential  of 
their  investments. 

"First,  keep  in  mind  that  IT  is  a 
long-term  proposition,"  says  Fiorina. 
"Don't  focus  on  first  costs  as  opposed  to 
life-cycle  costs.  As  a  corporation,  you 
are  making  huge  bets  when  you  invest 
in  a  particular  technology  today — on  its 
flexibility,  its  capability  to  evolve  over 
time,  whether  it  will  serve  customer 
needs,  and  whether  it  will  do  so  cost 
effectively." 

Second,  Fiorina  says  "Don't 
lose  sight  of  the  customer.  Companies 
must  ask  themselves,  'What  is  the  expe- 
rience end-users  are  looking  for  and 
how  can  this  technology  help  us  pro- 
vide that  end-user  experience?'" 


"Too  often  decision  makers 
become  seduced  by  technology,  shifting 
their  focus  from  the  customer  to  technol- 
ogy for  technology's  sake — a  dead  end.  If 
technology  can  create  the  right  experi- 
ence for  the  end-user,  can  create  value 
for  which  an  end-user  is  willing  to  spend 
money  with  you  rather  than  with  anyone 
else,  then  that's  the  right  technology;  if  it 
can't,  then  it's  the  wrong  technology,  no 
matter  how  sophisticated  it  is." 


Who's  in  the  Driver's  Seat? 

These  issues  bring  up  a  funda- 
mental question  posed  by  the  IT  revolu- 
tion— does  technology  drive  business 
change?  Or  do  business  needs  drive 
technology?  "They  drive  each  other,"  says 
Aetna  Life  and  Casualty  Chairman, 
President,  and  CEO  Ron  Compton,  "and 
competition  drives  them  both." 

Compton  says  the  rapid  changes 
that  characterize  IT  have  put  unprece- 
dented pressure  on  business  to  meet 
escalating  customer  expectations.  But  he 
cautions  that,  in  their  eagerness  for  tech- 
nology to  enhance  competitiveness, 
companies  remember  that  IT  is  a  tool 
that,  if  used  wisely,  enables  businesses  to 
perform  essential  processes  faster,  better, 
and  cheaper. 

"Technology  alone  does  not  a 
revolution  make.  Business  needs  and 
consumer  needs  trump  technology  every 
time."  At  Aetna,  Compton  has  outlined 
an  IT  policy  that  may  seem  simple,  but 
provides  an  essential  framework  for  every 
IT  decision  the  company  makes.  "We 
use  IT  to  optimize  our  business  processes 
so  we  can  deliver  products  and  services 
to  the  customers  in  the  most  effective, 
efficient  way — and  to  do  that  better  than 
the  competition." 


From  POTS  to  PANS 

The  Information  Revolution  is 
not  about  technology  in  search  of  a  prob- 
lem. AT&T's  Fiorina  says,  "Customers 
have  problems,  and  they  are  looking  for 
solutions."  With  the  rapid  advancement 
of  IT,  customer  expectations  have  nev6r 
been  higher,  and  there  is  mounting  pres- 
sure for  immediate,  inexpensive,  high- 
quality  solutions  to  their  needs. 

It  is  that  pressure  that  has  pro- 
pelled AT&T  Network  Systems  to  the  fore 
of  developing  the  "information  infrastruc- 
ture" required  to  meet  the  growing 
demands  made  of  technology.  So  AT&T 
is  moving  from  POTS,  "plain  old  tele- 
phone service,"  to  PANS,  "pretty  amazing 
new  stuff"  to  meet  customer  needs. 

AT&T  is  one  of  the  companies 
most  actively  deploying  the  new  informa- 
tion infrastructure  technologies  that  will 
facilitate  interactive  broadband  services 
for  businesses  and  consumers. 

The  Clinton  Administration  is 
working  with  companies  like  AT&T  as  it 
constructs  a  national  information  infra- 
structure (Nil),  Nelson  notes.  The  Nil  will 
be  a  system  providing  all  Americans  the 
information  they  want,  when  they  want 
it,  where  they  want  it,  at  an  affordable 
price.  "The  Nil  will  involve  many 
builders,  many  technologies.  We're 
excited.  We  think  the  global  infrastruc- 
ture, of  which  the  Nil  is  ultimately  a  part, 
will  change  every  aspect  of  society  and 
the  economy." 


A  Return  to  Terminals? 

Roel  Pieper,  President  and 
CEO,  UB  Networks,  says  that's  not  the 
half  of  IT  He  sees  the  present  inter-con- 


"If  technology  can  create  the  right  exjje- 
rience  for  the  end-user,  can  create  value 
for  which  an  end  user  is  willing  to  spend 
money  with  you  rather  than  with  anyone 
else,  then  that's  the  right  technology." 


nectivity  of  information  and  q 
through  networks  like  the  inforr 
superhighway  and  the  Internet  a 
lysts  for  fundamental  change  in  bi 
networking — change  that  should 
taken  lightly. 

Pieper  suggests  that  as  IT 
business  to  make  processes  moi 
cient  and  to  push  decision-making 
to  the  customer,  the  present  PC-on 
desk  model  may  not  adequately  a 
the  problems  of  keeping  that  infori 
current  and  secured. 

"I  would  chal- 
lenge the  model  that  is 
represented  today  by  the 
PC.  We  need  another 
model  where  the  device 
that  actually  presents 
that  information  access 
point  is  not  a  PC,  but  is 
more  like  a  terminal. 
And  that  the  actual  PC 
becomes  more  like  a 
work-group  server." 
Pieper  envisions  ciient- 
client/server,  or  client- 
server/server  models, 
models  in  which  data  is 
staged  from  a  mainframe 
to  the  business  process  work-groi 
no  further,  and  then  from  the  bu 
work-group  to  intelligent  or  dumb 
nals.  "Yes,  it  is  a  re-centralizatic 
only  to  a  degree — just  far  enough  t( 
the  information  more  effectively 
business  process,"  says  Pieper. 

Safeguarding  the  integrity 
information  vital  to  competitiven( 
concern  shared  by  Oracle  New 
Product  Marketing  Vice-Presiden 
Cullen.  Cullen  says  that  while  th( 
scape  of  corporate  informatic 
evolved  beyond  text,  methods  for  r 
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"I  would  challenge  the  model  that  i: 
resented  today  by  the  PC.  We 
another  model  where  the  device 
actually  presents  that  information  a 
point  is  not  a  PC,  but  is  more  like  ; 
minal.  And  that  the  actual  PC  bee 
more  like  a  work-group  server." 


new  information  forms  liave  not 
e.  "Information  is  corporate 
-c  ritical  for  wise  clecision-mak- 
vhile  we  know  exactly  what  our 
>sets  are  because  we  manage 
structured  databases,"  says 
A'e  have  had  no  idea  what  our 
al  assets  are  because  we  have 
lanagement  capability  for  our 
:s,  memos,  or  videos." 

Jntil  now.  Oracle's  Media 
he  first  multi-media  data  base 
's  companies  to  store,  manage, 
and  retrieve  all  their 
information — text  video, 
images,  and  even  real- 
time feeds.  Media  Server 
acts  as  the  foundation  for 
application  services  and 
electronic  agents  that 
can  help  users  within 
large  corporations  share 
and  access  multimedia 
document  data.  "Large 
companies  supporting 
thousands  of  users  and 
millions  of  documents 
can  now  have  group- 
ware  capabilities  built  on 
a  robust,  scalable  archi- 
tecture," says  Cullen. 


SFORMS  Personal  Communication 

"he  management  of  personal 
cation  is  an  equally  important 
or  the  new  information  age 
^  In  a  recent  innovation,  Sony 
its  Magic  Link  Personal 
t  Communicator.  Sony  Magic 
des  mobile  professionals  com- 
lligent  messaging  and  personal 
on  management  capabilities. 
;  taken  an  important  step  for- 


ward to  improve  the  way  people  commu- 
nicate," says  Carl  Yankowski,  president 
and  COO  of  Sony  Electronics, 

Using  software  technologies 
from  General  Magic  and  AT&T  Persona- 
Link  Services,  the  portable  device,  slightly 
more  than  a  pound,  features  integrated 
communications  and  organizing  capabili- 
ties. Sony  Magic  Link  allows  users  to  send 
and  receive  e-mail  from  anywhere,  orga- 
nize meetings,  manage  daily  tasks  and 
appointments,  send  faxes,  take  notes, 
make  phone  calls,  file,  access  the  Internet 
and  America  Online,  get  stock  quotes,  etc. 

"The  first  people  to  use  Magic 
Link  have  significant  communications 
needs  and  are  already  optimistic  that  this 
technology  can  maximize  their  produc- 
tivity," says  Yankowski.  "We'll  incorpo- 
rate feedback  from  these  initial  users  to 
grow  the  market  for  personal  communi- 
cator products  in  coming  years." 


Mainframes  Redux 

The  fast  appreciation  of  corpo- 
rate IT  systems  has  catapulted  the  chief 
information  officer  to  the  top  rungs  of  the 
corporate  ladder.  That's  ironic.  Not  long 
ago  the  CIO  was  losing  control  over  the 
organization's  information  thanks  to  the 
wild  proliferation  of  PCs  throughout  the 
corporate  and  business  units. 

But  Charles  Francis,  vice- 
president,  Information  Technology 
Management  and  Financial  Strategies, 
Comdisco  observes,  "American  business- 
es that  could  not  abandon  mainframes 
and  distribute  their  control  of  technology 
fast  enough  just  a  few  years  ago,  are  now 
in  the  process  of  re-centralizing  the  con- 
trol and  management  of  their  high-tech- 
nology assets  to  their  IS  departments." 


Kiiiv  Cui.HN,  vicf-PRtsiDhNT,  New  MtuiA 
Proijuc  f  Markeiing,  Oracle  Corporation 


"Large  companies  supporting  thousands 
of  users  and  millions  of  documents  can 
now  have  groupware  capabilities  built  on 
a  robust,  scalable  architecture." 


Francis  says  that  the  high-tech- 
in-every-office  shopping  spree  that  lav- 
ished $500  billion  on  distributed 
products  is  over.  Many  businesses  have 
become  painfully  aware  that  they  cannot 
manage  what  they  created.  "They  simply 
do  not  have  the  understanding,  breadth 
of  view,  manpower,  or  expertise  to  make 
effective  use  of  distributed  technologies." 

Enter  the  CIO,  poised  to  regain 
control  of  the  critical  decisions  and  activ- 
ities that  relate  information  technology  to 
business  process  reengineering.  In  this 
new  environment,  Ernst  &  Young  Center 
for  Business  Innovation  Director 
Bernard  Mathaisel  says  that  ClOs  are 
called  upon  to  play  four  distinct  roles: 
technologist,  utility  manager,  R&D  direc- 
tor, and  infrastructure  builder. 

"Our  research  reveals  seven 
major  processes  by  which  a  successful 
CIO  applies  leadership  skills  and 
resources  to  achieve  information  technol- 
ogy capabilities  consonant  with  the  needs 
of  the  business:  communication  of  goals; 
engagement  of  resources;  technology 
decision-making;  provision  for  'reality 
checks';  acquisition  of  new  knowledge; 
assurance  of  rigor  and  honesty;  and  mea- 
surement of  progress  and  results." 

But  above  all,  Mathaisel  stresses 
the  ClO's  importance  as  a  disintermedia- 
tor —  one  ultimately  responsible  for  mul- 
tiplying the  points  of  information  access 
throughout  the  organization.  The  most 
important  element  in  this  pursuit  is  the 
creation  of  an  enabling  infrastructure. 

"Think  of  the  CIO  as  chief  infra- 
structure  officer,"  says  Mathaisel. 
"Organizations  want  a  solid  foundation 
of  basics,  the  delivery  of  some  routine 
systems,  the  establishment  of  a  back- 
bone. World  class  operations  at  the 
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"Sony  has  taken  an  important  step 
forward  to  improve  the  way  people 
communicate/' 
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basics  level  is  a  fundamental  premise  of 
CIO  leadership;  without  it  there  will  be 
nothing  more  than  a  squishy  founda- 
tion, on  which  very  little  can  be  built." 

Mathaisal  says  that  from  there, 
ClOs  can  go  on  to  enable  departments 
to  fulfill  their  objectives,  can  take  part  in 
lT-enal)led  business  process  reengineer- 
ing,  and  can  play  a  greater  role  in  for- 
mulating technology-enabled  strategies 
and  opportunities  for  the  business. 

But  Mathaisal  says  it  is  difficult 
to  remain  focused  on  the  enabling  infra- 
structure that  lies  at  the  core  of  IT  sup- 
port for  business  change — ii'^ias  no 
sizzle.  People  have  no  interest  in  it  and 
the  CEO  doesn't  want  to  talk  about  it. 
"The  responsibility  for  an  enabling 
infrastructure  falls  on  the  CIO,"  says 
Mathaisel,  "as  the  only  individual  who 
can  master  the  plan,  build  it  creatively, 
and  maintain  it  effectively." 


No  More  Denial 

whether  CiOs  decide  to  re- 
centralize  or  to  extend  distributed 
client/server  solutions,  they  must  do  so 
at  minimum  cost.  Not  only  must  CEOs 
and  ClOs  worry  about  changing  para- 
digms in  information  technology  within 
the  corporation,  they  must  also  worry 
about  cost.  The  cost  of  client/server 
computing  has  become  a  key  issue  in 
large  enterprises — though  it's  one  many 
executives  would  rather  ignore. 

"People  are  under  the  impres- 
sion that  a  wholesale  migration  to  the 
client/server  computing  model  will 
reduce  total  IT  costs,"  says  Gartner 
Group  IT  Management  Research 
Director  Ken  Dec.  Dec  says  that  while 
many  early  client/server  implementa- 


tions have  improved  business  processes, 
MIS  managers  are  right  to  think  that 
client/server  will  bring  higher  total  cost 
when  applied  pervasively  to  mission- 
critical  applications  across  the  enter- 
prise. The  question  is  whether  the 
higher  cost  is  worth  it. 

The  client/server  model  is  a 
major  shift  in  corporate  computing  phi- 
losophy, distributing  substantial  com- 
puting power  onto  end-user  desktops, 
often  outside  the  control  of  the  MIS 
organization.  That  means  more  than 
one-third  of  client/server  costs  will  be 
outside  the  central  MIS  budget,  hidden 
in  end-user  department  expenses. 
"Over  a  five-year  planning  period, 
client/server  will  represent  an  invest- 
ment of  $50,000-$60,000  per  desktop 
user,"  says  Dec. 

"The  costs  of  distributed  com- 
puting environment  are  deceptive, 
informal  and  spread  out  across  the 
organization,"  says  Vanstar  Corporation 
Chairman  and  CEO  William  Tauscher. 
Tauscher  says  that  because  PCs  entered 
the  IT  world  haphazardly,  they  grew 
and  evolved  with  numerous  informal, 
costly  services.  "PCs  snuck  in  the  back 
door.  They  were  treated  like  personal 
devices,  and  were  often  handled  out- 
side of  IT  when  it  came  to  ordering  etc." 
As  a  result,  the  support  structures  that 
developed  around  PCs  were  informal. 
"Now  that  companies  are  networking 
all  the  PCs,"  says  Tauscher,  "they  are 
finding  huge  organizational  problems 
and  system-process  flow  problems 
related  to  managing  these  networks." 

To  help  corporations  get  a 
handle  on  end-user  costs,  Vanstar  has 
created  Scope,  a  comprehensive,  two- 
step  process-cost  estimator.  In  the  first 
step  the  company  answers  a  series  of 


Bernard  f,  Mathaisel,  director,  Ernst  &i 
NESS  Innovation  1 


"The  responsibility  forenfflSimgimra^ 
structure  falls  on  the  CIO,  as  the  only 
individual  who  can  master  the  plan, 
build  it  creatively,  and  maintain  it 
effectively." 


questions  to  quickly  and  credibl 
inform  organizations  about  their  tot 
cost  of  computing  and  compare  the] 
to  a  database  of  over  1 00,000  users. 

Then,  a  mapping  procel 
reviews  current  end-user  processes  ail 
highlights  areas  for  improvement.  Tl 
blueprint  provides  a  universal  model' 
basic  processes,  established  cost  drive] 
and  important  process  consideration 
Cooperative  mapping  against  the  ur 
versal  model  then  uncovers  hidde 
infrastructure  and  inefficient  processd 
Together,  the  blueprints  and  mappii| 
highlight  areas  for  change. 

"Information  technology 
getting  more  complicated  every  da^l 
says  Tauscher.  "And  while  it's  a  lot  hard 
for  businesses  to  understand  everythii 
they  need  to  know  for  using  IT 
remake  their  business,  it's  never  bee 
more  important,  if  companies  want 
stay  competitive,  they've  got  to  get 
handle  on  their  IT,  figure  out  what's  o 
there,  what  it's  costing  them,  and  ho 
to  put  it  to  work  to  do  it  right." 


Martin  A.  Keohan  is  a  New  York-bas€ 
business  writer. 


William  Tauscher,  chairman  and  < 
executive  officer,  Vanstar  Corporati 


ing  ail  the  PCs,  they  are  finding  I 
organizational  problems  and 
tem-process  flow  problems  rel 
to  managing  these  networks. " 
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KETBALL 


EET  THE  FASTEST 
VE-FOOTER  IN  THE  NBA 

ets  President  O'Malley  knows  how  to  draw  a  big  crowd 

)lan  D.  Archibald  had 
lad  it.  When  the  chair- 
nan  and  CEO  of  Black  & 
iY  Corj).  in  Towson,  Md., 
1  last  spring  that  Wash- 
n  Bullets  season-ticket 
5  for  1994-95  would  leap 
he  called  Bullets  Presi- 
Susan  O'Malley  to  say 
is  considering  canceling 
impany's  order.  It  wasn't 
Black  &  Decker  would 
■tting  more  for  its  mon- 
'he  team  hadn't  made 
(layoffs  since  1988  and 
headed  for  the  cellar 
this  year. 

en  O'Malley  went  to 
.  She  called  Archibald 
itedly,  begging  him  to 

on  for  one  more  sea- 

A   turnaround,  she 
ised,  was  at  hand.  Ar- 
Id  had  heard  all  that  before,  but 
,lley  just  wore  him  down.  "If  it 
't  been  for  Susan,"  he  says,  "we 
:!n't  have  hung  in  there." 
BY  PRIZES."  For  O'Malley,  such  in- 
'  nurturing  of  ticketholders,  com- 

with  savvy  marketing,  has  had  a 
payoff:  soai-ing  attendance.  And  she 
ifident  her  stats  will  only  improve. 
3vember,  the  skinflint  Bullets  shelled 
liUions  to  sign  young  basketball  sen- 
is  Juwan  Howai'd  and  Chiis  Web- 
Bullets  owner  Abe  Pollin  followed 
;oup  by  annoimcing  on  Dec.  28  that 
3uld  finance  a  new  23,000-seat  ai-ena 
wntovra  Washington.  If  the  plamied 
'  fi-om  the  18,750-seat  usAir  Ai-ena 
3ui-ban  Landover,  Md.,  goes  tlu-ough. 
Hey  may  have  a  financial  alley-oop:  a 
earn  and  a  spanking  new  facility  to 
!  as  draws. 

16  33-year-old  Bullets  president 
[y  looks  the  part  of  the  highest - 
ing  female  sports  exec  who  wasn't 
eathed  her  post.  She  sometimes  is 
iken  for  a  basketball  groupie  when 
;hng  vdth  the  team.  "People  never 
;t  to  see  a  five-foot-tall  woman  walk 
id  represent  a  basketball  team," 
O'Malley,  a  sailing  buff  who  lives  in 
ipolis,  Md. 


O'MALLEY:  Candid  about  her  family  connections 


And  they  probably  don't  expect  any- 
one this  candid:  O'Malley  readily  con- 
cedes that  family  connections  helped  her 
get  where  she  is.  After  a  three-year 
stint  with  a  Maryland  ad  agency,  she 
applied  in  1986  for  an  advertising  post 
with  the  Bullets.  Pollin,  the  team's  own- 
er, who  also  controls  the  Washington 
Capitals  hockey  team  and  usAir  Arena, 
is  a  close  fiiend  of  O'Malley 's  father,  Pe- 
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Slam  Dunk  in 
The  Seats 


SEASON 

WIN 
PERCENTAGE 

AVERAGE 
AHENDANCE 

SELLOUTS 

1988-89 

0.488 

9,814 

1 

1989-90 

0.378 

11,565 

4 

1990-91 

0.366 

11,880 

10 

1991-92 

0.305 

12,341 

15 

1992-93 

0.268 

13,641 

20 

1993-94 

0.293 

15,116 

19 

1994-95 

0.269* 

17,000* 

25** 

.1995  **  PROIECTED  SELLOUTS 

DATA;  WASHINGTON  BULLETS 


ter.  Pollin  and  the  senior  O'Malley,  who 
was  president  of  the  Caps  in  the  1970s, 
deny  they  knew  Susan  was  applying  for 
the  job,  but  she  harbors  no  illusions.  "I 
got  the  job  because  my  father  was  good 
friends  with  Abe  Pollin,"  she  says.  "But 
I  like  to  think  I  moved  up  the  ladder  be- 
cause of  my  accomplishments." 

They've  been  impressive.  When 
O'Malley  was  tapped  to  ran  the  fran- 
chise's business  operations  in  1989,  the 
Bullets  were  struggling  on  and  off  the 
court.  Former  Bullet  Kevin  M.  Grevey 
recalls  that  when  he  donated  some  team 
tickets  to  a  charity  golf  tournament  a 
few  yeare  ago,  "people  were  joking  they 
were  booby  prizes." 
STOKING  SELLOUTS.  O'Malley  moved 
quickly  to  shore  up  fan  support.  The 
result  of  her  efforts:  Renewals  by  sea- 
son ticketholders  have  averaged  90%  in 
the  past  five  years,  vs.  61%  when  she 
took  over. 

She  also  has  stoked  demand  with 
shi-ewd  marketing  ploys.  For  years,  lag- 
gai-d  teams  used  giveaways  and  other 
pi-omotions  to  boost  attendance  at  games 
against  other  also-rans.  But  O'Malley  de- 
cided that  {jromoting  games  against  high- 
profile  teams  could  make  them  sellouts. 
As  the  Bullets  racked  up  more  sellouts, 
fans  were  encoui-aged  to  buy  10-packs — 
tickets  for  the  most  populai-  10  games  of 
the  season — to  avoid  missing  the  big 
ones.  The  sellouts  prompt  others  to 
spring  for  season  tickets.  Promoting  al- 
ready popular  matchups  "went  against 
the  gi'ain  in  the  \ba,"  says  Detroit  Pis- 
tons CEO  Tom  Wilson.  "But  it's  been  cop- 
ied throughout  the  league." 

According  to  NBA  sources,  the  Bullets 
lost  about  $4  million  in  the  1987-1988 
season  before  O'Malley  took  over.  This 
season,  the  team  should  eam  about  $1.5 
million  on  revenues  of  about  $33  million. 
In  September,  Pollin  gave  O'Malley  re- 
sponsibility for  sponsorship  and  promo- 
tion for  his  entire  sjiorts  organization. 

For-  lasting  success,  however,  O'Malley 
needs  a  winning  team.  That's  why  the 
Bullets  signed  roolde  Howard  to  a  $41 
million,  12-yeai'  contract.  The  team  also 
inked  a  $2.1  niiUion,  one-year  pact  with 
Webber,  who  won  rookie-of-the-yeai'  hon- 
ors as  a  Golden  State  Wamor  last  year. 
While  the  Bullets'  record  remains  dis- 
mal— and  a  serious  injmy  to  Webber  on 
Dec.  22  may  delay  the  tumaroimd — the 
team  is  plajang  with  unaccustomed  flair. 
"They're  a  much  more  exciting  team  to 
watch  now,"  says  Black  &  Decker's 
Ai'chibald.  But  until  the  Bullets  really 
catch  fire  on  the  ccmt,  O'Malley  will  need 
to  keep  doing  what  she  does  so  well: 
fanning  the  flames  from  the  sidelines. 

By  Amy  Barrett  in  Landover,  Md. 
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BUYING  STOCKS 
LIKE  CLOCKWORK 


If  one  of  youi-  New  Year's 
resolutions  is  to  invest 
cash  that  has  been  build- 
ing up  in  your  bank  account, 
or  if  your  goal  is  simply  to 
begin  saving  regiilaiiy,  there 
is  an  easy  way  to  get  started. 
At  major  mutual-fund  fami- 
lies and  brokerages,  you  can 
elect  to  sock  away  a  certain 
amount  at  regiilar  intervals, 
and  the  comjmny  will  jjeifomi 
the  transactions  automatically. 
This  disciplined  style  of  in- 
vesting has  many  advantag- 
es— some  piu'ely  psychological 
and  others  you  can  count  in 
dollars  and  cents. 

In  these  uncertain  mar- 
kets, more  investors  ai'e  opt- 
ing for  "auto- 
matic" (or 
"systematic") 
investing  plans.  The  Strong 
fund  family  rei)orted  a  25% 
increase  in  automatic  trans- 
actions during  1994.  But  the 
programs  are  not  widely  ad- 
vertised. "Small  transactions 
tend  not  to  be  very  prosper- 
ous for  the  money-manage- 
ment industry,"  says  John 
Keefe,  a  consultant  to  the 
financial  services  Indus- 
try  in  New  York.  But, 
for  investors,  they  can 
l)r()vide  a  painless  way 
to  build  up  hundreds 
of  thousands  in  theii' 
accounts. 

The  foundation  of  any 
such  program  is  dollar- 
cost  averaging — the 
idea  that  when  you  in- 
vest a  set  amount,  say 
$100  a  month,  you  buy 
more  shares  when  pric- 
es are  low  and  fewer 
when  prices  are  high. 
This  cuts  your  average 
cost  per  share 
lows  you  to  profit  from 
volatility  in  a  stock 
market  that  histoiically 
trends  up.  "The  poten- 


INVESTING 


tial  reward  is  greater 
than  people  realize," 
says  Stephen  Savage, 
editor  of  Value  Liin 
Mutual  Fund  Survey. 

When  you  follow  this 
method,  you  don't  have 
to  lose  sleep  over  mar- 
ket slides,  knowing  that 
your  dollars  are  going- 
further.  You  also  don't 
have  to  worry  about 
moving  all  your  money 
in  just  before  a  crash. 
Plus,  removing  emotion 
from  decision-making  great- 
ly improves  chances  that 
you  will  still  plug  money 
into  the  market  when  it's  on 
the  way  down.  Besides,  it's 
more  conven- 
ient than 
mailing  i  n 
checks  every  month. 

For  people  who  are  just 
starting  to  save,  the  auto- 
matic plans  have  obvious 
merit.  Companies  will  with- 
draw small  amounts  of  mon- 
ey from  your  paycheck,  bank 
account,  or  money-market 
fund  and  use  it  to  buy  fund 
shares.  You  may  not  even 


really  mist 
cash. 

Some  fund  companies 
waive  their  minimum  initial 
investment  requirements  for 
systematic  investors.  Janus, 
T.  Rowe  Piice,  and  Strong,  to 
name  a  few,  waive  minimums 
of  $1,000  or  more  if  you  agi-ee 
to  invest  at  least  $50  up  to 
twice  a  month  or  just  once  a 
cjuarter.  At  discount  broker- 
age Chaiies  Schwab,  all  funds 


Some  Automatic  Investing  Strategies 

IF  YOUR  NEW  YEAR'S  RESOLUTION  IS  TO  START  SAVING  Have  $50  or 
more  withdrawn  from  your  checking  account  each  month  and 
invested  in  a  mutual  fund.  Many  fund  companies  have  no  mmimum 
balance  requirements  for  automatic  investors. 

IF  YOU'RE  AFRAID  OF  PLUNGING  A  LUMP  SUM  INTO  THE  STOCK  AND  BOND 
MARKETS  ALL  AT  ONCE  Place  the  cash  in  a  money-market  fund  and 
have  set  amounts  transferred  into  a  series  of  funds  each  month 


in  One  Source,  a  network 
no-load  funds  sold  for 
transaction  fee,  have  a  $li 
minimum  for  automatic  inv' 
tors.  You  can  cancel  the  pr 
gram  anytime,  but  if  y( 
haven't  reached  the  minim 
initial  investment,  you'll  nei 
to  add  more  to  the  account 
liquidate  your  holdings.  The 
progTams  are  an  ideal  methi 
for  making  monetary  gifts 
children,  and  some  fui 
companies  have  speci 
college-savings  pr 
grams  set  up  this  waj 
But  automatic  inves 
ing  also  can  be  useful 
you  have  a  large  sum 
invest,  particularly 
you  are  newly  liqu 
because  you  sold  a  bu. 
ness,  gained  life-insu 
ance  benefits,  or  r 


over  the  course  of  a  year.  _  _      ceived  the  proceeds 


IF  YOU  WANT  TO  EASE  INTO  EQUITIES  Have  the  interest  from  your  bond 
or  money-market  funds  automatically  swept  into  stock  funds.  Or 
buy  a  series  of  bonds  with  consecutive  maturity  dates  (a  bond 
and'^-ir    "'sdder")  and  invest  the  coupons  in  stocks.  ^'^^ 

IF  YOU  FEEL  YOUR  PORTFOLIO  IS  OVERWEIGHTED  IN  ONE  AREA  Rather 
than  sell  all  at  once,  set  up  a  program  to  transfer  a  small  sum  each 
month  from,  say,  a  stock  fund  to  a  bond  fund. 


your  401(k)  plan,  sa; 
Martin  Jaffe.  He  is  chi 
operating  officer 
Wood,  Struthers  &  Wi 
op,  the  investmer 
management  subsidia 
of  Donaldson,  Lufkin 
Jenrette.  Lump-su 
holders  tend  to  be  ve: 


ft 
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concerned  they 
tivest  all  their  money 
efoi'e  the  market  crash- 
itomatic  investing  helps 
ease  in. 

3  tried-and-true  method 
put  the  balance  in  a 
y-market  fund  and 
ally  have  set  amounts 
ferred  into  stock  and 
amds  over  the  course  of 
[•.  A  more  conservative 

I  is  to  buy  a  series  of 
i  with  consecutive  ma- 
■  dates — Jaffe  recom- 
s  an  average  maturity 
!  to  seven  years — creat- 

bond  "ladder."  Then 
an  use  the  coupons  as 
come  in  to  buy  stocks. 

II  never  have  less  than 
started  with,  and  in 
years,  you  could  have 

0  30%  of  your  money  in 
3,"  says  Jaffe.  Mutual- 
companies  also  have 
•ams  where  just  the 
ist  from  a  money-mar- 
)r  bond  fund  can  be 
:  into  equity  funds. 
fou  have  a  large  lump 
,0  invest,  your  returns 

1  be  better  most  years  if 
lunged  it  into  the  mar- 
ight  away  rather  than 
iging  it  in  over  the 


course  of  a  year,  according  to 
a  1998  study  by  finance  pro- 
fessors at  Wright  State  Uni- 
versity. But  in  years  with  de- 
chnes,  you  would  have  done 
better  to  put  it  in  gradually. 
"After  all,"  says  wsu  profes- 
sor Richard  Williams,  "in 
most  years,  the  mar- 
ket goes  up." 

Even  people  who 
have  carefully  struc- 
tured investment 
portfolios  may  want 
to  incorporate  auto- 
matic investing.  If  you 
rushed  out  of  bonds 
when  rates  started  to 
rise,  you  may  want  to 
reenter  the  market 
gradually  to  take  ad- 
vantage of  higher 
rates.  You  can  do  this 
either  by  transferring 
cash  into  bond  funds 
or  by  gi'adually  switch- 
from  an  equity  fund 
a  bond  fund.  "We've 
m  recommending  dollar- 
cost  averaging  into  the  bond 
market  for  a  while  now," 
says  Ian  MacKinnon,  Van- 
guard's head  of  fixed-income 
investing. 

Most  fund  companies  and 
brokerages  also  offer 
systematic  withdrawal.  By 
requesting  that  a  certain 
amount  be  redeemed  and 
sent  to  you  in  cash  each 
month,  retirees  can  turn  eq- 
uity holdings  into  regular 
income.  Keep  in  mind, 
though,  this  forces  you  to  do 
the  reverse  of  dollar-cost  av- 
eraging. To  receive  the  same 
dollar  amount,  you  will  end 
up  selling  more  shares  when 
prices  are  low  and  fewer 
when  prices  are  high. 

You  still  should  keep  an 
eye  on  your  fund  when  you 
invest  automatically.  While 
you  don't  need  to  monitor 
daily  price  changes,  make 
sure  the  fund's  performance 
is  in  line  with  its  peer  group 
and  that  no  major  changes  in 
management  have  been 
made.  But  don't  halt  the  pro- 
gram if  the  market  starts  to 
slide.  As  long  as  you  stick 
with  it,  automatic  investing 
can  be  a  great  way  to  impose 
investment  discipline  in  the 
new  year.         Amey  Stone 


DON'T  SHORTCHANGE 
LONG-TERM  BONDS 


Less  than  two-tenths 
of  a  point  separates 
the  yield  on  two-year 
Treasury  notes 

from  the  7.9%  of  30-year 
bonds.  So  why  stick  your 
neck  out  and  go  long  when 
you  can  get  almost  the  same 
return  on  a  short-term  note 
with  a  lot  less  risk?  That's 
why  many  investors  are 
choosing  short  durations. 
But  the  case 
for  locking- 
some  of  your  money  in 
bonds  of  five  years  or  more 
is  growing  stronger. 

This  hinges  largely  on  the 
belief  that  the  inflation 
threat  is  over.  The  Federal 
Reserve  is  likely  to  raise 
rates  at  least  once  more,  but 
many  economists  believe  the 
aggressive  tightening  of  the 
past  year  will  start  slowing 
the  economy  in  early  1995. 
That  should  keep  a  lid  on  in- 
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to  rise  without  investors 
taking  a  bath — if  they  con- 
fine investments  to 
midrange  maturities.  Rates 
for  10-year  bonds  would 
have  to  hit  9.14%  in  a  year 
for  you  to  merely  break 
even  on  the  price  when  sell- 
ing bonds  bought  at  cur- 
rent rates,  says  Robert  Rod- 
rigxiez,  president  of  fpa  New 
Income  Fund. 

The  shape  of  the  yield 
curve  is  indicating  that  rates 
aren't  likely  to 
rise  that  high, 
many  bond  analysts  say. 
When  the  curve  is  steep — as 
it  was  in  October,  1993,  with 
30-year  T-bonds  paying  6%, 
vs.  3%  for  short-term  bills — 
that's  an  indication  rates 
may  rise.  When  the  curve  is 
flat,  as  it  is  now,  or  invert- 
ed— meaning  that  long-term 
bonds  are  paying  the  same 
or  less  than  short-termers — 
that's  often  a  signal  rates 
will  fall.  Another  way  to 


The  Lure  of  Long  Bonds 

►The  economy  should  start  slowing  in  the  first  half  of 
1995,  keeping  inflation  in  check  and  causing  interest 
rates  to  level  off  or  drop 

►With  inflation  at  3%  and  yields  close  to  8%,  a  5% 
real  return  puts  bonds  at  the  high  end  of  their  histori- 
cal range 

►An  8%  yield  on  Treasuries  is  close  to  the  10%  histor- 
ical average  return  on  stocks,  which  are  usually  riskier 


flation  and  interest  rates. 
And  for  long  bonds,  that's 
good  news. 

Bonds  yielding  nearly  8%- 
offer  returns  almost  5  points 
above  the  current  3%-  infla- 
tion rate.  Even  if  inflation 
hits  a  heady  4.5%,  you  still 
have  at  least  a  three-point 
margin  of  safety.  "The  cur- 
rent spread  above  inflation 
is  at  the  high  end  of  the 
range  for  real  return,"  says 
Dennis  Bushe,  a  fixed-in- 
come strategist  at  Pruden- 
tial Securities.  There's  even 
some  room  for  market  rates 


think  of  it  is  to  draw  an  ar- 
row at  the  long  end  of  the 
yield  curve,  says  Randall 
Merk,  senior  vice-president 
of  portfolio  management  for 
Benham  Mutual.  "That's 
where  the  market  thinks 
rates  will  go." 
ZEROS'  POPULARITY.  Most 
people  ignore  this  signal  and 
chase  the  highest-yielding 
bonds.  For  example,  now 
that  short  rates  are  rising, 
short-term  bonds  look  good. 
But  a  flattening  yield  curve 
means  those  tempting  re- 
turns aren't  likelv  to  last  and 


Personal  Business 


may  leave  investors  having 
to  reinvest  at  lower  rates 
when  these  bonds  mature. 
"What  appears  to  be  the 
least  attractive  option,  that's 
what  you  should  be  doing," 
says  fpa's  Rodriguez. 

Another  plug  for  long 
bonds  comes  from  compar- 
ing them  with  equities, 
which  return  107f  a  year  on 
average  over  the  long  term. 
With  8*^  Ti-easuries,  you're 
getting  awfully  close  to  that 
return  without  the  risk,  as 
long  as  you  have  enough 
time  to  hold  the  bonds  to 
maturity.  Zero-coupon  bonds 
look  even  better.  Since  they 
don't  pay  out  interest  until 
they  mature,  there's  no  risk 
you'll  have  to  reinvest  at 
lower  rates  if  you  hold  them 
to  maturity.  Indeed,  says 
Benham's  Merk,  money  has 
been  pouring  into  his  zero 
funds  for  about  two  months. 
Because  of  their  extreme 
price  volatility,  zeros  are 
paying  slightly  higher  yields 
than  long  bonds  (15-year  ze- 
ros yield  some  0.16  of  a 
point  more  than  30-year 
Ti'easuries). 

COLLEGE  GOAL.  If  last  year's 
rout  makes  you  skittish 
about  long-term  bonds,  there 
ai"e  ways  to  hedge  your  bets. 
Stick  with  goverament  bonds 
that,  unlike  municipals  or 
corporates,  have  no  credit 
risk.  Choose  maturities  that 
coincide  with  a  future  goal, 
such  as  paying  for  college 
tviition  or  retirement.  Or  lad- 
der yoiu-  portfolio  with  bonds 
of  different  durations  so  that 
you  always  have  some  bonds 
maturing  to  reinvest  at  cur- 
rent rates. 

Another  option  is  to  dol- 
lar-cost-average by  investing 
a  little  bit  during  each  of  the 
next  few  months  so  you 
won't  miss  out  if  rates  rise 
further.  Investors  with  a 
long  time  horizon  should  lock 
in  bonds  each  time  they 
break  8%  .  says  Bill  Fish,  an 
analyst  at  Donaldson,  Lufkin 
&  Jenrette.  Whatever  type 
of  investor  you  are,  you  can't 
go  too  wrong  putting  10*^  of 
>'our  portfolio  in  a  safe  long- 
term  investment  paying 
nearly  8%.         Pam  Black 


A  HIT  OF  OXYGEN  FOR 
MAINSTREAM  MEDICINE? 


During  a  game 
against  the  Philadel- 
phia Eagles  early  in 
the  NFL  season,  Dallas 

Cowboys  center  Mark  Step- 
noski  sprained  his  ankle  so 
badly  he  had  to  be  carried 
fi'om  the  field.  Team  doctors 
classified  liis  injuiy  as  severe, 
and  from  the  looks  of  the 
swelling,  it  was  a  good  bet 
Stepnoski  would  be  out  for 

\ 


torn  muscles  and  broken 
bones  at  up  to  15  times  the 
normal  rate.  And  because  in- 
creased oxygen  flow  con- 
stricts blood  vessels,  swelling 
is  kept  to  a  minimum. 

Although  it's  a  new  fad  in 
the  National  Foot- 
ball League — the 
Cowboys,  San  Francisco 
49ers,  and  New  York  Jets  all 
acquired  hbo  units  during 
1994 — HBO  therapy  has  been 
around  since  the  1940s,  when 
the  Navy  used  it 
to  treat  divers 
with  decompres- 
sion sickness,  or 


HEALTH 


MONSTER  MENDER:  Pro 

tearn^i  an-  great  believers 
1)1  hyperbaric  chambers 

weeks.  But  after  a  few  rides 
in  the  Cowboys'  "space  cap- 
sule," Stepnoski  walked  with- 
out ci-utches  in  two  days  and 
was  back  to  blocking  by 
week's  end. 

What  the  Cowboys  refer 
to  as  their  "space  capsule"  is 
a  hyperbaric  oxygen  (hbo) 
chamber.  The  4'/"-ft.-by-7-ft. 
steel  container  offers  a 
unique  form  of  physical  ther- 
apy by  facilitating  the  flow  of 
oxygen  to  injured  areas.  As 
HBO  units  become  more 
prevalent,  the  therapy  will 
move  beyond  professional 
athletes  to  weekend  war- 
riors. An  HBO  device  com- 
presses ambient  air  w-hile 
patients  breathe  pure  oxygen 
through  a  mask.  The  higher 
air  pressure  within  the  cham- 
ber accelerates  oxygen  disso- 
lution in  the  bloodstream. 
Thus,  healing  oxygen  reaches 


the  bends.  Only  within  the 
past  two  decades,  however, 
has  there  been  enough  re- 
search on  HBO  to  support 
other  medical  applications. 
Clinical  evidence  now  sup- 
ports— and  most  insurance 
covers — its  use  to  treat  burns 
and  bone  infections  with  vas- 
cular complications. 

Yet  proof  of  HBO's  efficacy 
in  treating  minor  trauma  in- 


juries, such  as  sprain 
strains,  and  fractures, 
mostly  anecdotal.  Thus,  mo 
insurers  don't  cover  its  u: 
for  those  conditions,  ev( 
though  case  studies  show  r 
coveries  can  be  twice  as  fas 
A  serious  sprain  may  tal 
three  one-hour  sessions, 
fracture  at  least  nine, 
$100  to  S200  per  hour. 
FUNDED  RESEARCH.  There  a 
more  than  300  HBO  faciliti 
across  the  U.  S.,  mostly 
hospitals  to  treat  s 
rious  conditions.  B 
as  more  teams  invest  in  uni 
and  report  improved  reco 
ery  times,  rehab  specialis 
predict  hbo  will  becomie 
accepted  a  physical  theraj 
as  ultrasound.  "We're  wai 
ing  for  insurance  companii 
to  realize  the  benefits,"  sa; 
Dr  Anthony  DiBlanda,  dii'e 
tor  of  the  Function 
Spine  Rehabilitati( 
Center  in  Hau 
pauge,  N.  Y. 

DiBlanda  is  d 
veloping  a  r 
search  protoc 
for  treating  bac 
patients  with  HB 
Studies  are  al: 

under  way 
-  Temple  Unive 
sity  in  Philade 
the  University 
British  Columbia.  Paul  Rei 
hart,  chairman  of  Vancouve 
based  Calipi"e  Technologie 
which  mai'kets  hbo  units,  sa; 
Cahpre  plans  to  back  more  r 
search  "to  convince  insure: 
and  industiy  that  hbo  will  g 
workers  back  on  the  job  fas 
er,  just  like  it  gets  playe 
back  in  the  game  faster." 
the  case  is  made,  many  moi 
people  will  be  riding  in  spa< 
capsules  to  heal  their  earth 
injuries  fast.    Kate  Murpl 


WORTH  NOTING 


■  CHARITY  CHECK.  To  make  sure  most  of  your  charitabk 
contributions  go  to  programs,  not  fund-raising  or  ad- 
ministrative costs,  review  the  Council  of  Better  Busi- 
ness Bureaus'  Annual  Charity  Index.  The  1995  edition  ' 
profiles  207  charities  and  includes  details  on  spending. 
It  costs  .$14.95  (plus  sales  tax  in  Virginia  and  New 
York).  Send  a  check  payable  to  cbbb  to  Charity  Index, 
Council  of  Better  Business  Bureaus,  Dept.  023,  Wash- 
ington, D.  C.  20042-0023. 


In  today's  uncertain  markets, 
^en  are^strength  and  stability'' 
more  than  just  buziwords? 

When  they're  backed 
jy  an  impeccable  balance  sheet 
and  healthy  profrts. 


MG  Raiings: 


If  you're  concerned  about  the  financial  strength  of 
your  insurance  and  financial  services  organization, 
here  are  some  questions  you  should  ask. 

What's  the  clearest  indicator  of  financial  health? 

A  balance  sheet  of  impeccable  quality,  conservatively 
managed.  Look  at  AlG's  financial 
statements.  You'll  find  $16  billion  m 
capital  funds;  $18  billion  of  general 
insurance  net  loss  and  loss  expense 
reserves;  and  $  1.9  billion  in  after-tax 
profits  in  1993. 

How  important 
are  the  designations  awarded 
by  the  rating  agencies? 

Very  important.  They  provide 
an  impartial,  thoroughly  researched 
measure  of  a  company's  financial 
strength.  AIG  holds  the  highest 
ratings  awarded  by  the  principal 
agencies.  They  are  a  prized  asset, 
enabling  us  to  capitalize  on  business  opportunities  not 
open  to  those  without  these  credentials. 

Are  there  substantial  differences  in  the  way 
insurance  organizations  are  managed? 

Yes.  Take  investment  and  underwnting  philosophies. 
In  investing,  AIG  has  an  insignificant  exposure 
to  high-yield  securities  and  commercial  real  estate. 


which  have  caused  so  many  problems  for  other 
companies 


Return  on  Equity 


AfG 

P/C  InduBt/y 
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The  overall  quality 
of  our  assets  is  excellent, 
with  new  cash  flow 
invested  primarily  m 
im'estment-grade  fixed- 
income  securities. 

We  also  believe 
underwriting  prohts 
are  fundamental  to 
the  long-term  stability 
and  health  of  a  company. 

For  years  these  beliefs  have  produced  outstanding 
results.  Including  a  return  on  equity  that  has  consistently 
exceeded  the  industry  a\'erage  by  a  wide  margin. 

What  other  qualities  should  I  look  for? 

A  strong  commitment  to  its  basic  business, 
a  diversified  business  portfolio  and  global  presence. 
AIG  is  the  largest  underwriter  of  commercial  and 
industrial  coverages  in  the  U.S.  'We  also  have  an 
international  network  second  to  none. 

So  if  you're  looking  for  hnancial  strength,  stability 
and  commitment  for  the  long  term,  as  well  as  the  other 
qualities  AIG  has  demonstrated  for  years- creativity, 
service  and  a  willingness  to  consider  new  ways  of 
solving  financial  problems  —  we  want  to  hear  from  you. 


AIG 


World  leaders  in  insurance  and  financial  services. 

American  liitei  national  Croup,  Inc.,  Dept.  A,  70  Pine  Street,  New  York,  NY  1U27U. 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512 
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Marketplace 


BUSINESS  WEEK  MARKET  PLA, 
500  N  MICHIGAN  AVE,  SUITE  20 
CHICAGO.  ILLINOIS  60611 


I 


Telecommunications  Products 


Two  Cellular  Phones 
-  One  Nuiiiber  — 


Order  this  handheld 
MOTOROLA  phone 
and  we  will  put  it  on 
the  same  number  as 
your  existing 
cellular  phone! 


No  second  bill,  no  second 
number  to  give  out! 

^  Programmed  to 

Only  $495    your  existing 

cellular  number! 

Spy  Supply,  Inc. 

1212BoylslonSl.  #120 
Chestnut  Hill,  MA  02167 

(305)  340-0579  •  (617)  327-7272 


Videos 


(Ik  TomKat 

1  1' 

1 T 

1  111 

5 

Who  do  you  know^  : 
Who  knows  you!\ 
POWER  NETWORKING  j 
secrets  from  the  master, 
Sandy  Vilas.      539  9s 

S  Masltrtard 
ctepled 

(800)  S80-08S7 

Investment  Services 


Growling  bear 
eating  your 
investments? 

Protect  yourself.  Read 
the  Agressive  Investor 

Three  months  $  55 
One  year  $  195 
The  Agressive  Investor 

P.O.  Box  4011 
Cerritos,  CA  90703-4011 


Business  Services 


-RESEARCH  REPORTS- 

19,850  academic  topics  available' 
Send  $2  00  lor  the  290-page  catalog 
Custom-written  reports  available 
RESEARCH  ASSISTANCE 
11322  Idaho  Ave  ,  #206BF, 
Los  Angeles.  CA  90025 
Toll  Free  Hotline:  800-351-0222 
 (or  310-477-8226)  


Menswear/Fastiion 


MEN*S  WIDE  SHOES 

EEE-EEEEEE,  SIZES  5-13 

Extra  width  tor  men  who  need  it. 
Excellent  variety,  styling  and  quality. 
Send  for  FREE 
CATALOG 


The  WIdesI  Seleclion  ol  the  Widest  Shoes  Anywhere! 
HITCHCOCK  SHOES.  INC 

Dept.  .S.S  A  Hingham,  .MA  02043 


Office  Supplies/Equipment 


America's  Lowest  Priced  MlimjjSA^ 
Office  Supplies  Direct  to  W  ''^mjmf;. 


PACK^PD  Gtnuine 
HP  Ink  Jet 
Cartridge 
•  For  DeskJet/ 
DeskWriter 
andnwstHP 

EA  #51626A 


i$22i9 


11 -Pt.  Manila 
Reinforced  Top 
Folders  fl"^ 

•  l[3  cut  maie. 

•  letter  size 

SA99 
#2153L  t 


Bxyino 


I'Clearvue"' 
Cardinal'  Binder 


Cokjmbian' 
#10  Envelope 


•  24  lb.  w  hite  wove 
(COOS  ^  BX/500 


'yon  simply  won't  find  lower  prices  on  brand  name  office  supplies  than  at  Wholesale 
Supply  Company.  Over  9,700  different  items,  same-day  shipping,  and  all  at  pnces  you 
liave  lo  see  to  believe.  'We  guarantee  it. ..or  5%  back  on  your  purchase!  Call  for  details 

' ''''' '"'^  ""^"g     1-800-962-9162  Adcodeoos^ 


Golf  Schools 


GOLF  IS  GOOD  BUSINESS 
BETTER  GOLF  IS  BETTER  BUSINESS 

THE  AMELIA  ISLAND  PLANTATION 
GOLF  SCHOOL 
1-800/874-6878 


Financial  Services 


HEDGE 


Thie  top  sources  of  information 

about  global  managed 
derivatives  and  hedge  funds. 

To  find  out  more,  wnte  or  call 
Managed  Account  Reports 

220  Fifth  Avenue   19th  Floor 
New  York  NY  10001-7781 
telephone:  (212)213-6202 
fax:  (212)213-1870 


Business  Services 


CUSTOM  COMPANY 
NEWSLETTER -$99 


To  receive  a  sample  copy  with  your 

company  name  Imprinted,  and 
more  information,  please  fax  your 
request  on  company  letterhead  to: 


(310|  273-OT33 


Computer  Services 


TURN  YOUR  SIGNATURE 
AND  COMPANY  LOGO  INTO 
ANY  SIZE  FONT  INSTANTLY! 

For  Wmdows  PC  or  Mac 
also 

Imaging  &  Networking  Specialists 
For  Information 
Phone:  213/250-8901 
Fax:  213/250-8252 


Computer  Equipment 


HEWLETT-PACKARD 
Buy-Sell-Tnd« 

LaserJet  ColorPro 
DesUet  Orall  Pro 

RuggedWmer  Dratt/Masler 
Eleclrostailc  Plotters  [JeslgnJet 
HP  9000  Workstations  and  Vectras  also  available. 
Ted  Dasher  &  Associates 

4117  Second  Ave  ,  S.  Birmingham.  AL  35P2J 
Phon«:  205/591-4747  Fai:  205/591-1 10S 
S0Q«3«-4S33 


Education/Instruction 


•iARN  YOUR  COLLEGE  DEGREE  AT  HO 


•  E  S  S  M  B  A  in  Business  njAnU/If' 
■  B  3  in  Environmental  Studies  LnnUW R 


UNIVERSI 


ACCREDITED  MEM 


•  M.S.  in  Management/ 
Environmental  Studies 

•  Approved  lor  tuition  and  Collects 
reimbuisement  by  major  companies. 

For  a  free  catalogue  call  1-800-767-CH/ 


University  Degrees! 


Approved  Self  Paced  Home  Stu 
Associate  Bachelors  Masters  Pool 

Business  Admin,  Public  Admin,  He 
Care  Admin,  Human  Resources.  Finar 
nlernational  Business,  Tech  Mgmt,  I 
Paralegal,  Psychology   Call  lor  broch 
(300)477-2254  (24  hrs) 
Southern  California  University 
for  Professional  Studies 
1840  E.  17  St-BW,  Santa  Ana,  CA  92 


Education/Instruction 


ASSOCIATE,  BACHELOR'S,  MASTEi 
DEGREE  for  Academic,  Military  a 
Work  Experience  Accredited.  Se 
resume  for  Free  Evaluation.  No  cU 
attendance 

AD.-VM  SMITH  UNIVERSITY 
2200  Main  St.,  Suite  600-BW 
Wailuku,  Hawaii  96793 
1-800/732-3796 


mm 


(."/"am  your  nu-cl 
^ >  USNY/Regent-: 
Nursing  using  Moy 
fOR  fffff  INFORMATION  OR  A  TRANSCRIi, 
[VAIUATION,  CALL  OR  WRtU  TODAY! 


i\n  Bclmjn:  Slnl 
N.,^l,Vlllc.  TN,  1721 


Bjhiuitiotial 


t -800-737-2222 


FREE  VIDEO 


EXTERNAL  DEGREE: 

BA/BS  MS/iVIBA  PhD/JD 
I  Credit  for  work  /lite  exp  •  Accredit 
(800)  444-8569  (24  hrs.) 

LaSalle  University  | 

I  Dept.  569  Mandeville,  LA  70470-4C  J 


D  RATES  AND  INFORMATION 
=HONE:  (312)  464-0500 
FAX;  (312)  464-0512 
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Marketplace 


BUSINESS  WEEK  MARKET  PLACE 
500  N  MICHIGAN  AVE,  SUITE  2010 
CHICAGO,  ILLINOIS  60611 


Real  Estate 


Prestigious  Nine  Bar  Ranch  For  Sale 


Developed  4000  Acre  Purebred  Cattle  and  Horse  Operation  Located 
9  Houston.  Texas  •  Renowned  International  Reputation  •  Excellent 
ay  Frontage  In  Houston's  Growth  Corridor  •  Meticulous  Attention  to 
4  Amenities  •  Never  Before  on  Market  •  Brochure  Available  •  Contact 
er  L.H.  Myers  Tel:  713/840-8853,  Fax:  713/840-8854. 

A.  L.  Salley  Realty 

appd.ili^iiig  Ml  picaliQious  f.uiii  X  latuh  proprrtirs 


Travel 


;  AIRLINE  TICKETS 

MCE -EARN  TWICE!  JOIN 
[NETWORK'S  FREQUENT 
PROGRAM/ 300+  locations 
$1  BILLION  SALES 

L 1-800-222-2220 


MPUTERS.  CAMCORDERS, 
S  OR  ANYTHING  PORTABLE 


Privati  ID"' CALL 

1-800-872-4326 
to  find  owner 
S";;;Ir1013254 

Send  check  or  money  order  lo 
USA  IDENTIFICATION  COMPANY 
P.O-  Box  1572  Trenlon.  NJ  08629 

Of  Call  1-800-USA-ID-CO 


estment  Services 


ION  PRINCIPAL  TELLS 
/TO  TRADE  OPTIONS 
LIKE  A  BOOKIE!! 

.  ViJeo  &  UK)  Page  Book 
125.00  MC/Visa/Amex 
alisfaction  Guaranleed 
shipping  via  2-day  Fed-X 
raphfax  Corporatlun 
908/360-2240 


>VERTISE  IN  THE 
3  US  I  NESS  WEEK 
5TPLACE  AND  REACH 
LLION  RESPONSIVE 
READERS!! 

;xt  Marketplace  Section 
3ses  on  January  23. 

'ates  and  information 
call,  fax  or  write: 

Susan  Roth 
less  Week  Marketplace 
orth  Michigan  Avenue, 

Suite  2010 
Zhicago,  IL  60611 
lone  312/464-0500 
Fax  312/464-0512 


Business  Opportunities 

Gain  Financial 
Independence  By 
Usina  Inside  Secrets 
To  Help  Companies 
Get  Business  Loans 

(St.  Louis)  Every  day,  busine,s,s  loan.s 
are  turned  down  because  borrowers 
either  didn't  approach  the  right  lender 
or  clearly  communicate  their  strengths. 

Enter  the  S&K  Group,  part  of  an 
innovative  CPA  firm  which  for  20 
years  has  helped  chents  fund  their 
loans  with  phenomenal  success. 
S&K's  "inside"  secrets  have  given 
them  an  almost  unfair  advantage,  at- 
tracting funds  for  their  clientslike  a 
magnet,  receiving  a  substantial  fee 
each  time  they  succeed. 

TTie  S&K  Group  is  now  training 
associates  to  offer  this  same  service 
in  their  own  market  areas  to  clients  who 
have  been  knocking  on  the  wrong 
doors — and  who  have  been  making 
their  appeals  without  adequate  clarity, 
persuasiveness,  or  professionalism. 

In  addition  to  capital  acquisition 
skills,  S&K  associates  learn  how  to 
offer  expense  reduction  counsel.  Fo- 
cusing on  specific  overhead  areas, 
associates  receive  half  of  the  first 
year's  savings  plus  half  of  all  re- 
funds they  uncover.  Again,  their  fee 
is  contingent  on  results. 

With  tees  tvpicallv  ranging  from 
$10,000  to  $50md  or  moK  on  a 
single  case,  just  one  client  each 
month  can  generate  a  six-figure  in- 
corne.  Tliis  consultant  business  re- 
quires little  more  than  a  personal 
computer,  fax,  and  phone. 

Approximately  $  1 2,000  is  needed 
for  startup.  To  request  full  details, 
call  (800)  660-0330,  toll-free. 


Presentation  Equipment 


YOUR  SOURCE 
for 

VISUAL  COMMUNICATION 
PRODUCTS 


AUDIO  VISCAL  FrRNlTllRK 

COMPUTER  FURNITURE 
PPESENTATION  PRODUCTS 
MEDIA  STORAGE  SYSTEMS 
SLIDE  FILING/VIEWINC  .SYSTEMS 
PR0.IECT10N  SCREENS  &  ACCESSORIES 

For  free  sales  literature,  contact 
SCHOTSMAN  ENTERPRISES  LTD 
Manufacturers  of  Specialty 
Products 
PO  Box  1090 
Buffalo,  NY  14240-1090 
Tel.  905/679-3255 
Fax  1-800/363-0553 


Business  Opportunities 


BUILD  YOUR  FUTURE 


Apply  to:  DSR  Program 

930  Main  Street 
Acton,  MA  01720 
Fax:  308/263-4159 


•  Premium  Contemporary  Post  &  Beam 
Homes 

•  Supenor  Materials 

•  Unsurpassed  Design.  Service  and 
Marketing  Support 

Sales  Territories  available  for  qualified 
entrepreneurs  wfio  are  capable  of 
running  an  independent  business 


DECK' . 
HOUSE 


Management  Education 


MAN  AG  ERS/LEADERS 

Cain  the  Competilive  Edse 
Eliminate  waste,  reduce  costs. 
Increase  productivity  &  quality. 
Learn  to  build  efTective  teams. 
CaU  For  Free  Information 
1-6 19-448-6045 


Sales  Promotion/Display  Products 


Literature  Displays 


LARGEST  SELECVON 
IN  THE  COUNTRY 


Business  Opportunities 


Business  Opportunities 


MEDICAL  BIILING 


Start  Your 
Own  Business 

Process  Health  Insurance 
Claims  Electronically. 
No  experience  required. 
Excellent  income  potential. 
Investment 
$3,495-57,995 


1-8Q0-697-1569  ext.  225 


I^ATIONAL  CLAIMS  SERVICE^ 


Business  Opportunities 


Twenty  Businesses  You 
Can  Run  From  Your  Home 
With  A  Computer! 

FREE  Cassette  Tapes:  These  free,  two 

I  RLL  L.isscttes  wdl  explain  how  you  can  start  sev- 

CBSl  486  Computer  eral  or  all  of  these  twenty  turnkey  businesses 
part-time  and  still  retain  the  security  of  your  present  position.  If  you 
purchase  our  software  and  business  program,  we  will  give  you  the  com- 
puter and  printer.  If  you  already  own  a  computer,  you  may  receive  a 
discount.  Some  individuals  are  now  earning  $4,000  to  $10,000  per 
month  part-time.  Free  home  office  training.  Financing  available. 
To  receive  free  cassettes  and  color  literature,  call  toll-free: 

1-800-343-8014,  ext.  769 

  Computer  Business  Services,  Inc. 


Acyi/ii/c  Spctikcrs: 
Gioiu.F  Bush 
Former  President  uj  the 
United  States  of  America 
Pi.R(  V  Barn  i.\  I  K 
Chairman  and  CEO, 
Asea  Brown  Boveri 

THK  HoNDRABll   RONAI  D  BroWN 

U.S.  Secretaiy  of  Commerce 

hi  association  with: 
Gl-MINI  CONSLH  IING 

New  York  Lif-k 
Insuranc:k  Company 

Thomas  Grolm',  Inc. 

Z[-,Nii'ii  Daia  Svsri'MS 


WitI)  the  support  of: 

Whari'on  Exi.cu  i  I vk 
EnucA  rioN 

London  Schocm, 
of  econ-omics 


BusinessWeek 


The  1995  Business  Week  Presidents  Forum 

21st  Century  Capitalism:  New  Rules  for  the  Global  Economy 

At  the  Boh  Hope  Chrysler  Classic 
Date:  February  15-18,  199S 

Place:  Hyatt  Clrand  (Champions,  Indian  Wells,  California 


Executive 
programs 


SlCNlMCANT  ECONOMIC  AND 
Roi  n  iCAl.  c;haN(;hs  around  the 
world  have  opened  doors  to  new 
global  markets.  Today's  corporate 
leaders  must  tread  quickly  and  with 
conlidence  to  achieve  success  in 
these  unchartered  waters. 

Leading  the  way,  Bttsmess  Week  is 
protid  to  present  The  1995  Business 
Week  Presidents  Font  in:  2  lst-(.entitry 
Capitalism. 


For  corporate  presidents,  CEOs,  and 
chairmen,  this  high-profile  gathering 
is  an  ideal  way  to  gain  valuable  busine:- 
insight  and  contacts. 

Take  advantage  of  this  strategic 
business  opportunity.  For  registra- 
tion information,  please  call  Julie 
Terranova,  registrar,  Business  Weet 
Executive  Programs,  212-512-31.li 


BusinessWee 


nyhr  I'I'lt  hUl.nnv-tlill.  /,;, 


Beyond  neirs.  Inlelliaence. 


isiness  Week  Index 


DUCTION  AND  LEADING  INDEXES 


ige  from  last  week.  1 ,4%  :      from  last  week:  0.  ]  % 

ige  from  last  year:  8.3%  Change  from  last  year:  7.0% 

LEADING  INDEX 


_■  •  ■  ■  •  •  ■  ■  ■  1  ■  ■  220 

Apr,  Aug.  Dec. 

1994  1994  1994 

es  are  4-week  moving  averages 

iduction  index  increased  during  the  week  ended  Dec.  24,  with  gains  in 
lily  adjusted  auto,  truck,  and  steel  output.  Before  calculation  of  the 
ek  moving  average,  the  index  increased  to  123.2,  from  121.5. 
ding  index  edged  up  only  a  bit  in  the  latest  week.  Higher  stock  prices 
<er  business  failures  led  the  increase.  The  unaveraged  index  also 
little,  rising  to  252.3  from  a  revised  252  in  the  week  ended  Dec.  17. 

:tion  index  copyright  1994  by  McGraw-Hill  Inc  BW  leading  index  copyright  1994  by  CIBCR 


)ING  INDICATORS 


LATEST      WEEK  YEARLY 

WEEK        AGO  %  CHG 

PRICES  (12/30'  S&P  500  460.94     458.82  -1.8 

RATE  BOND  YIELD,  Aaa  (12/30)  8.43%    8.45%  21.5 


iSTATE  LOANS  (I2/2I)  billions  $455.9     $455. 5r  8.7 

'  SUPPLY,  M2  (12/19)  billions  $3,559.0  $3,559.2r  0.8 

L  CLAIMS.  UNEMPLOYMENT  (12/17)  thous    325       323      1  5 

S:  Center  for  International  Business  Cycle  Research  (CIBCR),  Standard  & 
Moody's,  Journal  of  Commerce  (index;  1990=100),  Dun  &  Bradstreet  (failures 
companies),  Federal  Reserve,  Labor  Dept.  CIBCR  seasonally  adjusts  data  on 
.  failures  and  real  estate  loans.  'Historical  data  available  from  CIBCR. 


REST  RATES 


PRODUCTION  INDICATORS 


STEEL  (12/31)  thous.  of  net  tons 

LAnST 
WEEK 

2,045 

WEEK 
AGO 

1,995# 

YEARLY 
%  CHG 

28.8 

AUTOS  (12/31)  units 

0 

141,940 

NM 

TRUCKS  (12/31)  units 

0 

110,958 

NM 

ELECTRIC  POWER  (I2/3I)  millions  of  kilowatt-hrs. 

NA 

59,421# 

NA 

CRUDE-OIL  REFINING  (12/31)  thous.  of  bbl./day 

NA 

13,896# 

NA 

COAL  (12/24)  thous.  of  net  tons 

20,345# 

20,504 

28.8 

PAPERBOARD  (12/24)  thous.  of  tons 

NA# 

NA 

NA 

PAPER  (12/24)  thous.  of  tons 

NA# 

NA 

NA 

LUMBER  (12/24)  millions  of  ft. 

377.6# 

499.7 

12.2 

RAIL  FREIGHT  (12/24)  billions  of  ton-miles 

23. 7# 

24.5 

25.4 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept.,  American  Forest  &  Paper 
Association,  WWPA',  SFPA',  Association  of  American  Railroads 


PRICES 


LATEST  WEEK  YEARLY 

WEEK  AGO  %  CHG 

GOLD  (1/4)  $/troy  oz.  375.600  381.750  -5.0 

STEEL  SCRAP  (1/3)  #1  heavy,  $/ton  144.00  143.50  3.2 

142.4  140.4  66.2 

94.0  91.0  77.4 

COTTON  (12/31)  strict  lovtf  middling  1-1/16  in.,  g/lb.  86.32  82.14  38.4 

OIL  (1/3)  $/bbl.                                              17.43  17.64  16.6 


LATEST      WEEK  YEAR 
WEEK        AGO  AGO 
JAPANESE  YEN  (1/4)  ioi.2i    100.32  112.30 


AL  FUNDS  (1/3) 

LATEST 
WEEK 

5.98% 

WEEK 
AGO 

5.60% 

YEAR 
AGO 

3.03% 

ERCIAL  PAPER  (1/3)  3  month 

6.32 

6.31 

3.29 

MCATES  OF  DEPOSIT  (1/4)  3  month 

6.38 

6.37 

3.25 

MORTGAGE  (12/30)  30-year 

9.18 

9.34 

7.24 

TABLE  MORTGAGE  (12/30)  one-year 

7.38 

6.73 

4.27 

(1/4) 

8.50 

8.50 

6.00 

Federal  Reserve,  HSH  Associates,  Reuters  Holdings  PLC 


GERMAN  MARK  (1/4) 

1.56 

1.57 

1.74 

BRITISH  POUND  (1/4) 

1.56 

1.54 

1.48 

FRENCH  FRANC  (1/4) 

5.37 

5.43 

5.92 

ITALIAN  LIRA  (1/4) 

1626.5 

1642.8 

1694.5 

CANADIAN  DOLLAR  (1/4) 

1.41 

1.40 

1.32 

MEXICAN  PESO  (1/4)3 

5.410 

4.975 

3.104 

Sources:  Maior  New  York  banks.  Currencies  expressed  in  units  per  U.S.  dollar, 
except  for  British  pound  in  dollars 


ata  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
nt.   l=Vl/estern  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


'HE  WEEK  AHEAD 


IMENT  DEBT 

',  Jan.  9>-  Consumers  are  expected 
added  a  hefty  $12  billion  to  their 
lent  debt  in  November,  following 
■'s  increase  of  $11.6  billion.  That's 
Jian  forecast  of  economists  surveyed 
International,  a  unit  of  McGravi^-Hill 
volving  credit  should  account  for  a 
nk  of  the  increase.  Both  MasterCard 
tional  Inc.  and  Visa  usa  Inc.  report- 
p  increases  in  card  activity  vs.  a 

CER  PRICE  INDEX 

V,  Jan.  10,  8:30  a.m.  ►  The  mms 


economists  look  for  the  December  producer 
price  index  to  rise  by  0.2%,  after  Novem- 
ber's 0.5%  jump.  The  core  index,  which 
excludes  the  volatile  energy  and  food  sec- 
tors, is  expected  to  increase  0.2%  as  well. 

CONSUMER  PRICE  INDEX 

Wednesday,  Jan.  11,  8:30  a.m.  ►  The 
December  consumer  price  index  is  expected 
to  rise  by  0.3%,  says  the  median  forecast, 
the  same  as  in  November.  The  core  index 
should  post  a  0.3%  increase  as  well.  Price 
resistance  by  consumers  is  the  chief  reason 
why  many  producers  cannot  pass  along  their 
higher  costs.  Consumer  inflation  will  end 


1994  at  about  2.7%,  the  third  consecutive 
year  that  inflation  has  been  below  3%. 

RETAIL  SALES 

Friday,  Jan.  13,  8:30  a.m.  ►  Retail  sales 
in  December  are  expected  to  have 
increased  by  0.6%,  following  November's 
1.2%  gain.  Excluding  car  sales,  buying  is 
projected  to  have  been  up  by  0.5%.  If  the 
forecasters  are  right,  real  retail  sales  in  the 
fourth  quarter  appear  to  have  registered 
the  strongest  quarterly  advance  in  eight 
years,  and  that  includes  the  superstrong 
showings  in  the  final  quarters  of  both  1992 
and  1993. 


TRIAL  MATERIALS  PRICES  (12/30)  112  8     in  7       na*        COPPER  (12/31)  iz/ib. 


ESS  FAILURES  (12/23)  267       331    -11.6         ALUMINUM  (12/31)  c/ib. 


OIL  (1/3)  $/bbi. 


17.43  17.64 


16 


Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals  Week,  Memphis 
market,  NYMEX 
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Fidelity 
Investment 
Challenge  ^ 

LEADERS 


Update  #3  •  aosing  Values  as  of  12/28/94 


Here  are  lliis  weeks  leaders  Al  ihe  eonelusiun  of  ihe  coin- 
in  the  Fidelily  Inveslmeiil  petilion,  February  10,  1995, 
Challenge.  On  November  14.  the  participant  with  the  high- 
over  .^500  amateur  ii)\estors  esi  equity  \alue  will  win  a 
began  trading  wilh  a  fictional  Eagle  Vision  T.Si  plus  '2.(100 
2.S0,()00  ponfolui  Over  the  in  cash.  Other  participants 
course  of  ihe  next   months,  will  v\  in  cash.  Fidelily 
ihey  will  buy,  sell,  or  shoil  Online  Xpress software 
sell  any  stock  lisled  on  the  and  .Market  Master  l-shii1s 
NYSE,  AMEX,  or  OTC.  tor  their  performance, 

THE  TOP  3D  AMATEUR  INVESTORS 

Rank  Invesloi  City.  State  Equity  Value 

1  JayPlisco  Cold  Spring  Harbor,  NY  $493,785 

2  Jamie  Weiss  Portsmouth,  NH  S430,t26 

3  William  Miller  Murfreesboio,  TN  S399,355 

4  Henry  Sodke  Austin.  TX  $364,668 

5  Charles  Lechialo  West  Newton,  MA  $362,985 

6  Anatoly  Raklyar  Brooklyn,  NY  $362,780 

7  Eric  Baud  New  York,  NY  $350,780 

8  Michael  Wishnei  New  York,  NY  $347,453 

9  David  Euanseo  Boca  Raton,  FL  $345,724 

10  Yitzhak  Peykai  Brooklyn,  NY  $344,633 

11  Glenn  Corbett  Arlington,  VA  $338,060 

12  James  Devine  Waldorf,  MD  $334,573 

13  Mike  Gilleddei  Morristown,NJ  $333,470 

14  Peter  Howard  Toluca  lake,  CA  $333,231 

15  Robert  Kral2  New  Hyde  Park,  NY  $331,859 

16  George  Mergenov  Longwood,  FL  $330,077 

17  Ronald  Cleveland  Memphis,  TN  $328,085 

18  Dennis  Hansen  Pittsbuigh,  PA  $325,1  12 

19  Man/m  Miller  Sugaicieek,  OH  $324,787 

20  Terry  Hall  Burlington,  MA  $323,693 

21  Robert  Fisher  Chelmstoid,  MA  $316,189 

22  A.  Robert  Lawton  Wexloid,PA  $312,777 

23  Jim  Fox  Saginaw  Ml  $312,233 

24  Mark  Morgan  East  Lansing,  Ml  $311,726 

25  David  Bradley  Asheville,NC  $311,725 

26  VirgelViets  Wethersfield,  CT  $311,331 

27  Fenton  Scruggs  Cleveland,  TN  $310,316 

28  James  Luijaresi  Glen  Head,  NY  $309,130 

29  Ramon  Chen  San  Anselmo,  CA  $309,122 

30  Gregory  Spencei  Sarasota,  FL  $308,931 

THE  COMPETITION  UP  CLOSE 

Average  Portlolio  Value  $243,336 

Average  Percentage  Increase  -2,67% 

Average  Numbei  of  Trades  Used  22 

Portfolio  Value  ot  the  lOOih  Ranked  Account  $285,283 

The  Fidebty  Investment  Challenge  is  Sponsored  By 


Fideliiy 


Immsiments 


With  Special  Thanks  To  hi,',' 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company, 
IViost  subsidiaries  are  indexed  under  their  own  names. 
..Coijipqnies  listed  only  in  tables  are  not  included.. 


Absolut  78 
Advanced  Micro 

Devices  60 
Aetna  68 
All  American 

Gourmet  36 
America  Online  10 
American  Express  66 
American  Textile  42 
Ames  Department 

Stores  32 

Apple  Computer  36,  60, 
84,  86 

AT&T  38,  82 


B 


Bally's  Grand  34 
Banca  Serfin  55 
Bancomer  55 
Bankers  Trust  New 
York  41 

Baring  Securities  42,  55 
Bausch  &  Lomb  1 1 
Bear  Stearns  42 
Beatrice  78 
Benfiam  Mutual  93 
Bernstein  Research  68 
BevMark  6,78 
Black  &  Decker  91 
Borland  16 
Boston  Co.  66 
Boston  Consulting 
Group  78 
Bradlees  32 
Brooklyn  Brewery  6 
C 


Caesars  Palace  34,  72 
Calipre  Tectinologies  94 
Canon  84 
Caremark 
International  38 
CBS  38 

Cfiarles  Schwab  92 
Chrysler  42 
Chubb  68 
Cifra  42 

Circus  Circus  72 
Citicorp  42 
CNA  Financial  68 
Coca-Cola  38,  78 
College  Retirement 

Equities  78 
Compaq  Computer  60, 

84,86 

Computer  City  38 
ConAgra  36 
Continental  68 
Corporacion  Industrial 
San  Luis  42 
Cyrix  60 
D 


Dataquest  86 
Dean  Foods  42 
Dell  Computer  84 
Desert  Inn  34 


Detroit  Pistons  91 
Discount  Tire  35 
Display  Technologies  86, 
Donaldson,  Lufkin  & 
Jenrette  92,  93 
Dreyfus  66 
DuPont  78 
E 


Equifax  72 
Ernst  &  Young  68 
Eurotunnel  38 
F 


FirePower  Systems  84 
Forrester  Research  84 
FPA  New  Income 
Fund  93 

Franklin  Templeton  55 
Fujitsu  84 
F.W.  Dodge  25 
G 


Gateway  2000  86 
GE  35 

General  Foods  38 
Global  Information 

Solutions  38 
Goldman  Sachs  36 
Goldstar  84 
Goodyear  Tire  & 

Rubber  35 
Grupo  Carso  42 
Guilford  Mills  42 
H 


H.J.  Heinz  36 
Harris,  Bretall,  Sullivan 
&  Smith  72 
Healthy  Choice  36 
Hilton  Hotels  72 
Hitachi  84 
HSC  Software  16 
Hyundai  15 


IBM  38,60,82,84,86 

Imax  81 

Incredible  Universe  38 
Industrias  Peholes  55 
Intel  16,60,81,84 
International  Data  84, 
86 

Investors  Group  78 
in  34,  72 
in  Hartford  68 


James  Capel  55 
Janus  92 
J.C.  Penney  32 
Jenny  Craig  36 
J.P  Morgan  42 
Johnan  Shinkin  Bank  6 
J.W,  Charles 
Securities  72 


Kidder  Peabody  78 
Kmart  32 
Kraft  36,  38 
L 


Leading  Edge  84 
Legent  38 

Lehman  Brothers  55,  76 
Leifer  Capital  70 
Lipper  Analytical 
Services  66 
Lockheed  81 
Loews  38 
Lotus  16 
M 


Madison  Square 

Garden  34 
Marketdata 

Enterprises  36 
Marten  78 
Marvel 

Entertainment  72 
MasterCard  99 
McDonald's  28 
McGraw-Hill  10,25,99 
MCI  38 

Mellon  Bank  66 
Mendocino  Brewing  6 
Merrill  Lynch  70 
Microsoft  16,84 
Mirage  Resorts  34 
Mitsubishi  Electric  86 
MMS  International  99 
MobileComm  16 
Montgomery 

Securities  34,  42 
Moors  &  Cabot  72 
Morningstar  55 
Motorola  16,60 
Multinational 

Strategies  42 
N 


Nabisco  Biscuit  78 
NBA  91 
NCR  38 

New  Era  Optical  1 1 
New  York  Jets  94 
NFL  94 

Nomura  Securities  76 
Northern  Telecom  de 
Mexico  42 
NPD  Group  37 
Nutri/System  36 
NYNEXOIivetti  84 
Oppenheimer  72 
Organogenesis  72 


PageNet  16 
Pathfinder  Research  60 
Philip  Morris  36,  38 
Phillips  Petroleum  81 
Pioneer  84 
Pittsburgh  Pirates  31 
Playtex  Apparel  37 
Polar  38 

Portland  Brewing  6 
Power  Computing  84 
Procter  &  Gamble  60 
Prudential  Securities  93 
Putnam  Investment 
Management  42,  48 


QVC  38 
R 


Radio  Shack  38 
Radius  84 
Regional  Financial 

Associates  76 
Revlon  72 
Rich's  Department 

Stores  32 
R,R.  Donnelley  42 
Rubbermaid  35 
S 


lEI 


'S|ll 


San  Francisco  49ers 
Sara  Lee  37 
SAS  28 

Schwartz's  Intimate 

Apparel  37 
Science  Service  81 
Seagram  78 
Sears  32,  35,  37 
Sequent  Computer 

Systems  60 
Sharp  86 

Sheraton  Hotels  34 
Shimizu  80 
Situr  55 
SkyTel  16 
Snapple  Beverage  78 
Spring  Street  Brewing  j 
Standard  &  Poor's  68 
Strong  92 
Strong  Funds  66 
Sunkist  28 
Synopsys  60 
T 


i 


T.  Rowe  Price  92 
Takenaka  80 
Tandy  38 
Target  Stores  37 
Tele-Communications 
Telefonos  de  Mexico  ! 
Time  Warner  6,  78 
TLC  Beatrice  4 
Toshiba  84,  86 
Transportacion  Maritir  j' 

Mexicana  55 
Tropicana  78 
Twentieth  Century 

Fund  11 
U 


i 


U  S  West  84 


Viacom  33 
Vigoro  28 
Visa  99 

Vobis  Microcomputer 
W 


Wal-Mart  32,  35,  42 
Washington  Bullets  9 
Washington  Capitals  Si 
Weight  Watchers  36  '''' 
Wells  Fargo  4 
Westinghouse  81 
Wood  Gundy  78 

Z 


Zenith  Data  Systems 
Zurich  Insurance  68 
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Editorials 


MEXICO  STILL  HAS  A  LOT  GOING  FOR  IT 


Wall  Street  to  Mexican  President  Ernesto  Zedillo  Ponce  de 
Leon:  too  little,  too  late.  The  Mexican  stock,  bond,  and 
currency  markets  plunged  following  Zedillo's  Jan.  3  speech 
outlining  his  emergency  economic  plan.  An  $18  billion  credit  Une. 
No  wags  hikes.  Gover-nment  spending  cuts.  Continued  privatiza- 
tions of  state-owned  assets.  Yet  the  financial  community  is 
condemning  the  plan  as  insufficiently  bold  to  stem  the  peso's  col- 
lapse and  restore  investor  confidence  in  the  Mexican  economy. 

Give  Zedillo  a  chance.  Yes,  his  response  to  the  peso's  free  fall 
was  inept,  and  his  much-delayed  speech  was  less  than  stellar 
Yes,  there's  still  plenty  of  risk  of  social  um-est  and  political  tur- 
moil in  Mexico.  But  the  substance  of  the  plan  has  merit.  Zedil- 
lo is  strengthening  the  economic  ties  forged  last  year  with  the 
U.S.  through  the  North  American  Free  Trade  Agreement, 
especially  by  opening  up  the  banking  system  completely  to  for- 
eign ownership.  He's  accelerating  the  privatization  of  the  econ- 
omy. And  by  getting  the  major  labor  groups  to  limit  wage  in- 
creases, he's  offering  some  assurance  that  the  inflationary 
impact  from  the  devaluation  won't  set  off  a  wage-and-price  spi- 
ral. The  Clinton  Administration,  without  a  peep  of  protest 
from  the  Republican  leaderehip,  reacted  appropriately,  pledging 
to  lend  support  to  the  embattled  Mexican  government.  So  did 
private  bankers  and  international  financial  officials. 

In  pait.  Wall  Sti'eet's  negative  reaction  to  the  Zedillo  plan 
may  reflect  their  past  mistakes  about  Mexico.  All  last  year, 
U.  S.  brokers  enthusiastically  flogged  Mexican  bond  and  stock 
holdings  to  individuals  and  to  supposedly  savvy  institutional 
investors  while  playing  down  the  risks  of  investing  in  devel- 
oping countries.  Besides,  few  money  managers  predicted  a 
massive  devaluation.  This  is  remmiscent  of  the  1920s,  when 


Wall  Street  coined,  money  by  seUing  Mexican  and  other  L 
in  American  bonds  to  individuals — a  strategy  that  backfu 
during  widespread  defaults  in  the  1930s.  Back  then,  howe\ 
Mexico  and  other  Latin  American  economies  were  dep^ 
dent  on  highly  volatile  commodities. 

Today,  Mexico  has  a  veiy  strong  industrial  base  and  a  grc 
ing  middle  class.  A  lot  is  going  right  in  the  real  economy,  i 
Zedillo,  by  speeding  some  key  nafta  reforms  could  end  up 
strengthening  the  system  even  more.  The  problem  lies  more 
the  financial  markets,  where  some  key  risks  were  glosj 
over  and  everyone  tried  to  make  too  much  money  too  f£ 

The  Mexican  eruption  is  not  the  first  financial  crisis  |i 
the  global  spread  of  free-market  economics.  And  it's  not  lilf- 
ly  to  be  the  last.  A  similar  set  of  risks  exists  for  almn 
every  other  developing  nation,  from  Argentina  to  Chin;- 
though  not  all  will  succumb.  The  developing  nations  n 
creating  vibrant  manufactming  and  service  economies  by  1 
lowing  the  same  fi-ee-market  blueprint:  bringing  inflatin 
rates  down,  reducing  budget  deficits,  liberalizing  trade,  a  ; 
privatizing  publicly  owned  companies.  Yet  in  coming  years, 
emerging  economies  will  experience  a  difficult  transition,  ^ 
Mexico  has,  fi"om  an  authoritarian  political  framework  t(a 
more  democratic  system— a  transition  that  will  often  create  ,i 
economic  or  financial  crisis. 

The  industiial  world  should  do  its  best  to  keep  instabil  f 
in  the  developing  nations  to  a  minimum.  But  investoi-s  and  - 
dustrial  governments  need  to  remember  that  in  the  emergi? 
world,  free-market  capitalism  is  frontier  capitalism.  As  myai 
with  a  sense  of  American  economic  history  should  kno', 
fi'ontier  capitalism  is  risky,  but  it  pays  off  big  in  the  long  ni 


TO  CUT  WELFARE,  CUT  THE  NEED  FOR  IT 


Like  few  other  issues,  welfare  hits  a  nerve  with  Americans. 
With  real  wages  still  below  their  level  of  a  decade  ago, 
taxpayers  have  Uttle  desire  to  support  the  nonworking  poor 
No  wonder  politicians  ai'e  lining  up  to  see  who  can  be  the 
most  tough-minded.  In  their  Contract  With  America,  House  Re- 
publicans vowed  to  deny  benefits  to  unwed  mothers  under 
18,  with  the  savings  being  used  for  adoption,  oiphanages,  or 
homes  foi"  unwed  mothei's.  And  to  save  money — $40  billion  over 
five  yeai-s  is  the  claim — House  Speaker  Newt  Gingiich  and  his 
supporters  would  tighten  eligibility,  limit  benefits  to  immi- 
grants, and  slash  spending  on  food  stamps  and  other  pro- 
grams by  as  much  as  5%.  Trying  hard  not  to  be  outdone. 
President  Bill  Clinton  is  rethinking  the  welfare-reform  plan  he 
unveiled  last  June,  which  would  have  set  a  two-yeai-  limit  on 
Aid  to  Families  With  Dependent  Chikh-en  and  curbed  benefits 
to  new  welfare  mothers  who  refuse  to  establish  paternity. 

The  current  welfare  system  needs  an  overhaul.  But  as  Clin- 
ton and  the  GOP  get  tough  with  welfare,  something  veiy  impor- 


tant is  getting  lost:  the  fate  of  the  poorest  children.  The  latfc 
attempts  at  welfare  reform  are  more  likely  to  huit  childiji 
than  help  them.  For  example,  denying  welfare  benefits  to  ell- 
cfren  without  a  legally  recognized  father  would  knock  an  eg- 
mated  2.8  million  children  off  the  rolls  and  into  the  streets,  \vi 
disastrous  long-teiTn  results.  Similaiiy,  curbs  on  food  stanrs 
may  save  money  in  the  short  iiin,  but  at  the  cost  of  more  hi'- 
giy  and  malnouiished  children. 

That's  why  any  attempt  to  fix  welfare  must  focus  on  givijr 
the  chilcfren  on  welfai'e  today  the  skills  and  health  they  need  ) 
be  independent  tomoiTow.  Educational-assistance  prograi 
such  as  Head  Stait  should  be  strengthened.  So  should  pre-i 
tal  cai-e.  Perhaps  families  that  take  their  chilcfren  for  regu] 
health  checkups,  make  sure  their  children  attend  school,  a 
perform  other  acts  that  greatly  improve  theii'  children's  weU-l 
ing  should  remain  eligible  for  payments.  A  system  structur 
to  help  welfare  families  focus  on  their-  kids  is  the  best  way 
ensure  that  the  welfare  problem  gets  smaller,  not  larg 
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You  Wouldn't  Buy  A  Cheap  Parachute. 


You  Wouldn't  Buy  A  Cheap  Pacemaker. 


You  Wouldn't  Buy  A  Cheap  Crash  Helmet. 


Let's  Discuss  Cars. 


There  are  some  things  in  life  that  are  simply  too  important  to  scrimp  on.  And  yet 
every  day,  people  do  exactly  that  when  choosing  the  one  piece  of  equipment 
statistically  most  likely  to  determine  their  fate— their  car.  H  Despite  clear  evidence 


to  the  contrary,  many  people  still  think  of  their  car  more  as  a  fashion  accessory  than 
a  serious  piece  of  life-saving  equipment.  H  Fortunately,  this  attitude  has  never  been 
fashionable  at  Mercedes-Benz.  H  Which  is  why  in  every  category  that  the  govern- 
ment has  set  technical  standards  for  safety,  Mercedes-Benz  automobiles  not  only 
meet  them,  but  in  many  cases  exceed  them.  H  And  why  in  categories  which  the  gov- 
ernment does  not  require  a  standard,  we  have  created  our  own.  For  instance,  the 
government  sets  no  standard  for  occupied  seats  absorbing  rear  impacts.  But  to  pass 
the  Mercedes-Benz  standard,  our  occupied  front  seats  must  withstand  a  30  mph 
car-to-car  rear  impact.  H  Is  there  a  less  expensive  way  to  build  cars?  To  be  sure. 
Is  there  a  better  way?  If  there  is,  you  can  be  sure  we  will  find  it.  1  Ultimately,  the 
question  you  must  ask  yourself  is  not  whether  yoii  can  afford  to  buy  a  car  built  as 
well  as  a  Mercedes-Benz.  The  question  you  must  ask  yourself  is  whether  you  can 


afford  not  to.  t  If  we  can  assist  you  in  any  way,  please  call  1-800-FOR-MERCEDES. 
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A  word  about  value: 
every  Mercedes-Benz 
automobile  comes 
with  a  host  of 
things  you  won't  find 
on  a  window 
sticker— 24  hour 
roadside  assistance, 
for  example. 


Every  day,  you  make 
decisions  that  determine  the 
future  of  your  c o m p a n y. 
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Up  Front 


EDITED  BY  LARRY  LIGHT  WITH  RUTH  COXETER 


the  Republicans  are  my  sec- 
ond choice."  Among  those 
seeking  his  help  up  north  ar-e 
Senator  Phil  Gramm  of  Texas 
and  former  Tennessee  Gov- 
ernor Lamar  Alexander. 

But  not  Senate  Majority 
Leader  Bob  Dole.  Why?  Su- 
nunu  engineered  George 
Bush's  victory  over  the  Kan- 
sas senator  in  the  1988  New 
Hampshire  primary  by  con- 
vincing its  taxophobic  voters 
that  Dole  would  raise  their 
taxes.  The  irony  is,  in  1990, 
Bush — with  Sununu  at  his 
side — agi'eed  to  do  just  that. 

Meanwhile,  Sununu  has 
been  keeping  busy  as  a  regu- 
lar on  CNN's  Crossfire,  hitting 
the  lecture  circuit,  and — less 
visibly — as  a  business  consul- 
tant. Example:  He  tried  to 
convince  the  Philippine  gov- 
ernment to  allow  a  stalled 
Westinghouse  Electric  nucle- 
ar power  plant  to  go  foi-ward. 
Manila  turned  him  down  in 
December.     Owen  Ullmann 


PRIMARY  PASHA:  The  ex-gov 
AFTERLIVES 

SUNUNU  RISES  AGAIN 
IN  THE  GOP  

JOHN    SUNUNU,    THE  EX- 

White  House  Chief  of  Staff, 
has  been  largely  persona  non 
grata  within  Republican  cir- 
cles since  1991,  when  he  was 
forced  out  of  the  Bush  Ad- 
ministration for  allegedly 
abusing  travel  perks.  But  the 
1996  race  for  the  gop  Presi- 
dential nomination  is  getting 
under  way,  and  winning  the 
New  Hampshire  primary  is 
essential.  So  the  ex-govern- 
or of  the  Granite  State  is  a 
hot  political  property  again. 

Thus  far,  Sununu's  No.  1 
candidate  is  Dan  Quayle,  if — 
as  all  signs  indicate — the  for- 
mer Vice-President  goes  for 
it.  After  that,  he  says,  "all 


TALK  SHOW  tiVirtuality  at  the  mental  level  is  something  I 
think  you'd  find  in  most  leadership  over  historical  periods.?? 

— Hoiise  Speaker  Newt  Gingrich,  at  conference  on  the  Informa- 
tion Age,  on  how  a  leader  must  first  form  a  vision  before  acting 


SPORTS  BIZ 


SACKS,  DRIVES.  AND  VIDEOTAPE 


GAME  FILMS  HAVE  LONG  BEEN 

a  key  tool  for  football  coaches 
to  scope  out  the  foe.  Now, 
digital  technology  is  speeding 
up  the  time-consuming  chore 
of  assembhng  the  tapes. 


COMPUTERIZED  FILM:  Speedie 

The  Chicago  Bears,  Cleve- 
land Bi'owns,  and  Green  Bay 
Packers  did  their  homework 
this  season  vnth  the  help  of  a 
digital  tape-editing  machine 
dubbed  Sports  Pro.  The  giz- 


mo was  developed  by  hot- 
gi'owth  company  Avid  Tech- 
nology in  Tewksbury,  Mass 
The  machine  whittles  down 
the  hours  it  takes  to  search 
through  footage  and  cobble 
various  tape  segments 
together.  Third  and  two 
for  the  other  guys?  In 
minutes,  the  machine 
shows  which  plays  next 
week's  opponents  are 
most  likely  to  mn. 

The  technology  could 
not  get  the  Bears 
Browns,  and  Packers 
into  their  respective  con- 
ference championship 
games,  but  look  for  wid- 
er use  of  it  next  season 
Avid  is  planning  for  the 
day  when  all  game  footage 
would  be  digitally  stored  in  a  i 
central  nfl  library  and  custo- 1 
mized  tapes  could  easily  be 
called  up  at  any  coach's  work- 
station. Carl  Desens 


DIGITAL  DEPUTIES 


TRACKING  DOWN  THE  SOFTWARE  SWIPERS 


BEWARE  THE  SOFTWARE  COPS. 

Software  publishers  ai'e  inten- 
sifying a  crackdown  on  piracy 
of  their  wares.  The  campaign 
is  showing  signs  of  success, 
says  the  Softwai'e  Publishers 


Assn.,  wliich  finds  a  23%  de- 
cline in  reports  of  software 
theft  last  year  One  reason  is 
that  fewer  companies  are  ig- 
norantly  copying  programs 
these  days  after  the  associa- 


REALITY  CHECK 


PRIVATIZING  TELEKOM  shows  a  commitment 
to  reducing  the  role  of  the  public  sector  m 
Germany's  economy,  says  Chancellor  Helmut 
Kohl's  government.  To  Bonn,  this 
is  the  only  way  for  the  state- 
owned  telephone  monopoly  to  go 
global.  Set  for  sale  to  private  in- 

IN  REALITY.  Bonn  is  actually  m- 
creasing  its  domination  of  Tele- 
kom as  privatization  nears.  The 
government  recently  packed 
Telekom's  new  board  with  politi- 
cal  appointees  and  civil  servants.  And  look 
how  Bonn  just  handled  the  award  of  the  first 
license  for  a  Germany-wide  mobile-phone  net- 


vestors  in  1996,  Deutsche  Telekom  wants  a 
global  alliance  with  Sprint  in  the  U.S.  and 
France  Telecom.  But  American  regulators 
will  approve  such  a  deal  only  if 
they  are  convinced  that  Germa- 
ny is  really  committed  to  open- 
ing its  markets. 


TELEKOM:  Globetrotter:' 


work  in  airplanes.  It  chose  De- 
TeMobil,  a  Telekom  subsidiary. 
DeTeMobil  aced  out  private-sec- 
tor bidders  Mannesmann  Mobil- 
funk  of  Germany  and  Britain's 
Mercury  Communications.  So  the  question 
is:  Will  there  be  a  level  playing  field  in  Eu- 
rope's biggest  market?       John  Templeman 


tion  let  them  know  that  the 
practice  is  illegal.  Plus,  pub- 
lishers are  diligently  suing 
ovei'  i)iracy,  raking  in  $14  mil- 
hon  in  judgments  since  1988. 

A  top  1995  priority  is 
the  Internet, 
where  hordes 
of  small-tim- 
ers are  send- 
ing each  oth- 
er the  latest 
filched  goods. 
To  combat 
that,  the  pub- 
lishers now  are  fielding  the 
"Infobahnmeister" — actually 
five  undercover  Internet  flat- 
feet  who  will  log  on  to  bul- 
letin boards  and  the  Inter- 
net to  monitor  software 
exchanges. 

There's  also  a  cybernetic 
neighborhood  watch  form- 
ing— of  bulletin-board  man- 
agers. They're  not  joining  out 
of  civic-mindedness.  They 
could  get  slapped  with  law- 
suits if  they  don't  root  out 
pirates.  □ 
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With  a  name  like  Lincoln,  you  work  harder 
to  help  parents  pay  for  college. 

As  a  life  insurance  and  financial  services  company,  we  can  offer  parents  a  number  of  ways  to  put 
money  aside  for  college.  We  can  even  insure  your  cfiildren  will  have  money  for  school  if  sometliing 
happens  to  you. 

As  the  only  insurance  company  authorized  by  the  Lincoln  family  to  bear  his  name,  we  work 
harder  to  help  you  find  the  best  way  to  pay  for  an  education. 

After  all,  it  was  Lincoln  who  signed  the  legislation  that  established  the  state  university  system. 
So  it's  not  just  a  policy  for  us.  It's  a  fegacy. 


L  I  N  C  Q  L  N    L  I  F  E 


&1994  Lincoln  NaUonai  Life  Insurance  Co..  Fori  Wayne.  Indiana  46801 


Up  Front 


NAME  GAMES 

EAST  OF 

TRADEMARK  EDEN 

REBEL  WITHOUT  A  CLAUSE — 

a  consent  clause,  that  is.  The 
name  of  James  Dean,  the 
1950s  icon  of  brooding  soul- 
fulness,  is  used  in  Korea  to 
sell  fancy  undei-wear, 
without  the  consent 
of  his  family.  Result: 
a  nasty  U.  S.-Korean 
trademark  spat,  the 
latest  in  a  series  of 
American  complaints 
about  alleged  piracy 
of  intellectual  prop- 
erty in  Asia. 

Good  People,  a 
company  founded  by 
prominent  Korean  co- 
median and  talk-show 
host  Joo  Byung-Jin,  regis- 
tered the  late  actor's  name 
as  a  trademark  in  Korea  in 
1986.  The  upscale  men's  and 
women's  undies,  sold  in 
"James  Dean"  shops  all  over 
South  Korea,  have  done  well, 
tripling  sales  between  1993 
and  1994,  to  .$30  million.  But 


JAMES  DEAN: 

Boxer  rebellion 


in  October,  Dean's  90-year-old 
father  and  cousins,  who  own 
the  marketing  rights  to  the 
name,  filed  a  trademark-in- 
fringement action  in  Korea. 
Only  the  Deans  can  approve 
use  of  the  name,  says  family 
lawyer  Mark  Roesler,  "and 
we  want  royalties." 

Too  bad.  In  November,  the 
Korean  Industrial  Property 
Organization,  Kor-ea's 
overseer  of  trade- 
marks, shocked  U.  S. 
officials  by  ruling 
that  James  Dean 
wasn't  famous  there, 
so  no  infringement 
occurred.  U.  S.  com- 
plaints, though,  have 
prompted  the  KIPO  to 
review  all  trade- 
marks to  ensure 
proper  consents  were 
gi'anted.  Joo  says  he 
may  pay  some  royalties  for 
Dean  skivvies  sold  outside 
South  Korea.  Othei^wise,  he's 
um-epentant.  He  recently  filed 
a  $1  million  libel  suit  in  Ko- 
rea against  Roesler,  a  suit 
that  the  Dean  family's  lawyer 
calls  frivolous.  Douglas  Har- 
hrecht  and  Laxmi  Nakarnii 


TECHNO  CHIC 


A  CHIP  ON  YOUR  SHOULDER-OR  YOUR  CUFFS 


FORGET  ABOUT  INTEL  INSIDE. 

Try  Intel  outside.  The  chip- 
maker  is  test-marketing  a 
line  of  costume  jewelry  built 
from  defective  Pentiums.  The 
test  began  in  August,  be- 
fore the  recent  uproar 
over  division  en'ors  in 
the  Pentium  chip 

INTEL 
OUTSIDE: 

Sleek 
silicon 


but  the  notoriety 
helps.  Stores  at  such 
high-tech   centers  as 
Stanford  University  have 
had  trouble  keeping  stock. 
Chip  jewelry  is  a  bargain. 


A  multichip  bracelet  costs 
$25,  cuff  Hnks  .$20— about  1% 
of  the  price  of  working  cliips. 
No,  it's  not  a  clever 
way  to  dispose  of 
^       buggy  Pentiums  re- 
2^      turned  by  users  in  ex- 
change for  new  chips. 
That  stuff  is  melted  down. 
The  Pentium  jewehy  has  de- 
fects that  render  tliem  bi'ain- 
dead  on  the  production  line. 

Chipmakers  have  long 
used  factory-reject  chips  in 
promo  items  such  as 
key  chains.  About  five 
years  ago,  ex-Intel 
staffer  Diamie  Emei-son's 
Silicon  Valley  Ware  first 
turned  flawed  486  chips  into 
jewelry  for  Intel  people. 
Brisk  demand  prodded  Intel 
to  sell  its  next-generation  re- 
jects outside.         Otis  Port 


DRAWN  &  QUARTERED 


"J'O  UKC-A  '^Nie^ecme  WHATI/MAKg  W  ISN'T  AaowiNO 
(A^roTAiit  PART  IPTHe  «6£:  0?  COt^SmtR  COiOpipgNCE " 


l-WAY  PATROL 

BYTE-SIZE 
BALONEY 


ALLIGATORS  IN  THE  SEWERS 
and  other  urban  myths  are 
longtime  gossip  staples.  Now, 
the  Internet  is  providing 
these  myths  with  global  dis- 
tribution at  waip  speed.  Few 
believed  the  fake  wire-ser- 
vice report,  recently  ciix-u- 
lating  on  the  Net,  that  had 
Microsoft  buying  the  Ro- 
man Catholic  Church.  But 
the  old  chestnuts  making 
the  rounds  in  cyberspace 
are  harder  to  dismiss. 

Consider  the  cookie- 
recipe  revenge  tale.  A 
woman  enjoyed  some 
cookies  at  a  cafe  in 
Neiman  Marcus  department 
store  so  much  that  she  asked 
for  the  recipe.  The  waitress 
said  there  was  a  price  for  the 
recipe — "two-fifty" — and  the 
customer  charged  it.  When 
the  bill  came,  the  amount 


was  $250.  The  irate  customer 
was  refused  a  refund.  For  re 
venge,  she  mailed  out  the 
recipe  chain-letter  style.  Nc 
one  knows  who  first  put  this 
stoiy  on  the  Net. 

"This  story  has  been  cir- 
culating for  years,"  sighs  Liz 
Barrett,  spokeswoman  for 
Dallas-based  Neiman.  "We 


I 


don't  sell  our  recipes.  We 
give  them  away,  upon  re 
quest."  The  store  believes  the 
cookie  story  evolved  from  a 
1930s  version  that  involved 
cake  at  New  York's  Waldorf- 
Astoria.  Julie  Tilsney 


THE  BIG  PICTURE 


DEEPEST 
IN  THE 
HOLE 

BUDGET  DEFICIT 
AS  A  SHARE 
OF  GDP 


Think  the  U.S.  budget  deficit  is  bad?  Compare 
it  to  the  other  six  m^or  industrial  powers'. 
As  a  percent  of  gross  domestic  product,  only 
Japan  does  as  well  as  America.  One  big  reason: 
The  others'  greater  social-service  spending. 


GERMANY  FRANCE  CANADA 


BRITAIN 


FOOTNOTES  Midsize  or  larger  companies  with  managed-cai'e  health  plans  in  1991:  47%.  In  1993:  58%.  In  1994:  65% 
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ng'es  in  tKe  QE2  can  he 
summed  up  in  four  words:  new  face,  old  soul. 
I  serve  as  Captain  of  tlie  QE2. 
And  niy  fatKer  was  tKe  original  Captain. 
Do  I  tliinL'  I  1  -:now  sometliing  af)out  tliis  skip. 
It  is  tfie  classic  ocean  liner,  witK  spacious 
interiors  and  miles  of  deckg^S^^ 
Now  tlie  QE2  lias  Keen  Kandsoniely 
refurKisKed,  witK  contemporary  puKlic  areas, 

even  more  comfortable  staterooms,  and 
an  enfianced  selection  of  recreational  activities 

designed  to  coni|)liment  any  lifestyle. 
One  tiling  ifiat  lias  not  cKangcd  is  tKe  standard 
of  service,  wKicK  is,  as  always,  unsurpassed. 

You  will  not  find  pcop  lelike 
Captain  Ronald  Warwick  on  any  otKer  ci-uise  line. 
wKicK  is  wKv  no  otKer  cruise  line 
can  g'ivc  you  tKe  experience  of  Cunard. 


CunarJ.  Wi 


e  maKe  a 


11  the 


erence. 


Theie's  a  Cunaid  cruise  for  every  lifestyle  Fo(  more  information 
or  reservations  on  any  of  Cunard's  fine  sfiips, 
see  your  travel  agent  or  call  Cunard  for  o  complimentary  brocfiure 

1-800-221-8200 


CUNARD 


74L 


Queen  Elizabeth  2 


makes  chairs  for  any  body  that  can't  stand  working. 


At  Haworth,  sitting  isn't  just  a  position. 


It's  a  better  way  of  working. 


That's  why  we  make  comfortable, 


flexible  seating  for  everybody  in  the  company. 


Chairs  for  the  biggest  boss.  The  middle- 


sized  manager.  The  diligent  mailroom  clerk. 


And  the  dignified  guest. 


Like  ergonomic  task  chairs  that  prevent 


fatigue.  Or  versatile  stacking  chairs  that  turn  any 


room  into  a  conference  room.  Then  there's  our 


supple  lounge  seating  that  makes  visitors  happy 


they  dropped  by.  And,  of  course,  beautifully 


upholstered  leather  executive  chairs  that  leave 


H/aWOFTTH 

FURNITURE  THAT  WORKS  '" 


no  doubt  about  who's  in  charge. 


More  than  anything,  we  make  chairs 


that  put  people  at  ease.  Heighten  their  produc- 


tivity. And  then  support  them  tirelessly  in  their 


endless  hours  of  need. 


<> 


Call  for  our  free  seating 


catalog.  Because  work 


shouldn't  be  a  labor.  1-800-344-2600. 


<>■ 


TODAY,  THERE'S  ONLY 
ONE   WAY   TO  LIVE 
THE   AMERICAN  DREAM: 
PLAN    FOR  IT. 

The  American  Dream:  To  buy  a  home,  send  the  kids 
to  college  and  retire  comfortably. 

'I'oLi  may  not  be  able  to  count  on  a  large  inheritance, 
a  generous  pension  or  ever-increasing  Social  Security 
benefits  to  help  make  that  dream  come  true. 


^      Fortunately,  you  can  count  on  Merrill  Lynch. 


The  difference  is  planning. 

One  of  our  Financial  Consultants  can  help  you  create  a 
financial  plan  to  help  you  reach  your  goals  and  get  what 
you  want  out  of  life. 

And  because  Merrill  L\-nch  has  more  ways  to  make  a 
plan  work  for  you  than  any  other  firm,  your  plan  won't 
be  confined  to  stocks  and  bonds.  It'll  include  ail  your 
financial  activities— from  your  mortgage  to  your  insur- 
ance. So  all  your  money  works  toward  a  common  end. 

Take  control  of  your  future. 

The  thing  about  plans  is  that  the\'  don't  work  if  you  don't 
start  them.  For  example,  you  could  accumulate  $2()(),()()()  in 
1 S  years  if  you  put  aside  $610  a  month  starnng  now.  If  you 
wait  seven  years  to  start,  it'll  take  S  1,570  a  month. 

For  more  information,  call  1-800-637-7455,  e.xt.  8842. 

You'll  find  we  could  be  the  difference  between  the 
American  Dream  and  a  bad  dream. 

The  difference  is  planning. 

The  difference  is  Merrill  Lynch. 


Merrill  Lynch 

A  tradition  of  trust. 
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INTEL'S  PENTIUM:  A  STUDY  IN 
FLAWED  PUBLIC  RELATIONS 

Regarding  your  article  "Bare  knuck- 
les at  Big  Blue"  (News:  Analysis  & 
Commentary,  Dec.  26),  future  genera- 
tions of  business  school  students  will 
study  Intel  Corp.'s  response  to  the 
problems  with  the  Pentium  chip  as  a 
classic  case  study  in  how  to  transform  a 
technical  problem  into  a  public-relations 
nightmare. 

Intel's  five-point  plan  consisted  of: 

1)  Initially  deny  that  the  problem 
exists; 

2)  When  irrefutable  evidence  is  pre- 
sented that  the  problem  exists,  down- 
play its  significance; 

3)  Agree  to  only  replace  items  for 
people  who  can  demonstrate  extreme 
hardship; 

4)  Continue  mnning  your  cuirent  ad 
campaign  extolling  the  virtues  of  the 
product  as  if  nothing  has  happened; 

5)  Count  the  short-term  profits. 

Leon  Reinstein 
Baltimore 

THE  WORLD  WIDE  WEB  IS  CHIG- 
BUT  NOT  mPERIGUEUR 

Your  In-Out  list  ("Hey,  is  that  Sonny 
Bono  driving  a  vw  bug?"  News:  Analy- 
sis &  Commentaiy,  Dec.  26)  claims  that 
random  Internet  sui"fing  is  out  and  the 
World  Wide  Web  is  in.  As  a  consultant 
specializing  in  the  World  Wide  Web 
(www)  and  associated  technologies,  I 
can  tell  you  that  isn't  happening . . .  yet. 

As  proof,  look  at  your  advertisers. 
Excluding  the  special  advertising  sec- 
tion, there  were  74  in  your  publication. 
Of  these,  two  listed  www  addi-esses  (Sil- 
icon Graphics  Inc.  and  Intergi-aph  Com- 
puter Systems)  and  one  listed  a  private 
electronic  bulletin  board  (Acre).  That 
left  71  adveilisers  that  had  no  refer- 
ence to  a  www  page,  or  even  an  Inter- 
net address. 

In  15  minutes  of  Web-walking,  I  was 
able  to  deteiTnine  that  the  following  ad- 
vertisers had  a  www  presence:  Apple 
Computer  (www.apple.com),  Compaq 
Computer  (virww.compaq.com),  Hewlett- 
Packard  (vTOTw.hp.com),  Electronic  Data 


Systems  (www.eds.com),  Intel  (vww.in- 
tel.com),  SAS  Institute  (www.sas.com), 
IBM  (www.ibm.com),  TRW  (wvro'.tr'w.com), 
AT&T  (www.att.com),  and,  not  to  be  left 
out,  Microsoft  (www.microsoft.com). 

Until  businesses  start  to  advertise 
that  they  have  a  www  address  (notice- 
able by  the  prefix  http://)  and  bring  cus- 
tomers to  them  using  the  www  as  well 
as  800  numbers,  the  www  will  be  a  neat 
place  to  visit.  But  it  won't  be  "What's 
In." 

J.  M.  Ivler 
Infobahn  Xpress 
Los  Alamitos,  Calif. 

WHY  SO  MYOPIC 

ABOUT  GLOBAL  FREE  TRADE? 

In  "Celebrate — and  expand — free 
trade"  (Editorials,  Dec.  26),  you  proper- 
ly extol  the  merits  of  negotiating  a 
Western  Hemisphere  free-trade  com- 
pact by  the  end  of  the  1990s.  Why  wait, 
you  ask,  for  the  officially  set  deadline  of 
2005? 

Why,  indeed.  But,  then,  why  wait  till 
an  even  more  distant  date  to  imple- 
ment a  fully  global  free-trade  strategy 
reaching  out  to  as  many  countries  as 
care  to  join  us  in  such  a  noble  endeav- 
or? I  have  been  urging  this  for  30 
years. 

You  are  not  as  farsighted  as  you 
ought  to  be.  And  you  are  insensitive  to 
the  need  to  protect  legitimate  labor 
interests  at  home  and  abroad  and  ad- 
dress environmental  objectives  as  well. 
Neglect  of  these  issues  is  a  failing  of 
virtually  all  the  free-traders  I  know 
of. 

David  J.  Steinberg 
Alexandria,  Va. 

NO  INTRIGUE. 

JUST  GOOD  RESEARCH  

I  would  like  to  correct  and  clarify 
your  article  "Foreign  intrigue  in  Jesse- 
land"  (Up  Front,  Dec.  26). 

North  CaroUna  State  University  par- 
ticipates in  usaid's  Collaborative  Re- 
search Support  Programs  (crsps)  on 
peanuts,  small  ruminants,  and  soil  man- 
agement. A  recent  evaluation  commis- 
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It's  been  called  the   BEST  car  built   m  AMERICA.* 
It   h.is  won   awards,   D  I  S  T  I  X  ( 1  r  I  O  N  S  ,   and   the   EOYAETY  of 
millions   o  f  o  w  n  e  r  s  .   Along   the   way,   it  has 
arned  a  g  1  i  t  t  e  r  i  n      RKPrFATION  as  the   GOLD  STANDARD 

(J  f  sedans. 


With  its  SOPH  I  STRIATED  safety 
ys  terns,   including  DUAL  AIR  BAG 


lb 


\/      \tvliitii  /}/t/ki  \  the  (Ainuy  (i\ 
rditliful  Id  look  at  as  if  l\  la  drive. 


s  GOLD. 


OWER  of  an   available   V6   engine,   and   starting  at   only  jnvKhi  \inio>  .\  i>niiii<i<  im  mo  m 

,418,t   Camry  CONTINUES  to  make   a  NAME  for  itself.  ..J^Z^^^^^^^^^^^ 


he   1995  Toyota  Camry.  Newly  RESTYLED.  Yet  with  a  HERITAGE  of 
QUALITY  craftsmanship  that  only  the  best   REPUTATIONS  are   MADE  OF. 


800 -GO -TOYOTA  for  a   BROCHURE  and  location 
of  your  nearest  DEALER. 

1  Lvw  W  li.it  Yi.u  Do  I'di  Me 


®  TOYOTA  CAMRY 


©1994  Toyota  Motor  Sales,  U.S.A.,  Inc.  Buckle  Up!  Do  it  for  those  who  love  you.  *Camr\  XLK  X'b/Best  car  built  in  .\mehta.  Aulomohile  Alagaztne.  March  \99'X  **lo  help  avoid 
serious  injur>;  always  wear  your  seatbelt.  Driver  and  front-passenger  air  bags  are  a  supplemental  re'^traint  only  TManufacturers  .suggested  retail  price  w/o  freight  ibr  DX  .'i-speed. 
Actual  dealer  price  may  vary  Camt^'  XLE  V6  shown  with  optional  ecjuipment  ttJ.D  Power  .ind  Assoc  iates  199'i  and  i'*94  New  Clar  and  Light  Tnick  Initial  Quality  Studies.'-''' 
1994  study  based  on  a  total  of  44.016  consumer  responses  mdicating  owner- reported  prolilems  during  tlie  first  90  days  of  ow^leISihip.  Most  Camrys  are  built  in  Amerii  a. 


Stake  Your  Claim  In  The  New  W)rld  Markets. 


The  1995  Business  Week  Presidents  Forum 
21st-century  Capitalism: 
New  Rules  for  the  Global  Eeonomy 

Join  Business  Week  and  the  presidents,  CEOs,  and  chairmen 
of  America  s  most  prestigious  corporations  for  face-to-face 
interai'tion  and  discussion  on  huiliHni^  l)usiness  in  the  new 
world  markets. 

February  IS- 19.  1995 
Hyatt  Grand  (ihaiii|)i()iis 
Indian  Wells,  (.\ 

At  the  Boh  Ho|)e  Chrysler  Classic, 
a  PGA  TOUR  Event  ' 

//(  (issoci/ilion  mill: 
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S5g  THOMAS  GROUP,  inc.  Zenith  n 

llaal  n  A  T  A  S  Y  S  T  E  M  S  liUa 


Featured  Keynote  Spea 
George 
Former  President 
United  States  oj  Am 

The  Mono 
Ronald  B 
U.S.  Secret  a 
Comr 

Percy  Bar, 
Chairman  and  III 
Asea  Brown  B 

III 


Wilh  the  support  of  Wharlon  Fxerutire  Edunilinn  and  Ijindon  School  of  Economics 

For  registration  information,  please  adl  Julie  Terranoia.  registrar.  Business  Week  Executive  Programs.  212-512-3113. 
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RRECTIONS&  CLARIFICATIONS 

aption  on  a  photo  with  "Land  mines  on 
road  to  Utopia"  (21st  Century  Capital- 
i  Bonus  Issue,  Nov,  18)  should  not  have 
ntified  the  armed  men  as  Turkish  sol- 
rs.  The  women  and  children  in  the  pho- 
3re  Kurds  lined  up  for  food  in  the  U.N. 
tection  zone  in  Iraq.  The  armed  men  are 
3  Kurds. 


id  by  usaid's  Office  of  Agriculture 
ood  Security  has  confirmed  that 
s  have  attained  their  objectives  and 
ifited  U.  S.  agiiculture  by  produc- 
?rop  varieties  and  technologies  that 
It  in  economic  benefits  far  in  ex- 
of  the  financial  investments  of 
D. 

ontinuation  of  these  programs  at 
ent  levels  this  year  would  result  in 
)ort  of  approximately  $4.5  million 
^lorth  Carolina  State  University,  of 
h  neai'ly  $3  million  would  be  trans- 
!d  through  sub-grants  to  Texas  a&m 
/ersity,  the  University  of  Hawaii, 
lell  University,  and  the  Agriculture 
t.  Consequently,  North  Carolina 
e  University  would  receive  net 
s  of  approximately  $1.5  million,  not 
million  as  reported. 

Durward  F.  Bateman 
Dean 

College  of  Agriculture  &  Life 
Sciences 

North  Carohna  State  University 
Raleigh,  N.  C. 

:or's  note:  The  $20  million  men- 
?d  in  tlw  story  should  have  referred 
•,e  total  amount  of  federal  grarits  to 
'.  State,  not  just  the  agricultural 
rams. 
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It  may  be  small.  But  the  Bose  Acoustic  Wave  music  system  is  detinitely  an 
overachiever.  The  unit  holds  a  compact  disc  player  (or  cassette),  AM/FM 
radio,  and  Bose's  patented  acoustic  waveguide  speaker  technology.  And  pro- 
duces a  rich,  natural  sound  quality  comparable  to  audio  systems  costing  thou- 
sands of  dollars.  We  know,  that's  hard  to  believe.  So  we're  ready  to  prove  it. 
Call  or  write  now  for  our  complimentary  guide  to  this  award-winning  system. 
Because,  like  the  system  itself,  it  is  only  available        f9MW^m^^  ® 

direct  from  Bose.  Better  sound  through  research® 


\% 


Call  1-800-898-BOSE,  ext.  W144.  o^rcr^n™^^^^^^^^^^ 


HALFWAY  THERE 


A  POWERFUL  DRAMA  FOR  ALCOHOL  AND  DRUG  ABUSE  PREVENTION 


Millions  of  teens  use  alcohol  arid  drills 
each  year.  Halfivay  There  helps  to  change 
young  people's  perception  ahout  illegal 
alcohol  and  drug  use. 

Over  700,000  young  people  have 
experienced  live  performances  of 
'j  Halfway  There  in  schools  across  the 
country  and  internationally. 

For  iriformation  about  helping  to 
make  a  difference  by  sponsoring  Halfway 
There  in  ycuir  community  coiitact: 


pefiwinlde 

■  NATIONAL  THEATRE  Fl 


NATIONAL  THEATRE  FOR  YOUNO  AUDIENCES 

19  Clinton  Avenue,  Monticello,  NY  12701  (914)794-1666 

This  advertisement  is  a  contribution  to  the  national  drug  abuse  prevention  effort 
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WHERE  THE  SUCKERS  MOON 
An  Advertising  Story 

By  Randall  Rothenberg 
Knopf  •  478pp  •  $24.50 


DRIVING  BLIND  ON 
MADISON  AVENUE 


Imagine  the  frustration  of  Subaru. 
In  the  late  1980s,  your  fellow  Japa- 
nese carmakers  seem  to  be  on  their 
way  to  taking  over  the  U.  S.  auto  mar- 
ket. But  your  market  share  remains  in- 
finitesimal. After  20  years,  your  dur- 
able little  four-wheel-drive  cars  have 
won  a  following  among  the  tofu-bur- 
gers-'roimd-the-woodstove  set,  but  that's 
about  it. 

What  do  you  do?  If  you're  Fuji 
Heavy  Industries,  the 
cars'  manufacturer,  and 
Subaru  of  America,  their 
U.  S.  importer,  you  decide 
to  reach  for  the  big  time 
with  a  new  compact,  the 
Legacy,  which  will  com- 
pete with  the  likes  of  the 
Toyota  Camry  and  Honda 
Accord.  And  you  begii 
hunting  for  a  marketing 
recijje  and  an  ad  agency 
that  will  transfoiTn  your 
cars'  image  ft'om  reliable 
and  quirky  to  luxurious 
and  mainstream.  "For  im- 
age," as  Randall  Rothen- 
berg wi'ites,  "of  course,  is  destiny." 

Rothenberg's  Where  the  Suckers 
Moon:  A)i  Advertismg  Story  recounts 
Subaru's  effort  to  reinvent  its  image 
and  secure  a  gi'ander  destiny.  The  au- 
thor enjoyed  e.xtensive  access  to  Subaru 
and  the  ad  agencies  that  competed  for 
its  accoimt,  and  he  has  emerged  with  an 
intricately  detailed  nan-ative  of  the  pro- 
cess by  which  agency  and  client  come 
together,  collaborate — and  come  apart. 

It's  a  woeful  enough  tale,  told  thi'ough 
the  eyes  of  lots  of  flesh-and-blood  char- 
acters. But  there's  a  problem  with  the 
book  that's  inextricably  linked  to  Sub- 
aru's frustration.  Here  are  426  pages 
(not  counting  notes)  about  a  carmaker 
that  commands  some  1%  of  the  U.  S. 
market,  and  an  agency,  Weiden  &  Ken- 
nedy, that  ranked  82nd  among  U.  S. 


agencies  in  1993.  In  other  words,  Sub- 
aru's no  IBM,  and  Weiden  &  Kennedy 
no  Saatchi  &  Saatchi.  Given  the  players' 
relative  insignificance,  the  welter  of  de- 
tail here  can  be  mind-numbing. 

Still,  one  could  ask  for  no  better 
guide  to  Madison  Avenue  and  the  dy- 
namics of  the  agency-client  relationship 
than  Rothenbei'g,  a  former  advertising 
columnist  for  The  New  York  Times.  A 
skilled  and  skeptical  observer,  he  has 
nicely  captured  the  awful 
intellectual  insecurity  of 
the  ad  game.  Ad  agencies 
are  constantly  inventing 
diagrams,  matrices,  and 
quasi-academic  studies  to 
obscure  the  fact  that 
most  of  what  they  do  is 
based  on  intuition.  They 
use  this  "pseudoscientific 
prattling,"  in  Rothen- 
berg's words,  "to  mask 
what  are  essentially  well- 
founded  opinions." 

That's  an  example  of 
what  Rothenberg  does 
best:  plumb  the  motiva- 
tions of  his  playei"S  and  the  stnactiu'es  of 
their  organizations  and  industries,  then 
use  those  insights  to  explain  their  ac- 
tions. That  lets  him  paint  a  rich  and 
complex  portrait  of  the  competing  agen- 
das and  hidden  animosities  that  swirled 
around  Subara  and  its  new  agency,  ulti- 
mately dooming  both  their  relationship 
and  Subani's  dreams  of  gTeater  gioi-y. 

The  conflicts  began  with  Subaru  of 
America's  1968  founding  as  an  indepen- 
dent importer.  While  Fuji  soon  acquii-ed 
49.6%  of  the  U.S.  arm — and  the  rest 
in  1990 — for  most  of  their  histoi-y  the 
two  companies  had  a  weird,  partly  col- 
laborative, partly  competitive  relation- 
ship. That  hobbled  their  U.S.  marketing 
effort,  Rothenberg  writes.  "Subaru's 
ability  to  commujiicate  a  consistent  mes- 
sage to  the  American  public  was  contin- 


ually confounded  by  Fuji's  reticence 
sharing  product-planning  intelligenc 
technical  details,  or  pricing  infoiTnatic 
until  it  was  too  late  to  incorporate  tl 
data  into  advertising  and  promotion 
campaigns." 

The  hidden  agendas  really  came  int. 
play  once  Subam  chose  its  new  agenc 
in  1991.  Like  many  hot  "creative"  shop 
Weiden,  a  Portland,  Ore. -based  firrt 
famed  for  its  ultrahip  work  for  Nik 
Inc.,  essentially  despised  advertisinj 
"In  its  television  work . . .  the  agenc 
considered  itself  a  collection  of  filmmal 
ers,  not  advertising  types,"  Rothenber 
wi-ites.  Its  postmodern  style  was  moi 
an  ironic,  self-referential  commentar 
on  advertising  and  commercialism  tha 
an  effort  to  sell  its  clients'  products. 

The  result,  for  Subam,  was  an  arts 
spot  that  mingled  floating  typograph 
with  factory  images  as  a  gruff  voic 
drawled  that  "a  car  is  just  a  car"  an 
told  consumers:  "If  it  improves  you 
standing  with  the  neighbors,  then  yo  J 
live  among  snobs  with  distorted  va  * 
ues."  Small  wonder  that  the  dealers- 
powerful  constituency  for  any  carmal 
er — were  convinced  Weiden  cared  onl 
about  winning  ad-industiy  accolades,  nc 
seUing  Subaiiis.  Relations  between  cUer: 
and  agency  soured  steadily.  In  199< 
Fuji  installed  a  new  head  of  Subaru  ( 
America  who  promptly  renounced  th 
mainstream  strategy  and  fii'ed  Weider 

Rothenberg's  efforts  to  make  up  fc  i 
the  less-than-earthshaking  natiu'e  of  hi 
material  meet  with  varying  success.  A 
his  best,  he  uses  the  particulars  of  hi 
tale  to  illustrate  broader  issues  in  mai; 
keting,  advertising,  and  the  car  bus;, 
ness.  Unfortunately,  he's  not  content  t  ' 
leave  it  at  that.  Instead — much  Hk 
Weiden  &  Kennedy  with  its  ad — h 
wants  his  book  to  be  a  profound  con 
mentary  on  culture,  history,  and  art 
Along  the  way,  he  tosses  out  reference 
to  evei-yone  from  Heraclitus  to  Bisho 
George  Bei'keley,  adds  in  hei-meneutic 
and  semiotics,  and  tells  us  that  Sub 
aru's  search  for  a  new  image  was  "can 
ti'al  to  America's  understanding  of  it 
self  as  the  20th  century  dragged  to 
close."  It's  too  bad.  Save  for  such  over, 
r'eaching — and  100  or  so  pages  of  mi 
nutiae — this  is  a  vivid  tale,  acutely  ob 
served  and  smartly  intei7Jr'eted. 

BY  MARK  N.  VAMO: 

Senior  Editor  Vanios  covered  the  ad 
veiiisiiLg  industry  in  the  early  1980s. 


SUBARU'S  "CREATIVE"  SHOP  SEEMED  MORE  INTENT 
ON  WINNING  AWARDS  THAN  SELLING  CARS  ; 
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Dentists  and  hygienists  everywhere  are  talking 
about  the  following  new  exercise  plan. 


step  2. 

Stretch  it  thin  so  it  fits  easily  between  your  teeth. 


m 


Step  3. 

Let  ULTRA  FLOSS  spring  bad  to  its  original  thickness  to  brush  away  plaque. 


Introducing  Oral-B  ULTRA  FLOSS,  the  biggest  technological  advance  in  dental 
floss  since,  well,  dental  floss.  It's  made  from  interwoven  fibers  so  it  stretches 
thin  to  fit  easily  between  your  teeth,  then  springs  back  to  effectively  remove 
the  plaque  that  causes  gum  disease.  If  only  every  exercise  program  that  was 
this  good  for  you  was  this  easy  to  do.  Who  else  would  think  of  it  but  Oral-B? 


ia99&  Oral-B  Laboiatones,  Redwood  City,  tA  9^065 


O 


< 

cm: 


If  your  year  begins  with  question  marlcs, 


it  does  not  liave  to  end  tliat  way. 

-Greg  Smith,  Chief  Investment  Strategist,  Prudential  Securities 


Greg  Smith  is  more  than  our  Chief  Investment  Strategist. 
His  influence  is  deeply  felt  in  the  investment  community. 
An  Institutional  Investor  magazine  poll  has  ranked  him  the 
number  one  market  strategist  since  1991 .  He  has  also 
ranked  among  the  top  three  strategists  since  1983.  Greg 
believes  there  are  still  more  than  enough  investment 
opportunities  today.  They're  simply  in  different  places.  As 
the  new  year  approaches,  we're  giving  you  his  thinking 
about  where  to  invest.  And  why. 

"I  expect  the  equity  market  to  get  off  to  a  rocky  start  in 
1995."  While  the  Federal  Reserve  is  trying  to  hold  down 
inflation  by  raising  interest  rates,  the  government's  cur- 
rent position  is  that  higher  rates  come  at  the  price  of  new 
jobs.  This  conflict  between  the  Fed  and  Washington  will 
continue  to  create  significant  uncertainty  in  the  stock  and 
bond  markets  in  the  coming  4-6  months. 

"The  outlook  in  the  international  market  is  generally  more 
optimistic."  Democratic  government  and  free  enterprise 
are  becoming  the  norm  throughout  the  world.  Despite 
the  drama  unfolding  in  Mexico,  we  are  still  seeing  a  long- 
term  strengthening  of  economies  in  virtually  all  of  Latin 
America  and  along  the  Pacific  Rim.  With  it,  comes 
demand  for  roads,  communication  systems,  power 
generation  and  rapidly  expanding  industrial  capacity. 

"You  have  a  way  to  tap  into  these  opportunities."  Based 
on  Greg's  thinking,  we've  developed  an  investment  strat- 
egy called  Crossroads  to  help  you  focus  on  this  growth 
potential.  Right  now,  we  are  advising  people  to  seek  out 


investments  in  market  sectors  that  are  benefiting  from 
this  world-wide  growth.  Specifically,  Greg  believes  there 
are  opportunities  in  basic  industrials,  capital  equipment, 
energy  and  technology. 

"We  now  know  what  to  invest  in.  Crossroads  tells  you 
where."  The  United  States  economy  is  clearly  in  a  growth 
phase.  However,  other  parts  of  the  world  are  moving 
faster.  And  with  their  accelerated  growth,  comes  the 
opportunity  for  investors  to  achieve  more  significant 
returns  over  the  long  term. 

For  people  who  want  to  tap  into  the  potential  of  this 
faster  growth,  but  in  a  domestic  investment,  Greg  Smith 
advises  us  to  consider  the  lean,  competitive  multinational 
American  companies  that  are  helping  to  build  these  dynam- 
ic economies.  Since  these  companies  usually  do  business 
in  many  markets,  with  multiple  products  and  services,  they 
provide  some  of  the  advantages  of  diversification. 

"Our  analysts  have  identified  many  companies  that  meet 
our  criteria."  The  kind  of  companies  we  suggest  have 
already  passed  through  the  crucible  of  retrenchment. 
They're  now  more  competitive  on  price,  quality  and  ser- 
vice than  in  recent  decades.  For  example,  some  of  the 
companies  currently  among  our  Crossroads  stock  rec- 
ommendations which  may  be  suitable  for  you  are:  Caterpillar 
(CAT)  55  5/8;  Cypress  Semiconductor  (CY)  21  3/4*;  Kerr- 
McGee  (KMC)  45  7/8;  Boeing  Co.  (BA)  46  3/4;  Asarco  Inc. 
(AR)  28  1/2.  We  believe  they  are  worth  considering. 

Further  information  is  available  about  these  stocks 
and  other  opportunities.  Please  call:  1  -800-654-5454. 


Prudential  Securities 


:es  quoted  as  of  1/5/95  and  subject  to  change.  Prudential  Securities  (or  one  of  its  affiliates  or  their  officers,  directors,  analysts  or  employees)  may  have  positions  in 
urities  referred  to  herein,  and  may,  as  principal  or  agent,  buy  or  sell  such  securities,  "Prudential  Securities  and/or  its  affiliates  have  managed  or  co-managed  a  public 
;ring  of  securities  and/or  have  performed  investment  banking  or  other  services  for  this  company,  ©  1 2/94  Prudential  Securities  Incorporated.  Member  SIPC. 


Technology  &  You 


EDITED  BY  STEPHEN  H.  WILDSTROM 

THE  YEAR  TO  GO 
NUTS  ABOUT  NOTES 


Back  at  the  dawn  of 
the  personal-comput- 
er era,  excited  fiiends 
insisted  that  I  had  to  see 
something  called  VisiCalc  on 
an  Apple  II.  Their  inability 
to  explain  just  what  it  was 
didn't  dim  their  enthusiasm, 
and  seeing  was,  indeed,  be- 
lieving. The  spreadsheet 
turned  out  to  be  the  pro- 
gi-ani  that  marked  the  evolu- 
tion of  the  PC  from  a  hobby- 
ist's toy  into  a  vital 
business  tool. 

In  the  months  to 
come,  you  will  like- 
ly run  into  similar 
evangelism  boost- 
ing Lotus  Develop- 
ment Cor]:).'s  Notes. 
Fans  of  the  "group- 
ware"  product  will 
not  be  able  to  tell 
you  quite  what  it 
does,  but  they'll 
swear  that  it  has 
completely  changed 
the  way  they  do 
business. 

Beheve  them.  Notes  may 
not  have  the  revolutionary 
impact  of  VisiCalc  (or  Lotus' 
own  1-2-0  spreadsheet),  but 
this  may  be  the  year  that 
the  program,  with  about  1 
miUion  users  at  4,500  compa- 
nies, really  breaks  into  the 
big  time. 

"HOLY  GRAIL."  Notes  runs  on 
Windows  and  ■  'S/2  PCs,  on 
Macintoshes,  a  ;  on  many 
Unix  machines.  incorpo- 
rates elements  of  ,  n\<d\,  bul- 


a  1994  study:  "Notes  may  be 
the  elusive  Holy  Grail  of 
white-collar  productivity." 

What  makes  Notes  unique, 
and  particularly  well-suited 
to  today's  business,  is  a  tech- 
nology called  "replication." 
Computer  networks  have 
revolutionized  intraoffice  com- 
munications. But  many  people 
spend  much  of  their  time 
away  fr-om  the  office,  discon- 
nected fi'om  the  information 


letin  boards,  and 
to  give  far-flung  w. 
cess  to  a  broad  varit 
formation.  While  Not' 
superficially  like  a 
communications  progr^ 
can  change  business  prac 
in  a  way  that  led  Intei 
tional  Data  Corp.  to  say 


bases 
i"s  ac- 
>f  in- 
^  loks 
zzy 
it 


stored  on  the  computers  at 
the  hubs  of  the  networks. 
Notes  allows  identical  copies 
of  information  to  be  stored 
on  multiple  computei"s,  includ- 
ing laptops.  Instead  of  trans- 
ferring all  the  information. 
Notes  sends  only  the  bits 
that  have  changed  since  the 
last  time  the  user  tapped  in. 
Thus  sales  reps  in  the  field 
only  need  access  to  phone 
lines  to  keep  their  inventoiy 
lists  up  to  date. 

Given  such  obvious  appeal, 
why  has  the  program,  which 
debuted  in  1989,  taken  so 
long  to  build  up  momentum? 
One  reason  is  that  you  have 
to  see  Notes  in  action  to  ap- 
preciate its  power.  Another 
was  Lotus'  original  decision 
to  make  the  minimum  pur- 


chase a  250-user  package 
whose  $62,000  price  tag  made 
it  accessible  to  only  the 
biggest  cor])orations. 

Notes'  revised  pricing  pol- 
icy will  help.  You  can  buy  a 
starter  kit — software  for  two 
users  and  a  sei-ver— ifor  $995. 
Pricing  for  bigger  networks 
is  even  more  appealing:  Lo- 
tus estimates  that  the  typical 
cost  is  about  $300  per  user. 
But  the  biggest  impetus 
could  come  from  a  partner- 
ship between  Lotus  and 
AT&T.  Network  Notes,  now 
being  field-tested,  will  make 
it  simple  to  extend  a  Notes 
network  beyond  corporate 
walls,  linking  Notes-based 
companies  with  theu*  custom- 
ers and  vendors  without 
them  having  to  solve  the 
tough  problems  of  getting 
their  networks 
talking  directly  to 
each  other. 
PEEK-PROOF.  In  one 
test,  software  re- 
tailer Egghead  Inc. 
is  using  Network 
Notes  to  handle  or- 
ders from  its  coipo- 
rate  customers. 
Compaq  Computer 
Corp.  is  using  the 
system  to  give 
product  and  price 
information  to  cus- 
tomers. Notes'  se- 
curity features  en- 
sure that  prying  eyes  cannot 
find  out  how  much  the  cus- 
tomers are  paying. 

Notes  is  attracting  some 
heavyweight  competition.  Mi- 
crosoft's oft-delayed  Ex- 
change Server  will  offer 
many  of  the  same  features. 
Novell  is  trying  to  integrate 
Netware  with  the  Word  Per- 
fect GroupWise  message-han- 
dling product  it  acquired  last 
year.  Banyan  Systems  Inc.  is 
building  a  rival  it  calls  Be- 
yondWare.  But  Notes,  with 
an  enhanced  version  4.0  now 
in  final  testing,  enjoys  a  huge 
headstart.  So  business  com- 
puter users  who  need  to 
work  more  closely  with  their 
colleagues,  vendors,  or  cus- 
tomers should  check  Notes 
out  today.  S.  W. 


BULLETIN  BOARD 


SOFTWARE 
XEROX  IS  IN  GOOD  FORM 

Computerized  forms  have 
greatly  eased  paperwork 
chores.  But  there  are  times 
when,  for  legal  or  practical 
reasons,  a  form  has  to  be 
printed  out  for  revision.  And 
once  the  document,  say  a 
benefits-change  form,  is 
out  of  the  computer,  reen- 
tering changes  requires 


slow,  costly  clerical  work. 

Xerox  Corp.'s  SmartPaper 
technology  could  automate 
the  process.  It  preserves  the 
old  data  in  a  series  of  fine 
lines  that  look  like  a  gray 
box  on  the  printed  page. 
Scanning  the  form  back  into 
the  computer  automatically 
updates  the  stored  record 
with  the  new  choices  the 
employee  makes  by  check- 
ing boxes.  Xerox  Desktop 
Document  Systems  (800 
248-6550)  is  licensing 
the  technology  to  software 
developers. 

PDAS 
WRITE  IT  OR  TYPE  IT 

The  market  may  be  slow  to 
take  off,  but  choices  in  per- 
sonal digital  assistants  are 
growing.  The  iatest  entry, 
priced  from  $750  up,  is  Sharp 
Corp.'s  Zaurus  (800  237- 
4277),  It  features  a  miniature 
keyboard  and  the  ability  to 
store  handwritten  notes — but 
not  convert  the  notes  to  com- 
puter text.  In  case  you're  won- 
dering, the  name  was  chosen 
to  be  "language  neutral,"  or 
meaningless  in  any  language. 


a-  "^TIONS?  COMMENTS?  techandu@mgh.eom  on  Internet  or  fax  (202)  383-2125 
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Appointment  Scheduler 


Calculator 


World  Time  Clock 


Paperless  Note  Pad 


Handwriting  Annotation 


Standard  and  Predictive 
Keyboards 


Help  Functions 
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Simon  has  arrived  and  it's  as  M  revolutionary  as  you've  heard. 

Say  hello  to  the  world's  first  personal  cellular  couununicator  that  puts 
all  your  mobile  business  tools  into  one  small,  handheld  package.  Its 
easy  to  use,  affordable  and  its  wireless!  So  it  goes  where  you  go  — 
works  where  you  work.  Say  hello  to  Simon.  It's  simply  innovative. 

Call  \m-S\m  m,  M  let  BellSoulli  Simplify  youf  Mobile  Commoiiicalions. 

oirroi 

Mobile  Commumcations  Made  Simple 
From  BELLSOUTH 

Designed  by  IBM 


Simon  Specificdtidns  -  Size:  8" 


:  1.5";  Weighl:  18  oz. 


Inly  a  car  this  quiet  could 
make  so  much  noise. 

eems  the  automotive  press  carit  stop  talking  about  the  new  Maxima.  •  lake  Motor  Trend, 
example,  ivJio  after  their first  road  test  concluded,  "Were  impressed  tJiat  the  Maxima  offers 
comfort  and  quiet  once  reserved  for  luxury-channel  cars?  •  They  ivent  on  to  add,  "This 
isan  ranks  among  the  best  valms  in  a  luxo/performame  sedan.  Acura,  BMW  and  the  rest 
'd  now  be  concerned.''  •  The  Maxima  made  such  an  impression  on  them,  they  named  it 
95  Motor  Trend  Import  Car  of  the  Year  •  No  smcdl feat  when  you  considier  that  the  field 
luded  contenders  from  Porsche,  BMW  and  Lexus.  •  But  the  Maxima  beat  all  of  them, 
anks  in  part  to  a  potent  V6  efigine  that  blasts  from  0-60  in  a  mere  6.6  seconds^  Yet,  this 
ne  engine  delivers  the fuel  economy  of  a  miserly  4-cylinder  compact!*  •  As  for  handling. 
Maxima  can  easily  outmaneuver  many  expensive  European  sedans  costing  twice 
much.  •  And  speaking  of cost,  the  Maxiina  has  a  starting  price  of  under  $20, 000 f  Wliich, 
ich  to  the  chagrin  of  o  ur  competitors,  isn't  something  we're  going  to  keep  quiet  about. 
To  learn  more,  ccdl  1-800-333-4680.  Or  visit  your  nearest  Nissan  Dealer  for  a  test  drive. 

he  Netv  Maxima.  Motor  Trends  1995  Import  Car  of  the  Year 

It's  time  to  expect  more from  a  car" 

n  Motor  Corporation  U.S.A.  Smart  people  always  read  the  fine  print.  And  they  always  wear  their  seal  bells.  *Motor  Trend, /wrec  1994  **1995  EPA  fiiel  economy 
lies  22  miles  per  gallon  rity/27  miles  per  gallon  highway  ivith  5-speed.  Use  these  estimates  for  comparison  only.  Actual  mileage  may  vary  with  driving  conditions. 
nileage  comparison  versus  Subaru  Legacy  AWD  5-speed.  fManufiiclurer's  Sngge.sted  Retail  Price  for  1995  Maxima  GXE  excluding  taxes,  title,  license, 
'ation  charges,  options  and  locally  required  equipment.  CLE  model  shown.  Dealer  sets  actual  prices.  Prices  are  subject  to  change.  In  Canada,  call  1-800-387-0122. 


Economic  Viewpoint 


BY  ROBERT  KUTTNER 


REWRITE  THE  REGULATORY 
RULEROOK-DONT  TEAR  IT  UP 


FINESSE: 

The  challenge 
facing  the  new 
Congress:  How 
to  dismantle 
stultifying 
bureaucratic 
rules  while 
continuing  to 
protect  the 
public  interest 


Robert  Kuttner  is  co-editor  of  The 
American  Prospect  and  author  ot  The 
End  of  Laissez-Faire 


With  the  Republican  takeover  of  Con- 
gi'ess,  deregulation  is  back  in  vogue. 
However,  it  isn't  just  bureaucratic 
pointy-heads  who  dream  up  health,  safety, 
and  environmental  laws.  A  great  many  regii- 
lations  come  into  being  because  some  pri- 
vate-sector excess — tainted  meats,  lethal 
drugs,  maimed  workers,  polluted  streams, 
bilked  investors — leads  to  a  public  outcry  and 
a  demand  for  remedy.  Moreover,  in  the  ab- 
sence of  regulations  protecting  health,  safety, 
and  the  environment,  individuals  seek  rec- 
ompense through  costly  private  litigation. 

Still,  bureaucratic  regulation  tends  to  ossi- 
fy, and  so  regulatory  reform  is  not  entirely 
miscast.  Since  the  late  1970s,  both  political 
parties  have  suj^poited  partial  deregulation 
of  aii'lines,  tnicldng,  natural  gas,  telecommimi- 
cations,  and  banking — with  mixed  results. 
And  lately,  "marketlike"  regulation  has  sought 
to  harness  market  forces  to  do  what  would 
othei-wise  be  done  bureaucratically. 

A  pleasing  example  is  the  offer  of  a  ft-ee 
ticket  to  a  passenger  willing  to  give  up  a 
seat  on  an  overbooked  flight.  Tliis  minimarket 
allows  airlines  to  book  flights  tightly  while 
still  guaranteeing"  that  tickets  will  be  hon- 
ored. Another  example  is  the  trading  of  pollu- 
tion lights,  allowing  industries  to  bank  savings 
in  theu"  emissions  of  pollutants  and  to  buy  and 
sell  them  as  necessary.  Still  another  is  the 
recent  auction  of  the  br-oadcast  spectium  for 
the  next  generation  of  wireless  communica- 
tions devices. 

FIRST  THINGS  FIRST.  Yet  these  contrived  mar- 
kets in  bumping  rights,  pollution  rights,  and 
broadcast  licenses,  while  ingenious  and  often 
efficient,  are  neither  simple  alternatives  to 
regulation  nor  fi-ee  mai'kets.  They're  the  prod- 
ucts of  government  regulation.  No  airline 
would  give  away  tickets  imless  it  was  first 
prohibited  from  bumping.  Nor  would  there 
be  a  market  in  pollution  rights  vrithout  gov- 
ernment limits  on  allowable  emissions. 

A  revolution  is  also  occurring  in  the  regu- 
lation of  what  were  once  viewed  as  natural 
monopolies.  Public  utilities  used  to  receive  a 
franchise  to  be  the  sole  local  supplier.  In  re- 
turn, they  had  to  provide  virtually  universal 
service,  at  regulated  rates,  and  were  guaran- 
teed a  normal  operating  profit.  However,  a 
generation  of  economic  analysis  has  demon- 
strated that  this  kind  of  regulation  tolerates 
inefficiencies,  retards  innovation,  and  often 
promotes  investment  motivated  mainly  by 


the  desire  to  increase  the  rate  base.  New 
technology  adds  to  the  allure  of  deregulation 
There  is  no  longer  a  technical  reason  whj 
the  phone  company  or  the  electric  company 
need  be  a  monopoly. 

Yet  as  long  as  we  want  a  local  pi'ovider-of- 
last-resort,  required  to  supply  phone  service 
or  electricity  to  any  willing  customer,  com 
plete  deregulation  is  out  of  the  question.  The 
Federal  Communications  Commission,  the 
Federal  Energy  Regulatory  Commission,  anc 
state  public  utilities  commissions  are  all  gr-ap- 
pling  with  how  to  deal  with  the  oxymoronic 
worid  of  prxj-competitive  r'egulation. 
BALANCING  ACT.  Consider'  the  dilemma  of  rec- 
onciling competition  with  partial  rate  regula- 
tion. The  local  Baby  Bell,  for  e.xample,  is 
stuck  with  an  ex]:)ensive  "installed  base"  of  ca- 
bles, switching  devices,  and  other  capital 
equipment.  It  keeps  the  local  grid  operating 
and  its  rates  ar-e  based  on  its  costs.  If  new 
competitors  are  allowed  in  willy-nilly,  they'll 
underprice  the  Baby  Bell  and  r-ender  it  unec 
onomic.  But  if  the  Bell  keeps  its  monopoly, 
the  consumer-  will  be  denied  available  choices 

Ther-e  ar"e  pro-competitive  solutions  to  such 
dilemmas,  but  each  requires  ground  rules- 
namely,  i-egulation.  Lately,  ther-e  has  been  a 
wave  of  cr'eative  r'egulatory  r'eform  at  both 
state  and  federal  levels,  r'elying  on  such  devic- 
es as  free  competition  under  price  caps  and 
mandated  cost-sharing  by  competitors.  Such  te 
r-eforms  are  designed  to  r-econcile  the  contra 
dictory  goals  of  universal  service  and  in 
creased  competition — but  they  hardly  consti 
tute  a  perfect  free  mar-ket. 

Conser'vative  economic  theory  holds  public-  oi 
inter-est  regulation  to  be  a  hopeless  enter- 
prise. Regulator-s  ar-e  said  to  be  captives  of 
special  interest  groups,  or  "rent-seekers," 
interested  only  in  expanding  their  own  em- 
pires. But  those  same  corrupting  political  d 
pressures  operate  in  a  worid  of  der-egula- 
tion — witness  the  savings-and-loan  scandal 
Even  a  mar-ket  economy  requires  rules,  and 
the  rule-setters  need  to  be  as  creative  and 
public-minded  as  possible. 

In  fact,  federal  and  state  r-egulatory  agen- 
cies have  done  very  well  in  rising  to  the  chal- 
lenge of  r-einventing  r-egulatory  systems  to 
encour'age  competition  and  technical  dyna- 
mism while  still  pr-otecting  a  broad  public 
interest.  It  would  be  a  shame  if  this  sensible 
pragmatism  gave  way  to  a  dogmatic  on- 
slaught of  deregulation. 
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THE  INTERNET 


YOUR  COMPETITION'S  ALREADY  THERE, 

ARE  YOU? 


TAKE  THE  INTERNET  $9  CRUISE  TEST  DRIVE. 


e  best  way  to  move  ahead  of  the  competition  is  to 
n  the  Internet.  And  the  best  way  to  get  on  the 
net  is  with  Internet  Chameleon. 

ternet  Chameleon  features  over  a  dozen  easy-to-use 
dows  applications-all  the  software  you  need  to  get 
lected  and  explore  the  network  that's  linking  the 
id.  Get  on  the  hitemet  to  put  your  company  closer 
)ur  customers. 

5tant  InternetT^  lets  you  sign  up  for  your  own 
net  account  in  minutes*.  WebSurfer™  taps  you 
the  World  Wide  Web  for  news,  stock  quotes, 
petitive  information,  the  Library  of  Congress, 
name  it.  Electronic  Mail  lets  you  communicate 


around  the  globe.  Other  applications  include  Gopher, 
Archie,  Newsreader,  File  Transfer,  Telnet,  and  more. 

The  Internet  $9  Cruise  offers  you  an  easy  risk-free, 
opportunity  to  try  out  the  full  product  and  find  out 
for  yourself  what  the  Internet  can  do  for  your 
competitive  edge. 

To  order  the  Internet  $9  Cruise, 
call  1-800-558-7656,  ask  for  Dept.  B1 
today.  We'll  also  send  you  a  free  white 
paper,  "How  To  Do  Business  On  The 
Internet". 


994  Dvorak  PC  Telecammunications  Encellence  Award  For  Oulstaniling  Inlernel  Frant-Enl  / 


'^NetManage 

Networking  Your  PC  To  The  World 


ou  can  choose  from  a  selection  of  providers.  Free  trial  usage  available  up  to  30  days  depending  on  provider.  Connect  charges  and  configuration  fees  for  permanent  accounts  vtnaiy  by  provider. 


•  "Go  ahead".  This  is  the  opening  line  of  AXA's  international  advertising  campaign. 

A  pretty  strong  message  for  a  little  known  company  to  give  the  world.  Few  companies  in  our  field  of 
nsurance  and  investment  would  dare  print  such  a  statement.  So  how  can  we,  AXA,  do  it  ? 
'  .   •We  are  the  4th  largest  insurance  group  in  the  world,  based  on  funds  under  management 
pver  $220  billion)  and  12th  by  premium  income.  We  are  50  000  strong  with  offices  in  16  countries, 
across  3  continents. 

•  How  did  we  reach  such  a  position  ? 

We  followed  a  simple  idea.  In  a  competitive  economy,  it  takes  better  service  to  get  and  keep  clients.  The 
service  we  provide  is  the  service  we  promised.  No  hiding  behind  the  small  print.  You  get  what  you  expected, 
rhis  service  is  innovative  and  thorough,  constantly  being  reshaped  to  fit  an  ever  changing  world.  And  it  is 
implemented  by  committed  men  and  women. 

•  True,  it  took  more  than  just  better  service  and  better  people  to  grow  like  that. 

It  took  a  well  balanced  strategy  combining  many  elements.  Consistent  profitability.  Rapid  reaction  to 
Dpportunities.  And  international  expertise  gained  through  different  kinds  of  partnerships  with  long 
established,  well  respected  local  companies. 

•  AXA  has  just  such  partnerships  with  The  Equitable  in  the  USA  and  with  AXA  Equity  &  Law  in  the  UK. 
\Ne  benefit  from  their  experience  and  their  image,  they  profit  from  ours.  Cross  fertilization  is  making  all  of  us 
truly  global  players.  jjj^ 

•  It  is  the 


Economic  Trends 


BY  GENE  KORETZ 

FALLEN  EMPIRE, 
FALLING  PEOPLE 

Former  Soviet  populations  dwindle 

Nowhere  is  the  economic  and  political 
chaos  enveloping  the  fonner  Soviet 
Union  more  evident  than  in  its  impact 
on  demographic  data.  In  a  new  Popula- 
tion Refei'ence  Bui'eau  study,  demogi'a- 
pher  Carl  Haub  notes  that  as  late  as 
1988,  the  entire  Soviet  Union  had  ex- 
panding populations  and  birth  rates 
promising  long-teirn  growth. 
^■HHHBHHi^^H      Now,  however, 


SHORTER  LIVES 
FOR  RUSSIAN  MEN 


AYEARS 

DATA:  POPUWIION  REFERENCE 


fertility  rates  have 
fallen  in  eveiy  for- 
mer republic — 
[ilunging  fai'  below 
replacement  level 
in  Russia,  Belarus, 
Uki'aine,  Estonia, 
Latvia,  and  Lithu- 
ania. In  Russia, 
which  has  half  of 
the  fonner  Soviet 
Union's  population, 
more  than  two- 
thii'ds  of  pregnan- 
^"""^  cies  ai'e  aborted. 

Infant  deaths  and  overall  mortality 
rates  have  also  risen.  The  stai'kest  trend 
has  occuired  in  Russia,  where  male  life 
expectancy  fell  to  only  58.9  years  in 
1993,  the  lowest  of  any  industrial  na- 
tion. In  1993,  five  of  the  seven  Europe- 
an republics,  representing  over  70%  of 
the  fonner  Soviet  Union's  people,  suf- 
fered population  declines. 


WHAT  TO  EXPECT 
IF  WELFARE  ENDS 

Who  will  hire  former  recipients? 

A popular  view  these  days  is  that 
eliminating  welfare  for  able-bodied 
people  would  not  only  save  taxpayer 
dollars  but  would  also  free  recipients 
from  the  debilitating  trap  of  dependen- 
cy and  si)iir  them  to  become  self-reliant. 

A  new  sludy  by  Sandra  K.  Danziger 
and  Shen'ie  A.  Kossoudji  of  the  Uni- 
versity of  Michigan,  however,  under- 
scores the  sevei'e  employment  problems 
facing  welfare  recipients.  In  1991,  the 
state  of  Michigan  did  exactly  what  some 
welfare  critics  have  advocated:  Facing  a 
budget  deficit,  it  abruptly  temiinated 


General  Assistance  (ga),  a  progi'am  that 
had  been  providing  a  maximum  of  $160 
a  month  to  80,000  poor  woi'king-age  job- 
less adults  with  no  dependent  children. 

The  reseaix'hers  looked  at  how  a  sam- 
ple of  pi"esumably  "able-bodied"  recip- 
ients fared  after  losing  their  cash  as- 
sistance (they  continued  to  receive  food 
stamps  and  mecUcal  coverage).  The  good 
news  is  that  nearly  two  years  after  ga 
ended,  almost  20%  had  regular  jobs — 
with  an  average  gi'oss  pay  of  $650  a 
month.  Some  of  these,  of  course,  would 
have  found  work  even  if  the  ga  pro- 
gi'am  had  not  been  temiinated. 

Of  the  80%  or  so  of  fonner  recipients 
who  remained  unemployed,  on  the  other 
hand,  almost  a  fifth  were  in  such  poor 
health  that  they  were  able  to  qualify 
for  disability  assistance.  The  rest  man- 
aged to  scrape  by  with  help  from  fami- 
ly and  friends,  odd  jobs,  and  recoui'se  to 
programs  like  homeless  shelters  and 
food  pantries.  In  general,  their  meager 
living  standards  declined. 

Why  didn't  more  people  wind  up  with 
jobs?  The  study  reports  that  58%  of  ex- 
recipients  had  chi-onic  health  problems, 
40%  were  over  age  40,  half  were  high- 
school  dropouts,  over  half  lived  in  mi- 
nority-concentrated inner  cities,  and  25% 
lacked  work  experience.  Those  who 
found  jobs  tended  to  be  younger, 
healthier,  and  better  educated,  and  to 
live  in  less  blighted  areas. 


HOW  NON-HMO 
DOCS  COMPETE 

They  cut  some  fees,  but  not  income 

Competition  may  have  less  of  a  mod- 
erating effect  on  health-care  out- 
lays than  many  obsei-vers  believe.  Take 
the  case  of  doctors'  office-visit  fees. 
Economist  Laurence  C.  Baker  of  Stan- 
ford LTniversity  reasoned  that  the 
gi'owth  of  health-maintenance  organiza- 
tions might  induce  independent  doctors 
to  cut  fees  in  order  to  compete.  And  in 
a  recent  study,  he  did  find  that  gi*eater 
HMO  market  shares  in  a  region  were  as- 
sociated with  appreciably  lower  office 
fees  among  non-HMO  practitioners. 

The  catch:  The  study  also  indicated 
that  the  independent  physicians  man- 
aged to  maintain  their  incomes  despite 
their  lower  office  fees.  Since  they  didn't 
work  more  hours  or  see  more  patients 
than  doctors  in  areas  lacking  hmos.  Bak- 
er theorizes  that  they  may  have  offset 
theii'  lower  office  fees  by  raising  fees  for 
tests  and  procedures  or  by  stressing 
services  with  high  profit  margins. 


WHY  THE  CRY 
FOR  TAX  RELIEF? 

Slack  income  growth  is  the  spur 


The  consensus  among  economists 
these  days  is  that  middle-class  tax 
relief  this  year  is  likely  to  be  more  cos- 
metic than  real.  As  Bruce  Steinberg  of 
Men-ill  Lynch  &  Co.  notes,  entitlements 
(mostly  Social  Security  and  Medicare), 
interest  payments,  and  defense  absorb 
about  88%  of  the  federal  budget. 

Excluding  Medicaid,  welfai-e  programs 
take  only  7%  of  federal  spending.  And 
the  modest  12%  devoted  to  such  dis- 
cretionary outlays  as  education,  the  en- 
vii'onment,  and  highways  is  ab'eady  the 
lowest  share  of  federal  spending  and 
gi'oss  domestic  product  in  40  years. 

In  light  of  these  budgetary  con- 
straints, the  need  to  offset  tax  cuts 
with  spendmg  cuts,  and  Republican 
pledges  to  move  toward  a  balanced 
budget,  anything  more  than  very 
modest  tax  relief  for  the  middle  class 
seems  problematic.  Indeed,  an  ironyp 
of  the  current  situation,  observes 
Steinberg,  is  that  the  U.S.  still  enjoys 
the  lowest  tax  bite  among  industrial 
nations  (chart).  Moreover,  the  federal 
tax  burden  has  actually  been  "incred- 
ibly stable  at  about  19%  of  gross  do- 
mestic product  for  three  decades." 

So  why  the  tax-cutting  frenzy?  The 
answer  seems  to  be  continuing  wide- 
spread economic  malaise.  The  govern- 
ment reports  that  men  aged  25  to  54 
who  lost  and  then  found  full-time  jobs  in 
the  early  1990s  suffered  average  I'eal 
earnings  declines  of  20%.  From  1989 
tlirough  1993,  median  real  household  in- 
come fell  steadily  by  a  cumulative  7%. 

Unable  to  influence  the  economy's  in- 
ability to  raise  average  incomes  in  re- 
cent years,  legislators  are  turning  to  gj, 
the  one  economic  lever  they  do  control: 
till'  puN^  ri-  til  reduce  taxes. 

.-J 


GUESS  WHOSE  TAXES 
ARE  LOWEST 
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business  Outlook 


JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


F  THIS  KEEPS  UP,  THE  FED 
lAY  COME  DOWN  TOO  HARD 


US.  ECONOMY 


WAGE  GROWTH 
TARTS  TO  CREEP  UP 

AVERAGE 
HOURLY  — 
EARNINGS 


After  nearly  a  year  of  tighten- 
ing the  screws,  the  Fedei"al  Re- 
*^e  stands  at  a  critical  juncture.  The  cun-ent  round  of 
rest  rate  hikes  has  reached  the  point  where  the  out- 
:  boils  down  to  two  most  likely  scenarios.  One,  the  Fed 
vs  the  economy  enough  to  curtail  price  pressures  but 
lout  precipitating  a  recession.  Or  two,  the  Fed  over- 
itens,  ushering  in  a  period  of  stagnation — or  worse, 
"rouble  is,  the  chances  for  scenario  No.  2  just  got  bet- 
Maybe  not  this  year;  but  by  1996.  The  vitality  evident 
he  December  employment  report  ai'gues  that  fomth- 
rter  economic  growth  was  the  fastest  of  1994,  suggest- 
that  past  Fed  tightening  still  has  not  had  its  desired 
ct.  The  stronger  the  economy,  the  more  the  Fed  will 
e  to  lean  against  it,  and  the  greater  the  chances  the 
tral  bank  will  push  too  hard. 

Robust  job  gi'owth  last  month 
and  another  drop  in  the  imem- 
ployment  rate  virtually  assui'e 
AVERAGE         the  seventh  rate  hike  in  a  year 
IBr   earnings""     when  the  central  bank's  poKcy 

^   committee  sits  down  on  Jan.  31- 

I^^L.  .  Feb.  1.  Exhibit  A:  The  jobless 
rate  fell  from  5.6%  in  Novem- 
ber to  a  4J^--year  low  of  5.4%, 
well  below  the  level  that  almost 
everyone  believes  is  the  trigger 
for  wage  pressure.  In  fact,  wage 
wth  is  already  drifting  upwai'd  (chart). 
Tie  rate  increase,  expected  to  be  anywhere  from  a 
'  to  a  full  point,  will  at  least  double  the  level  of  short- 
n  rates  since  Feb.  4, 1994.  In  the  past,  such  an  aggi-es- 
!  move  has  always  yielded  either  a  sharp  slowdown  or 
:)utright  recession. 

il  HIT  the  panic  button  just  yet,  though.  There  ai"e 
some  good  reasons  to  believe  that  the  economy  will 
V  down  before  the  Fed  goes  too  fai*.  Consumers  hold 
key.  True,  job  gi'owth  is  strong,  but  households  are  un- 
ly  to  maintain  the  heady  pace  of  buying  they  posted  in 
year's  second  half.  Higher  rates  ai'e  ah'eady  crimping 
sing,  and  that  wiU  rein  in  demand  for  household  dur- 
;  goods.  Both  were  big  contributors  to  grovrth  in  1994. 
Jso,  households  are  starting  to  stretch  their  credit 
ts  at  a  time  when  savings  are  veiy  low.  Consumers 
ed  a  huge  $12.9  billion  to  their  installment  debt  in  No- 
iber.  Revolving  debt,  mainly  credit  cai-ds,  shot  up  by 
'  billion.  Debt  loads  have  surged  15.1%  from  a  year 


9   '90   '91    '92    '93  '94 
'ERCENT  CHANGE  FROM  A  YEAR  AGO 
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ago,  a  pace  not  seen  since  the  credit  binge  of  the  mid- 
1980s,  and  the  ratio  of  debt  to  aftertax  income  is  back  up 
to  17.8%  from  a  low  of  15.2%  two  yeai's  ago. 

The  main  wony  right  now  is  that  consumers — and  the 
rest  of  the  economy — will  continue  to  baiTel  ahead,  gener- 
ating the  veiy  price  pressures  that  the  Fed  wants  to 
preempt.  So  far,  the  news  from  the  pi'ice  iadexes  re- 
mains good,  but  some  acceleration  in  inflation  in  1995 
looks  inevitable. 

For  finished  factoiy  goods,  the  producer  price  index 
rose  a  mild  0.2%  in  December  The  core  index,  which 
excludes  enei'gy  and  food  to  give  a  better  tracking  of  how 
economic  forces  ai"e  influencing  prices,  was  also  up  0.2%. 
For  all  of  1994,  finished-goods  inflation  was  a  mere  1.7%. 

And  the  consumer  price  index  increased  a  modest  0.2% 
in  December,  bringing  1994  consumer  inflation  to  only 
2.7%,  vrith  many  categories  of  goods  and  services  experi- 
encing slowdowns  (table).  For  the  third  consecutive  year, 
the  CPI  has  risen  less  than  3%,  something  that  hasn't 
happened  since  the  mid-1960s.  Moreover,  core  inflation 
ended  up  at  only  2.6%  last  year,  the  lowest  since  1965. 

But  now,  worries  about  rising       ,«ci  iit|on  SLOWS 
capacity-utilization  rates  and  ^^^^^^^^ 

tightemng  labor  markets  are  be-  percent  change,  December  to  December 

ginning  to  give  way  to  more  di-   — l^^^ 

rect  signs  of  inflation.  For  ex-  housing  2  j  '  2.2  ' 

ample,  inflation  for  ititei-mediate  ipparel         0.9  -1.6 

goods— such  as  paper,  fabrics.  Iff"™™"   ^.^  ^.s 

MEDICAL  CARE       5  4      4  9 

and  motoi-s — from  which  finished  entertainment  2^8  2^3 
goods  are  made,  has  picked  up     miscellaneous    2.7  4.2 

shaiply  in  recent  months.  Prices     iiil™^         ^'I  H 
r.  ,        ,  T  CORE*  3.2  2.6 

01  such  goods,  excludmg  energy    *exgluoing  energy  and  food 

J    J?      1  c  -irr/    C  DATA:  LABOR  DEPT,  BUSINESS  week 

and  food,  are  up  5.1%  fi'om  a 

year*  ago,  compai"ed  with  a  1%  pace  back  in  April. 

History  shows  that  it  takes  about  a  yeai"  for  increases 
in  intermediate-goods  prices  to  work  their*  way  into  fin- 
ished goods.  So  far,  however,  that  pass-thi-ough  effect 
is  being  hmited  by  opposition  fi'om  final  producers  and 
consumers. 

Buyer  resistance  to  higher  prices,  fanned  by  fiei'ce 
competition,  is  forcing  retailers  to  the  cheapest  supplier. 
That's  the  key  reason  for  last  year's  ch'op  in  apparel  pric- 
es. And  many  producers  are  fighting — or  swallowing — 
higher  materials  costs  for  fear  of  losing  business. 

STILL  WAGES  ai'e  far*  more  important  to  the  inflation 
process  than  the  bill  for  materials,  because  labor  costs  are 
thi'ee-fourths  of  the  economy's  cost  structm-e.  That's  why 
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the  December  labor-market  report  is  a  bit  worrisome. 
It  not  only  suggests  that  gi'owth  in  fourth-quaiter  gross 
domestic  product  could  have  easOy  topped  4%,  perhaps 
i-eaching  5%.  It  also  shows  that  job  growth  was  unrelent- 
ingly strong  heading  into  1995,  at  a  time  when  wage 
gains  ai"e  beginning  to  show  some  upwaixl  tilt. 

Given  last  quarter's  strength,  it's  now  apparent  that  real 
GDP  has  exceeded  the  Fed's  measure  of  potential  gdp — ^the 
output  that  is  possible  when  all  resources  are  Mly  utilized. 
That  suggests  that  demand  for  goods  and  sei"vices  is  out- 
pacing the  economy's  ability  to  produce  them.  That  gap 
usually  is  corrected  by  higher  wages  and  prices. 

That's  why  monetary  policy  is  entering  such  a  critical 
stage.  The  longer  the  economy  gi'ows  faster  than  its  po- 
tential noninflationary  rate  of  2.5%  or  so,  the  further  the 
Fed  will  have  to  push  growth  below  that  rate  in  order  to 
wring  out  price  pressures. 

If  so,  policy  makers  attempting  a  soft  landing  face  a 
problem.  It  is  easier  to  avoid  injury  if  you  maintain  an  ec- 
onomic cruising  speed  of  2%-2.5%.  Ratchet  the  velocity 
down  to  1%  or  less,  and  the  chances  of  a  crash  rise 
sharply.  At  the  veiy  least,  unemployment  starts  to  rise. 

DECEMBER'S  JOB  DATA  gave  no  hint  that  growth  was 
slowing.  Businesses  added  256,000  workers  to  their  pay- 
rolls last  month,  and  the  November  jump  was  revised  up- 
ward by  138,000,  for  a  hike  of  488,000.  That  was  the 


LATIN  AMERICA 


FACTORIES  BEEF  UP 
THEIR  PAYROLLS 


largest  monthly  gain  in  seven  years.  The  December  rise 
was  broad,  led  by  ser-vices,  retailing,  and  manufacturing. 

Factories  added  54,000  new  slots  last  month.  The  three- 
month  string  of  sizable  gains  indicates  an  acceleration  in 
the  hiring  uptrend  that  began  about  a  year  ago  (chart).  In- 
deed, the  three-month  increase  is  the  most  since  1987. 

As  a  result  of  tighter  labor  markets,  wages  are  starting 
to  grow  a  bit  faster  Average 
hourly  earnings  rose  a  modest 
0.3%  in  December,  but  for  the 
fourth  quarter,  they  increased  at 
an  annual  rate  of  4%,  the  fastest 
quarterly  advance  in  3!^  years. 
Looking  at  the  annual  trend, 
hourly  pay  has  risen  2.8%  fi'om  a 
year  ago,  up  from  its  low  of  2.3% 
hit  in  1993. 

The  good  news  for  consumei-s 
is  more  income  to  spend.  The 
boost  in  hourly  earnings  last  quarter,  plus  longer  hours 
and  the  surge  in  jobs,  means  that  fourth-quarter  per- 
sonal income  posted  a  big  gain. 

However,  today's  festive  mood  might  turn  funereal.  If 
consumers  don't  brake  their  spending  in  the  first  half,  the 
economy  wiU  keep  charging  ahead  faster  than  the  Fed 
wants.  And  the  Fed  vriE  keep  jacking  up  interest  rates  un 
tU  growth  slows — to  one  degree  or  another. 
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MEXICO'S  OllAKE  ROCKS  ARGENTIM 


Who's  next?  Burned  by  Mexico, 
investors  even  in  more  stable 
emerging  markets  such  as  Argenti- 
na are  wary  of  holding  securities 
that  would  faU  in  price  if  another 
country  devalues  its  cun*ency.  So  fi- 
nancial markets  in  Bue- 
nos Aires  and  elsewhere 
are  being  hammered. 

Since  Dec.  20,  Ar- 
gentina's blue-chip 
stocks  are  down  27%, 
including  a  9.6%  crash 
on  Jan.  10  (chart).  Inter- 
est rates  have  shot  up, 
but  withdi-awals  from 
smaller  banks  are 
straining  the  banking 
system.  To  calm  big  investors.  Fi- 
nance Minister  Domingo  Cavallo 
rushed  to  New  York  on  Jan.  10. 

Cavallo  and  others  are  dead  set 
.  j^ainst  a  devaluation,  because  it 


INVESTORS  HAMMER 
ARGENTINE  STOCKS 


DEC.  :,'94  JAN.  10, '95 

AINOEX  OF  24  MOST-TRADED  STOCKS 
DATA:  BLOOMBERG  FINANCIAL  MARKETS 


could  bring  back  hyperinflation. 
Also,  the  country's  Convertibility 
Law  links  the  Argentine  peso  to 
the  U.  S.  dollar,  and  the  central 
bank  must  hold  dollar  and  gold  re- 
serves equal  to  the  amount  of  pesos 
in  circulation. 

Argentina's  current 
turmoil  hits  just  as  its 
1991  reforms  are  beai'- 
ing  fruit.  It  has  tora 
down  trade  baniers, 
raised  capital  spending, 
and  amassed  a  healthy 
level  of  foreign  re- 
ser-ves.  The  payoff:  The 
economy  grew  8%  in 
1994,  and  inflation  fell 
to  a  51-year  low  of  3.9%. 

StUl,  Argentina  had  some  trouble 
spots  even  before  December.  Surg- 
ing imports  and  foreign-capital 
needs  had  pushed  its  current-ac- 


count balance  into  the  red.  And  its 
fiscal  finances  slipped  into  deficit  in 
1994.  Cavallo  projects  a  1995  sur- 
plus, but  investors  ai*en't  sure. 

In  lieu  of  devaluation,  Argentina 
will  have  to  choose  another  strate- 
gy to  save  its  financial  system.  It 
could  effectively  doUarize  its  econo- 
my. Or,  to  keep  capital  within  Ar- 
gentina, the  government  can  hold 
interest  rates  high.  Credit  re- 
sti-aints  would  probably  ease  for- 
eign-investor jitters,  but  at  the  cost 
of  a  recession  in  a  country  where 
the  unemployment  rate  is  already 
12%. 

The  May  elections  complicate  pol- 
icy-making. Pi-esident  Carlos 
Menem  was  expected  to  base  his 
reelection  bid  on  the  success  of  his 
economic  reforaas.  But  the  latest 
snafu  shows  the  reach  of  Mexico's 
shock  waves. 
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Who  says  AMTs 
data  communications 
services  are  the  best? 


Best  Digital  Private  Line  Sen'ice 
Best  Frame  Relay  Services 
Best  Switched  Digital  Services 
Best  Value-Added  Network  Services 
Best  Virtual  Network.  Sewices 
Best  800  Services 


Data  Comm      Data  Comm 

MAGAZINE  MAGAZINE 


USERS'  ■  USERS'! 
CHOICE  ■  CHOICE 


Best  Dedicated  Services 
Best  Switched  Digital  Sewices 
Best  Overall 


COMPUTERWORID 


Best  Technology 
Best  Price/Performance 
Best  Service/Support 
Best  Documentation 
Prefer  to  Do  Business  With 


The  e>q3erts. 


In  the  last  year,  the  data  network 
customers  who  read  Data  Communications, 
Netivork  World  and  Compiitenvorld  gave  AT&T 
data  communications  services  eveiy  award  pos- 
sible in  data  network  categories. 

Why  was  it  such  a  clean  and  decisive 
sweep?  Because  AT&T  gives  you  the  technical 
expertise,  servicing  support  and  reliable  perfor- 
mance you  need.  Delivered  by  advanced 


systems  like  FASTARf  which  immediately 
identifies  cable  cuts  and  automatically  begins 
rerouting  data.  All  within  seconds. 

To  speak  to  a  knowledgeable  represen- 
tative or  receive  faxed  information  on  the  data 
transport  technology  that's  right 
for  the  life  of  your  business, 
call  1 800  332-7FAX,  Ext.  400  ^ 
And  add  to  your  expertise.  ^ 


AT^  For  the  life  of  your  business:  ATsT 


Cover  Story 


General  Electric  Co. 
did  it.  IBM  is  doing  it. 
Eastman  Kodak  Co. 
is  forever  trying.  And 
now,  in  a  head-on  collision 
of  the  unthinkable  and  the 
unmanageable,  the  vast  en- 
terprise known  as  Uncle 
Sam  Inc.  is  about  to  join  the 
restructuring  revolution. 

The  U.  S.  government  is 
on  the  brink  of  its  fii-st  seri- 
ous reorganization  since  the 
New  Deal — pushed  there, 
fittingly,  by  the  threat  of 
wholesale  customer  rebel- 
lion. After  enduring  years 
of  shoddy  service,  late  de- 
liveries, high  prices,  and 
surly  sales  help,  Americans 
bellowed  "Enough!"  on  Nov. 
8.  "The  message  of  the  elec- 
tion is  that  the  American 
people  think  the  federal 
goveiTiment  is  too  big  and 
too  intrusive  and  messes 

with  their  lives,"  says  Of-   

fice  of  Management  &  Budget  Director  AHce  M.  Rivlin. 
AMBIVALENT.  Voter  anger  at  goveiTiment,  of  course,  masks 
some  underlying  arab!\'alence:  While  most  agi'ee  that  Wash- 
ington has  its  problems,  relatively  few  citizens  actually  favor 
the  demolition  of  specific  agencies  or  the  elimination  of  ser- 
vices. Over  the  coming  months,  that  reahty  will  provide  po- 
litical roots  for  a  fractious,  defining  debate  on  what  govern- 
ment should  be.  How  big?  How  inti-usive?  Who  will  deliver 
services?  And  who  will  pay? 

Although  Democrats  and  Republicans  have  gi-eatly  differ- 
ing visions  of  gcx     ■  •wont's  role,  both  want  to  create  a  small- 
er, nimbler,  more  market- 


WHERE  THE  AX  COULD  FALL... 

HOUSING  The  Housing  &  Urban  Devel- 
opment Dept.  already  plans  to  cut  37% 
of  its  workers.  Republicans  want  to 
eliminate  the  agency  entirely.  The  White 
House  would  spin  off  the  Federal  Hous- 
ing Administration  into  a  semiautono- 
mous  corporation  and  shift  public-hous- 
ing funds  into  vouchers. 

AIRWAYS  The  costs  of  the  air-traffic- 
control  system  will  be  shifted  from  tax- 
payers to  air  travelers.  The  system  will 
be  turned  over  to  a  private  contractor  or 
run  as  a  quasigovernmental  entity. 

JOB  TRAINING  Of  154  existing  pro- 
grams, the  White  House  wants  to  con- 
solidate 50,  turning  them  into  voucher 
schemes  that  will  allow  people  to  buy 
training  from  private  providers.  Republi- 
cans may  cut  the  programs  entirely. 


driven  bureaucracy.  Republicans  ar-e  putting 
together  a  massive  hit  list  of  federal  pro- 
grams, agencies,  and  Cabinet  departments 
Among  their  possible  targets:  the  Depart- 
ments of  Commerce,  Housing  &  Urban  De- 
velopment, and  Education — though  GOP  leg- 
islators are  divided  on  how  far  this 
revolution  actually  should  go. 

Spurred  by  the  Democrats'  rout,  Presi- 
dent Clinton  has  directed  Vice-Presi 
dent  Al  Gore  to  gi-eatly  expand  the 
Administration's  "Reinventing  Gov- 
ernment" (REGO)  campaign.  Agen- 
cies, Gore  says,  will  have  to  "jus 
tify  why  they  should  continue 
to  e.xist  at  all"  (page  40).  So 
far,  the  White  House  has 
proposed  reorganizing — but 
not  eliminating — five  fed 
eral   agencies,  among 
them  Ti-ansportation 
and  HUD.  Clinton  also 
proposes  turning  over 


to  the  private  sector 
some  government 
enterprises,  such 

  as    the  Federa 

Housing  Administration.  And  he 
wants  to  shift  responsibility  foi' 
others,  such  as  some  low-income 
housing  and  transportation 
programs,  to  the  states. 

Ultimately,  though,  Dem- 
ocrats' fundamental  faith 
in  a  broad  governmental 
role  will  yield  to  Repub 
lican  deconstruction. 
The  next  two  yeai-s  ai-e 
likely  to  witness  a 
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,  of  reverse  New  Deal  that  will  tear 
Ti  many  of  the  props  supporting  the 
al  safety  net  and,  indeed,  much  of  the 
:  acquired  by  the  federal  government  in 
it  years  of  Reaganism.  The  most  radical 
proposals  will  be  muted  in  the  face  of 
Mal-interest  pohtics,  but  a  plethora  of 
^ams  will  be  shifted  to  states,  cities, 
counties — closer,  as  it  were,  to  the  cus- 
tomer. And  many  services  and  subsi- 
dies Americans  take  for  gi-anted  will 
be  eliminated.  It  vdll  be  time,  in 
other  words,  to  leam  what  we 
can  live  vdthout. 

To  which  Corporate  Amer- 
ica says:  It's  about  time. 
\^    "Businesses  have  been  re- 
structui'ing  for  the  last 
decade,"    says  John 
Roach,  CEO  of  Tandy 
Corp.  "It's  now  time 
for  the  government 
to  start."  Both  Clin- 
ton and  the  GOP,  in 
fact,  have  turned 
to  business  for 
tips  on  how  to 


improve  management  of  govern- 
ment agencies.  House  Speaker 
Newt  Gingrich  (R-Ga.)  has 
met  with  such  top  chief  ex- 
ecutives as  John  W.  Snow 
of  CSX  Corp.  and  Interna- 
tional Paper  Co.'s  John  A. 
Georges;  Gore  has  hud- 
dled with  Xerox  Corp.'s 
Paul  A.  Allaire  and 
Frederick  W.  Smith  of 
\  Federal  Express 


Corp.  "Things  that  are  mak- 
ing American  business  more 
competitive  can  be  apphed 
to  the  federal  government," 
says  the  Speaker.  "Goveni- 
ment  has  a  lot  to  leam  from 
the  private  sector." 
PRICEY  FREEDOM.  The  feds 
have  much  to  learn,  too, 
from  their  colleagues  in 
statehouses  and  city  halls. 
In  the  past  few  years,  cre- 
ative politicians  such  as 
Philadelphia  Mayor  Edward 
G.  Rendell  and  Colorado 
Governor  Roy  Romer  have 
begun  implementing  a  new 
brand  of  "entrepreneurial 
government"  that  stresses 
market  incentives,  partner- 
ships with  business,  and  pri- 
vatization. Milwaukee  is  ex- 
perimenting with  "total 
quality  improvement,"  and 
Chicago,  Indianapolis,  and 
other  cities  are  privatizing 

  everything  from  golf-course 

maintenance  to  parking-fine  collection  (boxes,  beginning  on 
page  36). 

Washington's  attempt  at  decentralization  will  give  states 
even  more  freedom,  providing  them  with  the  latitude  to  ex- 
periment with  health  care,  welfare,  and  other  services.  Iron- 
ically, though,  it  also  will  increase  the  pressure  on  those  gov- 
ernments, as  responsibility  for  running  former  federal 
progi'ams  shifts  downward. 

The  result  could  be  wildly  differing  levels  of  sei-vices  from 
one  jurisdiction  to  another  and  a  maze  of  vaiying  regulations 
for  interstate  coi-porations  to  navigate.  And  be  forewarned:  It 
could  mean  higher  overall  tax  bills — especially  if  Washington 


...AT  UNCLE  SAM  INC. 

WELFARE  Benefits  will  be  cut.  More  im- 
portant, states  will  assume  a  greater 
role  in  designing  and  paying  for  the  pro- 
gram, producing  vastly  different 
scfiemes  from  state  to  state. 

REGULATION  Federal  rules  will  be 
streamlined.  Cities  and  states  won't 
have  to  comply  with  federal  laws  unless 
Washington  helps  pay  the  tab.  Some 
agencies,  such  as  the  Interstate  Com- 
merce Commission,  will  be  abolished. 
The  Food  &  Drug  Administration  will  be 
pressured  to  speed  up  approvals. 

MISCELLANEOUS  SUBSIDIES  Agriculture 
payments  are  likely  to  be  trimmed,  as 
are  incentives  from  the  Small  Business 
Administration.  Regional  power-market- 
ing agencies  will  be  sold  off,  increasing 
electric  costs  in  much  of  the  West. 


both  parties  race  to  reshape  Washington 
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UTAH 

Michael  O.  Leavitt 


F 

■  r 


Imstrated  by  federal  intrusion  into 
I  state  affairs,  Republican  Gover- 
nor Michael  Leavitt  of  Utah  is 
spearheading  efforts  to  give  states 
more  autonomy. 

His  brainchild:  a  Conference  of  the 
States  for  this  fall  that  will  propose 
constitutional  amendments  aimed  at 
what  he  calls  a  "long-temi  leveling  of 
power"  between  Washington  and  the 
hinterlands.  He  came  up  with  the  idea 
two  years  ago,  and  fellow  govemors 
were  enthusiastic.  One  amendment 
would  let  states  repeal  a  federal  law 
when  two-thirds  of  state  legislatures  agi'ee.  That  would  require 
congi-essional  approval — but  a  refusal  from  Capitol  Hill,  says  Leav- 
itt, "would  illustrate  an  an-ogance  that  would  be  intolerable." 


cuts  funding  to  the  states  even  as  it  passes  on  new  respon- 
sibilities. In  the  past  two  decades,  in  fact,  state  and  local  pay- 
rolls have  gi'own  far  faster  than  Uncle  Sam's,  as  demand 
for  health  care,  education,  and  prisons  has  ballooned  (charts). 
"Anyone  who  thinks  that  we  can  do  all  these  things  without 
state  and  local  taxes  increasing  is  being  unrealistic,"  says 
Republican  Governor  George  V.  Voinovich  of  Ohio. 

Downsizing  government  will  prove  a  difficult  balancing 

act  indeed.  According  to  a  new  business   

WEEK/Harris  Poll,  a  majority  of  Americans  fa- 
vors shifting  more  responsibility  for  a  wide 
range  of  federal  progi-ams  to  the  states.  But 
only  40%  would  pay  higher  state  taxes  for 
those  services.  And  most  Americans  still  want 
to  keejj  all  existing  federal  agencies  (page  42). 
Says  Democi'atic  ])ollster-  McU'k  Mellman:  "When 
you  ask  people  if  goveiTiment  spending  should 
be  cut,  they  say:  'Absolutely.'  But  there's  not  a 
majority  for  cutting  any  specific  program  in 
this  counti-y." 

Even  so,  some  cuts  are  all  but  certain.  Fed- 
eral subsidies  for  the  arts,  agiicultui'e,  science, 
and  lowincome  housing  will  be  curtailed.  The 
air-tt'aflic-control  system  may  be  turned  over  to 
a  piivate  coi'poration.  Stringent  consumer-pro- 
tection niles  and  a  host  of  other  federal  regu- 
lations will  be  reduced.  The  crazy  quilt  of  over- 
lapping U.  S.  programs  will  be  consolidated, 
and  the  federal  woi'kforce  will  be  cut  by  more 
than  10%.  Says  Senate  (Jovernment  Affairs 
('ommittee  Chairman  William  V.  Roth  (R-Del): 
"We've  got  to  biing  this  Rube  (Joldberg  hodge- 
podge into  th(!  21st  centucy." 

"{"he  coming  revolution  will  provide  an  ex- 


I 

traordinary  leadership  test  for  both  the  heleti 
guered  Clinton  and  the  confident  new  barons  tf 
the  Republican  Party.  It  will  give  the  President 
perhaps  his  last  chance  to  define  his  vision  c 
government.   Is  he  the  ex-governor  wh 
thinks — as  he  often  tells  friends — that  Wash* 
ington  would  mess  up  a  one-car  funeral?  Os 
does  he  beheve  in  the  kind  of  centralized  plan 
ning  that  lay  at  the  heart  of  his  health-care-re 
form  proposal? 

"A  BLOWTORCH."  And  will  the  GOP  be  the  Robuf 

Hood  of  the  country-club  set — taking  fi-om  th( 
poor  and  "cultural  elites"  and  giving  to  its  con  z. 
stituents  in  the  form  of  tax  cuts?  Or  will  thi 
New  Jeffersonians  slash  equitably,  taking  thi 
knife  to  government  subsidies  that  help  fa 
vored  industries  and  the  wealthy,  too?  Just  a< 
important,  will  congressional  Republicans  b« 
willing  to  give  up  power  to  the  states?  "I 
we're  not  careful,"  frets  gop  pollster  Anthony 
Fabrizio,  "we'll  be  seen  as  protecting  powerfu 
inter-ests  and  corporate  welfare  while  eviscer ' 
ating  the  poor." 

Indeed,  any  business  executive  who  has  man 
aged  a  corporate  restructuring  knows  that  lir^ 
gency  and  bold  action,  not  tentative  steps,  ar( 

  what  turn  organizations  around.  "You  neec 

more  than  a  spark,  you  need  a  blowi:orch,"  says  retired  Con , 
tinental  Bank  Corp.  Chairman  Thomas  C.  Theobald,  wh( 
saved  the  crippled  bank  in  part  by  cutting  its  W'Orkforc( 
by  60%. 

Certainly,  Washington  needs  more  than  incremental  im 
provements.  The  balanced  budget  amendment  that  Congres; 
is  expected  to  approve  and  send  to  the  states  for  adoptio: 
within  the  next  few  weeks  would  require  more  than  $1  trillioi 


WHERE  IS  DOWNSIZING  REALLY  NEEDED? 


4.5- 


18  - 


CIVILIAN  FEDERAL 
EMPLOYEES 


STATE  AND  LOCAL 
GOVERNMENT  EMPLOYEES 


L-GOVERNMENT 
EMPLOYMENT  IS  SOARING 

1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 


'60 

A  MILLIONS 
DATAi  LABOR  DEPT. 


irporate  America  could  feel  the  downsizing,  since  ma 


3S  eiiSINESS  WLllK  /  lANUARY  23,  1995 


ts  from  planned  spending.  Even  without 
^scal  pressure,  too  many  federal  progi'ams 
bsolete  or  redundant.  It  is  hai'd  to  justify, 
xample,  154  separate  job-training  pro- 
s,  or  a  half-dozen  export-promotion  oper- 
s,  or  600  grant  progi-ams,  75%  of  which 
bute  less  than  $50  million  each  annually, 
iwnsizing  experts  believe  that  the  federal 
lucrats  should  be  removed  from  such  pro- 
s  as  public  housing,  allowing  local  gov- 
ents  to  solve  local  housing  problems  them- 
s.  Another  option:  giving  the  $17  billion 
by  the  feds  on  public-housing  construction 
ather  subsidies  di- 
1  to  the  poor  in  the 


OREGON 

Vera  Katz 


t 


DOWNSIZING 
GOVERNMENT^ 


of  housing  vouch 
allowing  them  to 
their  own  choices. 

her  prime  cutback  candidate:  special-in- 
t  business  subsidies  knovra  as  "corporate 
,re."  Why  should  the  Small  Business  Ad- 
oration, for  example,  spend  $600  million 
ig  a  handful  of  companies  to  the  exclusion 
sir  competitors? 

e  federal  government  does  have  a  vital 
to  play  in  interstate  commerce,  national 
•ity,  trade,  and  environmental  regulation,  as  well  as  in 
cting  civil  rights.  But  even  those  missions  can  be  handled 
efficiently  by  far  fewer  people.  For  instance,  public 
could  be  managed  by  a  single  agency  rather  than  by  to- 
ftstful  of  often-competing  offices.  And  by  refonning  an- 
Civil  Service  laws,  bm-eaucrats  could  be  evaluated  and, 
;d  be,  fired — ^just  like  their  private-sector  counterparts, 
mton  has  started  down  that  road  with  his  proposals  to 
;anize  Transportation,  Energy,  hud,  the  General  Ser- 
Administration,  and  the  Office  of  Personnel  Manage- 
.  HUD  Secretary  Henry  G.  Cisneros,  for  example,  re- 
tured  his  department  after  studying  a  reorganization 


ARIZONA 

Frank  A.  Fairbanks 

Phoenix'  Frank  Fairbanks  ranks 
near  the  top  of  most  people's  list 
of  best  city  managers.  Under  his 
eadership,  citizens  say  most  city  ser- 
vices have  improved,  and  costs  are 
lown.  When  Fairbanks  slashed  490 
iobs  in  1990,  for  example,  he  told  de- 
oartments  to  rethink  processes  to  re- 
luce  hassles  for  residents. 

"I  don't  see  my  job  as  being  the 
oerson  who  invents  every  good  idea," 
le  says.  The  city  has  saved  $7.9  mil- 
ion  by  adopting  suggestions  of  em- 
ployees, who  keep  10%  of  savings.  The 

appointed  manager  also  is  big  on  competitive  bidding  for  services,  a 
program  Phoenix  has  pioneered  for  15  yeai's.  City  departments,  com- 
peting with  private  contractors,  now  win  40%  of  the  bids. 


here's  a  new  crime-fighting  strate- 
gy in  Portland,  Ore.  The  cops  are 
the  same,  but  the  city  is  trying  to 
be  more  nimble  by  shifting  I'esources 
to  where  they  do  the  most  good.  That 
means  curbing  car  theft,  say,  by  tar- 
geting the  city's  10  most  vulnerable 
neighborhoods. 

The  strategy  hasn't  met 
expectations,  but  Mayor 
Vera  Katz,  a  Democrat,  is 
relying  on  Oregon's  bench- 
marking system  to  help  her  reassess 
goals:  "We're  far  more  proactive. . . 

rather  than  just  letting  programs  continue  or  adding  more  money." 
Because  benchmarking  stresses  cooperation  among  local  govern- 
ments, she  can  work  closely  with  the  county  to  defeat  bad  guys. 


at  PepsiCo  Inc.  hud  eliminated  10  regional  managers  and 
gave  its  field  officers  more  power  to  set  policy.  Cisneros  fig- 
ui'es  he  can  cut  his  11,900-strong  workforce  by  4,400  over  five 
years,  in  part  by  turning  some  funds  over  to  cities  and  states 
and  the  rest  to  poor  families  in  the  form  of  vouchers.  "We  lit- 
erally reinvented  hud  as  a  right-side-up  organization,  not  a 
top-down  organization,"  says  Cisneros. 

Such  changes  have  cut  across  Washington.  Thanks  to  at- 
trition and  a  generous  buyout  progi"am,  federal  employment 
has  been  trimmed  by  some  100,000  jobs  since  1993.  Govern- 
ment procurement  has  been  streamlined  by  giving  line  man- 
agers authority  to  buy  goods  off  the  shelf  rather  than  relying 

  on  costly  centralized-purchasing  requirements. 

At  the  GSA,  which  is  responsible  for  federal 
buying  and  real  estate,  Administrator  Roger 
W.  Johnson — the  foraner  ceo  of  Western  Digital 
Corp. — thinks  he  can  save  up  to  $20  billion 
over  five  years.  For  starters,  he'd  spin  off  op- 
erations  to  private  companies  owned  by  ex- 
employees. 

BENCHMARKS.  In  his  fiscal  1996  budget,  Clinton 
also  will  propose  consolidating  105  Public  Health 
Service  progi-ams — including  podiatric  educa- 
tion and  dentistiy  for  aids  patients — into  seven 
supei'gi'ants  to  states.  That  would  allow  gover- 
nors to  decide  how  to  spend  federal  health  dol- 
lars with  less  interference  from  Washington. 
The  President  also  wants  to  consolidate  50  job- 
training  programs.  In  their  place,  he'll  provide 
workers  with  up  to  $3,000  in  vouchers  to  im- 
prove skills.  "People  want  opportunities  from 
government,"  says  Assistant  Labor  Secretary 
Douglas  D.  Ross.  "But  they  don't  want  to  go 
through  bureaucratic  third  parties." 

Washington  also  wiU  move  towai'd  instituting 
benchmarks  to  evaluate  effectiveness,  building 
on  a  new  system  designed  by  Oregon.  There, 
state  administrators  have  promised,  for  exam- 


}anies  are  as  reliant  on  handouts  as  welfare  mothers 
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PENNSYLVANIA 

Edward  G.  Rendell 


t; 


Ihe  maverick  Democrat  has  turned 
around  Philadelphia.  When  Ed- 
ward Rendell  became  mayor  three 
years  ago,  the  city  deficit  was  $200 
million.  He  has  since  balanced  the 
budget  without  raising  taxes,  in  part 
by  privatizing  26  city  services  and 
cutting  the  workforce  by  5%. 

■ \    -^  ^  '     //  Rendell  favor's  a  new  urban  agenda, 

//^^^^  featui-ing  targeted  federal  tax  credits 
■  ^  ^^^^^^^k  ^'^'^  capital-gains  tax  cuts.  He  agrees 
B/P^  ^^^^^^M  it's  time  for  the  federal  government  to 
fMr^  ^^^^^^M  slim  down:  "There's  no  question  you 
JKKKt^^^M  can  save  billions  of  dollars  by  cutting 
the  federal  bureaucracy."  But  he  worries  about  losing  housing  and 
mass-transit  assistance.  Major  reductions,  he  says,  "would  be  ex- 
tremely difficult"  for  his  city  to  handle. 


pie,  to  actually  cut  teen-pregnancy  rates  in  half  by  2000  in  re- 
turn for  strings-ft-ee  Washington  aid.  Now,  led  by  Gore  and 
Rivlin,  the  White  House  is  pressing  for  similar  accountability. 
OMB  is  quietly  demanding  that  agencies  justify  future  budget 
requests  by  showing  results.  And  in  the  spring,  the  White 
House  will  propose  a  new  I'egulatory  scheme  that  would  free 
businesses  from  explicit  rules  as  long  as  they  meet  overall 
perfonnance  goals. 

Such  changes  may  be  just  the  beginning.   

Gore  has  asked  for  a  bottom-uji  review  of  eveiy 
department  and  agency.  Vows  one  Administra- 
tion official:  "We're  going  to  see  what  should  be 
terminated,  consolidated,  devolved  to  the  states, 
or  privatized."  GOP  demohtion  experts  want  to 
go  much  further  Roth  would  slash  the  14  Cab- 
inet departments  by  as  many  as  half.  Senate 
Budget  Committee  Chair-man  Pete  V.  Domeni- 
ci  (R-N.  M.)  vows  to  kill  at  least  100  pr'ograms. 
And  House  Budget  Committee  Chairman  John 
R.  Kasich  (R-Ohio)  is  compiling  his  own  hit 
fist — including  the  departments  of  Commerce, 
Education,  Energy,  and  Interior 

Republican  reformers  are  just  beginning  to 
fathom  the  pohtical  and  legal  complexities  of 
abolishing  entire  agencies.  For  instance,  a  de- 
partment can't  be  killed  before  the  hundreds  of 
laws  that  govern  its  progr-ams  are  changed. 
"This  isn't  as  easy  as  a  lot  of  people  thought," 
admits  a  senior  House  gop  aide. 

Despite  the  hurxlles.  Republicans  are  united 
on  cutting  social  programs  such  as  welfare  and 
Medicaid  and  curtailing  the  federal  role  in  en- 
vironmental, worker-safety,  and  financial  r-egu- 
lation.  But  divisions  are  surfacing  over  whether 


to  scrap  corporate  benefits,  such  as  subsidies  fo 
small  business,  export  promotion,  and  agribusi 
ness.  Groups  as  diverse  as  the  hbertarian  Cati 
Institute  and  the  moderate  Democratic  Pro 
gressive  Policy  Institute  have  targeted  tens  o 
billions  in  direct  company  subsidies.  "This  i 
the  essence  of  special-interest  spending  poli 
cy,"  says  ppi  Vice-Pr*esident  Robert  J.  Shapiro 
GRUMBLING  EXECS.  Such  heady  talk  tends  ti 
spook  some  Republicans  wary  of  antagonizinj 
longtime  business  allies.  Corjjorate  executive 
love  to  blast  big  government,  but  many  com 
panies  have  become  nearly  as  reliant  on  feder 
al  handouts  as  welfare  mothers.  Citizens  Utili 
ties  Co.  in  Stamfor-d,  Conn.,  uses  cheap 
federally  subsidized  loans  for  construction  o 
telephone,  water,  and  gas  systems  in  fast-grow 
ing  exurbs.  Last  year,  6.5%  of  its  $751  million  ii 
long-term  debt  was  backed  by  the  Rural  Elec 
trification  Administration  and  the  Rural  Tele 
phone  Bank.  An  additional  $311  million  was  is 
sued  as  tax-free  industrial-development  bonds 
Citizens'  payoff:  shar-ply  lower  borrowing  cost 
for  its  subsidized  debt  and  $108  million  in  earn 
ings  for  the  first  nine  months  of  1994. 

Republicans  are  similarly  divided  over  hov 

  much  to  relax  regulation.  While  companie.' 

gr-umble  about  federal  rules,  they'd  pr-efer  a  unified  set  o 
standards  to  50  conflicting  state  regulations.  For  instance 
companies  with  unifor-m  health  plans  would  hate  to  desigi 
new  benefit  plans  in  or-der  to  meet  different  rules  in  differen 
states.  Says  Federal  Expi'ess  Chair-man  Smith:  "There  are  al 
kinds  of  things  that  a  large  multinational  employer  will  hav( 
to  deal  with  differently  from  state  to  state." 

Another  problem:  turf-conscious  committee  heads.  Senatoi 


C 


OHIO 

George  V.  Voinovich 

all  him  a  Republican  innovator. 
Ohio  Governor  Voinovich  has  be- 
gun one-stop  shopping  for  family 
services  and  has  apphed  "total  quality 
management"  techniques  to  improve 
gover-nment  efficiency.  The  number  of 
clerical  steps  required  to  process 
workers'  compensation  claims,  for  ex- 
ample, has  dr-opped  to  7  from  17. 

No  surprise  that  he  thinks  states 
should  get  more  freedom  to  run  feder- 
al programs.  "People  who  are  closest 
to  the  problems  are  best  capable  of 
solving  them,"  he  says.  He's  open  to 

suggestions  that  Washington  stop  funding  some  programs — even  his 
favor-ite.  Head  Start.  But  Voinovich  says  if  Congress  scales  back,  it 
must  give  states  time  to  adjust. 


Even  at  this  stage,  some  targets  have  been  taken  off  th( 
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•k  0.  Hatfield  (R-Ore.),  who  as  chairman  of  the  Appro- 
tions  Committee  amasses  power  by  doling  out  dollars,  will 
I  reluctant  reformer.  So  will  House  Transportation  &  In- 
tructure  Committee  Chairman  Bud  Shuster  (R-Pa.),  who 
its  to  keep  distributing  goodies  rather  than  letting  states 
)se  which  roads  to  build  or  repair  Says  Robert  W.  Poole 
pi'esident  of  the  Reason  Foundation,  a  Los  Angeles-based 
rtarian  think  tank:  "We're  still  fighting  powerful  interests 
he  status  quo  and  members  of  Congress  who  love  to 
i  out  pork." 

'or  every  unwilling  committee  honcho  in  Washington, 

igh,  there  is  a  governor  or  mayor  champing   

tie  bit.  For  them,  the  battle  over  downsizing 
'esents  a  historic  opportunity  to  redefine 
relationship  between  Washington  and  state 
local  governments.  Ah'eady,  some  governors 
it  Congress  to  change  the  Constitution  to 
I  states  more  power:  Led  by  Utah's  Michael 
vitt,  they  are  pushing  to  convene  the  first 
nal  meeting  of  the  states  since  the  Consti- 
anal  Convention  in  1787.  "The  federal  gov- 
nent  and  the  states  have  developed  a  mas- 
servant  relationship,"  Leavitt  says.  "States 
e  to  assert  themselves." 
ihio  officials,  for  instance,  figure  they  spent 
3  miUion  in  1994  to 
federal  rules. 


tic  legislature.  Weld  has  been  forced  to  put  his  privatization 
efforts  on  hold. 

Florida  Governor  Law^on  Chiles  likewise  won  praise  for 
turning  care  of  Medicaid  patients  over  to  health-maintenance 
organizations.  But  he  recently  ft-oze  the  progi-am's  expansion 
after  a  newspaper  reported  that  hmo  owner-s  wer-e  earning  ex- 
orbitant salaries  with  state  money  while  offering  poor-quality 
care.  And  in  Oregon,  state  officials  concede  that,  even  after  five 
yeiirs,  their  vaunted  benchmai-king  progi'am  has  a  considerable 
distance  to  go.  "The  moi-e  we  work  at  this,  the  more  we  re- 
ahze  how  tough  it  is,"  says  Duncan  Wyse,  executive  director 


WISCONSIN 

John  O.  Norquist 


H 


A  DOWNSIZING  A 
^  GOVERNMENT  ^ 


)rce 

ently,  a  dozen  states 
e  refused  to  comply 
1  a  new  law  that  al- 

;  people  to  register  to  vote  when  they  aj^ply 
driveris  licenses.  They  insist  they  will  con- 
e  to  ignore  the  statute  until  Washington 
is  money  to  pay  for  the  progi-am. 
he  defiance  is  paying  off.  With  Clinton's 
ang,  Congi'ess  will  soon  adopt  legislation 
:  will  make  it  tougher  to  impose  unftmded 

idates  on  states  and  cities.  And  to  provide   

e  freedom  in  running  federally  ftmded  progTams,  Clinton 
waived  Medicaid  and  welfai'e  niles  for  more  than  a  dozen 
es.  Colorado,  for-  instance,  is  encouraging  welfai-e  recipients 
rork  by  allowing  them  to  earn  more  than  federal  mles  al- 

"We  can  do  a  better  job  and  spend  less  money  if  we  have 
flexibility,"  explains  Governor  Romer. 
OING  PATTERN.  Not  surprisingly,  while  governors  want 
•e  control  over-  progi'ams,  they  worry  that  Washington 
Tisizers  won't  provide  enough  money  to  nm  them.  Re- 
licans  plan  to  turn  over  poverty  programs,  including  wel- 

and  food  assistance,  to  the  states.  But  they'd  limit  over- 
funding.  Such  expanded  burdens  have  officials  fretting 
;  some  services  will  be  dropped  altogether.  Philadelphia 
for  Rendell  says  he  could  accept  an  8%  cut  in  federal  aid 
xchange  for  mor-e  flexibility.  But,  he  adds,  "if  the  line  is 
m\  at  33%,  it's  a  disaster-.  Our-  homeless  population  will  in- 
ise  tenfold." 

ilr-eady,  state  experiments  have  run  into  pi-oblems — a 
^ring  warning  to  Washington  r-efor-mer-s  who  have  looked 
)opular  gover-nor-s  such  as  Massachusetts'  William  Weld  as 
mples  of  what  government  can  do  when  it  sheds  bu- 
acracy.  In  Massachusetts,  services  from  Weld's  priva- 
d  highway  cleaning  and  state  health  programs  have  im- 
ved,  but  the  state  is  char-ging  highway  contractors  vdth 
-ting  wage  laws  and  health  contractors  with  misusing 
Is.  Under  pressure  from  labor  unions  and  the  Democra- 


ow  should  city  government  work? 
At  least  as  well  as  the  private 
sector,  says  Milwaukee's  Demo- 
cratic mayor.  John  Norquist  studied 
the  tur-naround  at  hometown  motor-cy- 
cle maker  Hai'ley-Davidson  Inc.  to  fig- 
ure out  how  to  make  Milwaukee  wor-k 
better.  His  most  striking 
innovation:  joining  with 
business    and  nonprofit 
groups  to  develop  Project 
New  Hope,  which  helps 
welfar-e  mothers  tr-ade  benefits  for  jobs. 

An  outspoken  advocate  of  limited 
federal  government,  Norquist  is  sharply  critical  of  federal  trans- 
portation and  housing  policy.  "Cities  need  to  be  able  to  sell  off  or 
manage  pubUc  housing  on  their  own,"  he  says. 


of  the  Oregon  Pr-ogr-ess  Boar-d,  which  runs  the  program. 

Indeed,  the  gulf  between  bold  downsizing  talk  and  results 
remains  wide — and  Washington  has  yet  to  initiate  seriously 
tough  action.  Many  companies  in  financial  trouble  br-avely 
resolve  to  restructure,  but  they  find  it  difficult  to  follow 
through.  The  same  may  be  doubly  true  for  Beltway  politicians. 
GSA's  Johnson  says:  "I'm  not  at  all  sure  that  the  federal  gov- 
er-nment  is  capable  of  making  those  kinds  of  changes  from 
within." 

Alr-eady,  some  pr-ograms  have  been  taken  off  the  table  in 
the  face  of  pressui-e  fi-om  power-ftil  constituencies.  Many  in 
Washington  would  dump  the  grossly  inefficient  veter-ans' 
health-car'e  system  and  simply  give  vets  fi-ee  care  for  sei-vice- 
related  disabilities  through  the  nor-mal  medical  system.  But 
with  a  powerful  veterans'  lobby  representing  million  of  votes, 
they'll  never  do  it. 

Unless  politicians  want  to  face  another-  bloody  r-endezvous 
with  an  angiy  electorate,  though,  they  had  better  start  r-e- 
making  govei-nment.  After-  watching  American  industr-y  r'etool 
to  confront  the  rigor-s  of  the  21st  century,  voters  expect  no 
less  fi-om  the  pm-veyor"s  of  ser-vices  in  Washington.  That's  be- 
cause in  government,  as  in  business,  the  customer-  may  always 
be  right. 

By  Howard  Gleckman  and  Susan  B.  Ga)iand  in  Wash- 
itigt.on,  with  Ricliard  A.  Melclier  in  Chicago,  Joseph  Weber  in 
Philadelphia,  and  bureau  reports 


e  due  to  pressure  from  powerful  constituencies 
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GEniNG  SMALLER 
WITH  AL 

How  Gore  sees  the  future  for  reform 

The  GOP's  election  victory  lias  spuired  a  dramatic  acceler- 
ation in  Vice-President  Al  Gore's  ''Reinventing  Govern- 
ment" program.  On  Jan.  6,  Gore  met  with  Washington 
Bureau  Chief  Lee  Walczak  ayid  White  Hoiise  correspondent 
Susan  B.  Garland  and  discussed  the  Administration's  plaris 
for  reengineering  the  federal  bureaucracy. 


Q:  House  Speaker  Newt  Gingrich  says 
U.  S.  corporations  have  Jiad  to  restmc- 
ttire,  and  it's  time  for  the  government  to 
follow  suit.  Do  you  agree? 
A:  We've  been  doing  it  for  two  years. 
He  wants  me  to  talk  to  Republicans 
about  how  best  to  do  it,  and  I  look  for- 
ward to  that.  In  the  past — including  12 
years  of  Republican  Administrations — 
there  was  lots  of  talk  about  reducing  the 
size  of  govemment,  but  it  increased.  This 
is  the  first  Administration  that  has  actu- 
ally cut  the  size  of  govemment. 

Q:  Do  you  think  people  know  that? 
A:  It's  not  a  stoiy  that  has  gotten  wide- 
spread coverage.  I  read  previous  reform 
studies  and  organized 
my  Reinventing  Gov- 
emment (REGO)  effort 
differently — from  the 
bottom  up,  by  talking 
to  employees.  I  didn't  just  stumble  upon 
that  approach.  That  came  ft"om  consulta- 
tions with  CEOs  and  heads  of  public-sector 
organizations. 


strated  we're  better  off  with  them  than  without  them 

Q:  Which  management  principles  guide  your  REGO  efforts? 
A:  One,  look  at  the  business  from  the  customer's  point  ol 
view.  Measure  performance.  Shift  from  red  tape  to  results 
Empower  employees  and  give  them  the  flexibility  they  need 
to  do  the  job.  And  then,  cut  back  to  basics. 

Q:  What's  next  for  the  rego  drive? 

A:  Round  Two  is  going  to  focus  on  whether  certain  govern- 
ment activities  are  necessary  at  all.  Each  agency  and  de- 
partment is  being  confronted  vdth  a  basic  challenge:  reinven- 
tion or  elimination. 

Q:  Historically,  Washington  assumed  so  many  powers  be- 
cause states  couldn't  protect  their  citizens.  Can  they  now? 
A:  In  some  cases,  yes;  in  some  cases,  no.  There  are  functions 
that  can  be  better  performed  by  state  and  local  governments 


A,  DOWNSIZING  A 
^  GOVERNMENT  ^ 


Q:  Republicans  want  to  kill  five  Cabinet 
agencies.  Ycni  still  seem  to  he  tinkering  at 
the  edges.  Can't  you  find  one  department 
to  eliminate? 

A:  Cabinet  departments  don't  get  created 
by  accident.  Below  that  level,  there  are 
many  agencies  that  we  have  eliminated. 
In  one  year,  we  downsized  by  100,000  employees.  We  have 
locked  in  place  plans  to  eliminate  anothei'  200,000  workers. 
That's  a  bold  start. 

Q:  Can  yoii  honestly  tell  people  at  the  grass  roots  that  we 
need  an  Energy  Dept.,  an  Interior  Dept.,  a  veterans  depart- 
ment, and  a.  Cabimt-level  Enviroynnent/il  Protection  Agency? 
A:  People  at  the  gi-ass  roots  are  also  asking:  "Why  can't  we 
have  clean  water  coming  out  of  the  tap?"  That's  why  the  epa 
was  created.  But  I  don't  know  the  answer  to  your  question 
yet.  I  do  know  that  the  departments  of  Energy,  Housing  & 
Urban  Development,  and  Transportation  have  been  through 
the  mill,  and  they've  emerged  greatly  downsized.  They  suc- 
ceeded in  defining  their  core  missions  in  a  way  that  demon- 


ii\w  one  year,  we  downsized  by  100,000 
employees.  We  have  locked  in  place  plans 
to  eliminate  another  200,000  workers. 
That's  a  bold  start. 


fimctions  that  20  years  ago  they  could  not  or  would  not  have 
been  able  to  perform.  I  recently  signed  an  agreement  with 
Oregon  that  devolves  major  responsibilities  to  that  state,  be 
cause  it  can  handle  them  better  than  we  can.  There  are  also 
cases  where  we  turned  something  over  and  it  has  not  worked, 

Q:  For  instance? 

A:  Oh,  look  at  interstate  pollution  flows,  where  you  don't 
have  cleanup  incentives  that  go  across  state  lines  to  the 
source  of  the  pollution. 

Q:  Is  there  merit  to  the  GOP's  call  for  a  regulatory  freeze? 
A:  No  more  than  there  was  in  the  call  for  a  [nuclear]  freeze 
in  arms  control.  Both  are  simplistic  approaches. 
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ARE  AMERICANS  REALLY  THAT  ANCRY? 


Before  Gingrich  &  Co.  start  slicing  away  at  tine  feder- 
al government,  they  should  study  a  new  business 
WEEK/Harris  Poll  gauging  the  public's  views  on  the 
subject.  Americans  aren't  satisfied 
vith  the  way  the  federal  bureaucracy 
vorks,  but  55%  believe  that  it's 
nore  efficient  than  not.  And  only 
14%  are  in  favor  of  major  restructuring — 49%  believe 
hat  the  problems  could  be  overcome  with  Clinton-style 
ine-tuning. 

low  WELlIs  government  WORKING? 

Regardless  of  whether  you  like  specific  programs  or  not,  how 
jfficient  do  you  think  federal  agencies  and  departments  are? 

/ery  efficient  7%   Not  efficient  at  all  13% 

iomewhat  efficient  48%    Not  sure  3% 

slot  very  efficient  29% 

lATINGOUR  LEADERS... 

low  would  you  rate  each  of  the  following  on  his  ability  to 
iownsize  and  make  government  more  efficient? 

DON'T 

EXCELLENT  PRETTY    ONLY     POOR  KNOW/ 
,  GOOD    FAIR  NOT  SURE 

>enate  Majority  Leader 

3ob  Dole  7%  . .  35%. .  38%. .  15%. .  5% 

House  Speaker  Newt  Gingrich  . .  9%  . .  28%. .  34%. .  17%.  12% 

^resident  Bill  Clinton  7%  . .  29%. .  37%. .  27%. .  0% 

?'ice-President  Al  Gore  5% . .  29%. .  40%. .  22%. .  4% 

ndependent  Ross  Perot  9% . .  24%. .  30%. .  33%. .  4% 

..AND  THE  GOVERNMENT  ITSELF 

Vhich  statement  best  reflects  yoiu*  feelings? 

"he  federal  government  is  inefficient  and  needs  to  undergo 

he  same  kind  of  dramatic  restructuring  and  downsizing 

hat  is  taking  place  in  the  private  sector  44% 

OR 

"he  federal  government  has  some  problems  but  mainly 
leeds  fine-tuning  to  make  it  more  flexible,  accountable, 

ind  user-friendly  49% 

OR 

"he  federal  government  basically  performs  well  6% 

^ot  sure   1% 

AORE  RESPONSIBiLin  FOR  THE  STATES 

dany  politicians  call  for  shifting  federal  programs  to  the 
tates,  which  they  say  will  give  governors  more  leeway  to  com- 
»ly  with  federal  mandates  on  such  issues  as  environmental 
irotection  and  welfare.  Which  of  the  foUowmg  statements  best 
eflects  your  opinion  of  this  approach? 
Shifting  programs  to  the  states  should  be  encouraged  because 

t  limits  federal  spending  and  promotes  flexibility  20% 

OR 

>hifting  federal  programs  to  the  states  should  be  discour- 
iged  because  it  imposes  more  burdens  without  providing 

idditional  funding  for  compliance  14% 

OR 

Shifting  federal  programs  to  the  states  should  be  encour- 
iged  on  a  limited  basis  and  only  if  additional  funds  are  also 

)rovided  63% 

Jot  sure  3% 


A  DOWNSIZING  A 
^  GOVERNMENT  ^ 


Voters,  however,  don't  have  a  great  deal  of  confidence  in 
the  downsizing  skills  of  President  Clinton — or  in  the  abilities 
of  other  top  politicians  for  that  matter.  Their  favored  solu- 
tion: 63%  of  those  polled  support  trans- 
ferring a  number  of  federal  duties  to  the 
states — if  the  money  can  be  found  to 
pay  for  them.  They're  not  too  keen  on 
dismantling  federal  agencies,  though.  One  exception,  the 
National  Endowment  for  the  Arts — 43%  of  those  surveyed 
would  kill  the  agency. 

JUST  WHAT  SHOULD  STATES  DO? 

Here  are  some  specific  federal  functions  that  politicians  are 
thinking  about  overhauling.  For  each,  would  you  favor  or  op- 
pose shifting  more  control  and  management  of  these  programs 
to  the  states? 

FAVOR  OPPOSE 

Crime  prevention  78%  . .  20%. 

Low-income  housing  assistance  73%  . .  24%. 

Highway  construction  and  maintenance. . .  71%  . .  27%. 

Medical  care  for  the  poor  67%  . .  31%. 

Welfare  65%  .  .32%. 

Environmental  protection  63%  ..34%. 

Farm  subsidies  58%  . .  36%. 


NOT 
SURE 

.2% 

.3% 

.2% 

.2% 

.3% 

.3% 

.6% 


SHOULDERING  THE  BURDEN 

If  control  and  management  of  each  of  the  programs  just  men- 
tioned is  shifted  to  the  states,  would  you  favor  or  oppose: 


FAVOR 

OPPOSE 

NOT 
SURE 

Larger  and  stronger  state  enforcement 

agencies  

75% 

.  23% 

.2% 

Cuts  in  other  state  and  local  government 

programs  

56% 

.  38% 

.6% 

Cuts  in  services  transferred  from  the 

federal  government  to  the  states  

53% 

.  41% 

.6% 

Increases  in  state  and  local  taxes  to 

pay  for  the  programs  

40% 

.  58%  . 

.2% 

Less  strict  health,  safety,  and  environ- 

mental regulations  

38% 

.  61%  . 

.  1% 

WHAT  PROGRAMS  SHOULD  GO? 

Supporters  of  smaller  government  are  proposing  to  eliminate 
some  federal  agencies  and  programs.  Do  you  favor  or  oppose 
eliminatmg: 


FAVOR 

OPPOSE 

NOT 
SURE 

National  Endowment  for  the  Arts 

43%  . 

. .  52%  . 

.5% 

Housing  &  Urban  Development  Dept.. 

. .  38%  . 

. .  59%  . 

.3% 

Corporation  for  Public  Broadcasting. . 

. .  35%  . 

.  .  62%  . 

.3% 

Energy  Dept  

32%  . 

.  .  64%  . 

.4% 

Commerce  Dept  

31%  . 

. .  62%  . 

.7% 

Transportation  Dept  

29%  . 

. .  67%  . 

.4% 

Small  Business  Administration  

26%  . 

. .  71%  . 

.3% 

Veterans  Affairs  Dept  

22%  . 

. .  75%  . 

.3% 

EDITED  BY  MICHELE  GALEN 


Survey  of  1,249  adults  conducted  Jan.  4-8,  1995,  for  business 
WEEK  by  Louis  Harris  &  Associates  Inc.  Results  should  be  accu- 
rate to  within  2.8  percentage  points. 
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IF    YOU  THINK 
MULTIMEDIA 
IS    JUST  A 
CD-ROM  READER 

HOOKED    UP  TO 
YOUR  COMPUTER 
YOU'RE  ONLY 
GETTING  PART 
OF    THE  PICTURE 


;r  Mode  (ATM).  Our  keep  multimedia  information 

witches  can  process  hu^e  from  bein§  derailed  due  to  any 

ts  of  video,  data,  and  number  of  unloreseen  interrup- 

formation  simultaneously.  tions. 

y  allowing  entire  networks  For  tliose  wko  can't  justify 

full  advantage  of  multi-  tlie  expense  of  a  dedicated  line 

applications.  for  multimedia,  we  ve  developed 
C  also  l^r.  BonD. 


ti^^est  obstacles  to  networking 
multimedia  tke  bottom  line. 


^e  of 

onous  Optical  Network 
products.  Many  of 
ivkick  provide  fail-safe 
nka^es  for  kotli  Wide 
cal  Area  Networks, 
stated,  tkese  products 


inge- 
nious device  allows  you  to 
exclian^e  video,  voice,  and  data 
tlirou^li  tlie  public  network, 
and  pay  lor  only  tbe  bandwidth 
neeae  d.  Tbe  bottom  line  is  tbat 
Dr.  BonD  overcomes  one  oi  tne 


Dr.  BonD. 

Of  course,  tbere  are  many 
otber  ways  NEC  bel  ps  you 
network  information  witb  people 
and  places  around  tbe  world 
(not  to  mention  around  tbe 
oHice).  All  of  wbicb  let  you 
le^in  to  realize  multimedia's 
lull  potential.  And  even  if 
you  re  just  discovering 
multimedia  witb  tbe  belp 
of  a  CD-ROM  reader,  we 
want  to  make  sure  tbere's  one 
tbin^  you  never  lose  si^bt  of. 
Tbe  bia  picture. 

SEE.  HEAR 
AND   FEEL  THE 
DIFFERENCi: 


News:  Analysis  &  Commentary 


COMPUTERS 


THE  APPLE 

OF  ORACLE'S  EYE 

It  covets  Mac  software  as  a  weapon  to  best  Bill  Gates 


!l 


APPLE-KNOCKER:  Ellison  is  willing  to  launch  a  hostile  takeover 


It  seems  far-fetched,  but  the  mmors 
are  true:  Lawrence  J.  EHison,  the 
bi-ash  chief  executive  of  database  soft- 
ware maker  Oracle  Corp.,  is  mulling  a 
takeover  of  Apple  Computer  Inc.  As 
recently  as  Jan.  8,  business  week  has 
learned,  Oracle's  board  of  directors  dis- 
cussed with  Ellison  his  progress  in 
assembling  a  plan  to  gain  control  of  Ap- 
ple's highly  regarded  operating  system 
and  applications  software.  A  top  Oracle 
source  says  Ellison  is  even  willing  to 
launch  a  hostile  takeover  if  necessai-y. 


has 


25 


Apple's  stock 
soared  on  the  rumors, 
first  published  in  Infor- 
mation Week  on  Jan.  6, 
though  reaction  from  stock 
analysts  ranges  from  "low 
odds"  for  success  to  "a  bunch  of  B.S." 
Oracle  insiders  say  Ellison  is  committed 
to  besting  his  archrival,  William  H. 
Gates  III  of  Microsoft  Corp.,  in  the  race 
to  gain  pole  position  on  the  Information 
Highway.  And  he  sees  Apple's  software 
as  the  key  to  doing  that.  Ellison  had  no 
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comment  for  the  record,  nor  did  Oracle 
board  members.  As  for  Apple,  Chief 
Executive  Michael  H.  Spindler  says: 
"We're  not  shopping  this  company." 

Meanwhile,  Oracle  sources  say  they 
are  negotiating  a  partnership  with 
Apple  that  would  give  Oracle  the  right 
to  modify  Apple's  Macintosh  operating 
system  so  that  it  can  be  used  to  control 
PCS,  TVS,  telephones,  and  other  equip- 
ment on  the  Information  Highway, 
Ellison  wants  the  new  system  to  go 
head-to-head  with  a  similar  productll 
being  developed  by  Microsoft.  Apple 
insiders  say  no  deal  has  been  done  yet. 
But  an  Oracle  source  insists  it  is  almost  il 
ready:  "We'll  be  ready  to  announced 
something  in  less  than  a  month." 
THREE-WAY  PLAY?  Those  close  to  EUi 
son  say  he  wants  to  split  Apple  into  two|i 
companies — hardware  and  softwai'e — and 
fold  the  software  operation  into  Oracle 
The  idea:  If  he's  going  to  depend  on  the 
Macintosh  operating  system,  he  wants  ii 
to  tiy  to  market  it  more  aggressively  e 
than  Apple  has  done.  Rumors 
have  been  swirling  since  New 
Year's  about  a  three-way  take- 
over play  for  Apple  that 
would  team  Oracle  wathjr 
Japan's  Matsushita  Elec 
trie  Industrial  Co.  and  Eu 
rope's   Philips  Electronics,, 
both  major  consumer-electron 
ics  companies. 

Matsushita  won't  com^ 
ment,  and  a  Philips 
spokesman  called  the  idea 
"nonsense."  But  sources 
close  to  Oracle  say  Ellison|)ii 
hopes  to  take  only  Apple's  soft 
ware  operations,  leaving  its  hardware  tolp 
others — although  the  sources  decline  to 
name  potential  partners. 

How  would  Ellison  pay  for  his  deal? 
"Everybody  seems  to  say,  hmmm,  this 
makes  some  sense,"  says  Eugene  Glazer, 
analyst  at  Dean  Witter  Reynolds  Inc 


SEASON 


APPLE  COMPUTER'S 
SHARE  PRICE 

DOLLARS 


U  S  WEST  MAY 
HELP  KEEP 
APPLE  ONLINE 

While  Oracle  Corp.  lusts  after 
Apple  Computer  Inc.,  Apple  is 
carrying  on  a  more  modest 
courtship  of  its  own. 

Insiders  say  the  computer  maker  i.-^ 
(iiscussing  a  partnership  with  phone 
giant.  U  S  West  Inc.  aimed  at  boosting 


Apple's  lagging  online  computer  ser- 
vice, eWorld.  Apple,  those  insiders  say, 
plans  to  spin  off  eWorld:  U  S  West  is 
considering  a  stake  of  5%  to  15%  for  an 
investment  of  up  to  $50  million. 

Neither  Apple  nor  U  S  West  will 
confirm  the  talks,  but  Apple  has  much 
to  gain  from  such  a  marriage.  The 
online  business  is  growing  rapidly:  The 
$800  million  market  is  expected  to 
swell  to  $2.2  billion  by  1997,  according 
to  Michael  K.  Parekh  of  Goldman, 
Sachs  &  Co.  Apple  has  spent  some 
$100  million  on  eWorld,  but  the  six- 
month-old  service  has  only  50,000  sub- 


tei 


scribers.  Says  Pieter  Hartsook,  pi 
lisher  of  a  Macintosh  newsletter 
impression  is,  eWorld  is  tubing  fa4 
U  S  West  has  the  muscle  to  put  g 
eWorld  back  on  the  map.  It  could 
not  only  cash  but  also  distribution 
million  customers  in  14  Western  s 
It  could  cjuickly  deliver  eWorld  to 
home  and  corporate  phone  custom 
WIDE  WORLD.  Apple  hopes  U  S  W( 
will  be  the  fii'st  of  a  half-dozen  par  itp 
ners.  While  hoping  to  retain  major 
ownership,  it  is  discussing  investm 
with  a  large  media  company — whic 
could  infuse  eWorld  with  much-nee  |; 
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how  will  they  do  it?"  Ellison 
dy  may  have  missed  his  big  oppor- 
y.  Apple  stock  was  trading  in  the  20s 
spring,  when  Oracle  began  mulling 
ipple  acquisition,  documents  in  a 
gftil-termination  lawsuit  by  a  fonner 
;le  executive  suggest.  On  the 
igth  of  its  popular  new  PowerPC- 
i  Macintosh  computers — and  acqui- 
1  mmors — Apple's  stock  has  risen,  to 
)n  Jan.  11.  That  gives  the  computer 
jr  a  market  valuation  of  $5.6  billion, 
hostile  bid  would  almost  certainly 
ire  a  fat  premium  on  top  of  that — 
aps  a  price  of  $8  billion  or  more. 
EN  TALKS.  Although  Apple,  with 
billion  in  sales,  is  five  times  Oracle's 

Oracle's  own  market  valuation  to- 
a  rich  $13  billion.  Some  analysts 
^hat  gives  Oracle  the  clout  to  team 
ith  a  big  hardware  maker  that  can 
pay  for  an  Apple  acquisition.  "You'd 

to  look  to  some  real  deep-pocket 
irers,  like  a  Matsushita,  with  the 

to  pull  it  off,"  says  Scot  K.  Sedla- 
managing  director  of  investment 

Broadview  Associates.  Should  Ap- 
stock  take  a  big  dip,  analysts  think 
racle-only  bid  could  be  tenable, 
lison  may  be  receiving  some  high- 
help  from  the  likes  of  junk-bond 
3er  Michael  R.  Milken.  Since  last 
ig,  Ellison  and  Milken  have  been 
ssing  creation  of  an  advanced  data- 

to  be  used  by  prostate  cancer 
irchers  for  Milken's  cancer  founda- 

CapCure.  That  gives  Ellison  the 
ce  to  solicit  advice  on  creative 
cing.  Milken  could  not  be  reached, 
ill,  skepticism  runs  deep.  If  top 
utive  and  creative  talent  fled  Apple 
hostile  takeover,  an  Oracle  victory 
1  prove  Pyrrhic.  And  one  Oracle 
ce  thinks  Ellison  may  delay  a  bid  in 
s  of  Apple's  share  price  dropping, 
chance.  But  unless  EUison  makes  his 
itions  clear,  rumors  likely  will  keep 
ling  that  Apple  is  about  to  become 
ty — if  large — takeover  morsel. 
/  Richard  Brandt  in  Las  Vegas  and 
ly  Rebello  in  San  Francisco 


and  with  a  European  telecom 
er  Friedman,  general  manager 
Online  Sei-vices,  won't  talk  spe- 
he  concedes:  "How  we  partner 
mine  if  we're  No.  1." 
critical:  moving  eWorld 
le  Apple  sphere.  Today,  it's 
only  for  Macintosh  machines, 
vs  version  is  expected  by  mid- 
that  will  run  up  against  Micro- 
.'s  new  online  service.  Already, 
ire  predicting  a  Microsoft 
er.  eWorld  may  need  U  S  West 
ep  from  being  left  in  the  dust. 
Cathy  Rebello  in  San  Francisco 


GOLF 


CRYING  FOUL 
ON  THE  FAIRWAY 

Is  the  FTC  about  to  break  up  the  PGA  Tour's  cozy  little  game? 


John  D.  Montgomery  Jr.  is  teed  off. 
The  executive  director  of  Rupert 
Mm-doch's  fledgling  World  Golf  Tour 
wants  to  launch  a  series  of  internation- 
al tournaments  with  at  least  $25  mil- 
lion in  prizes  this  year  But  he's  handi- 
capped by  the  T'GA  Tour,  whose  roiles 
limit  Tour  members  from  playing  in  ri- 
val tourneys.  "Talk  about  a  monopoly!" 
Montgomeiy  giipes.  "Eveiyone  walks 
around  with  golden 
handcuffs." 

The  Federal  Ti-ade 
Commission  may  help 
Montgomery  unlock 
those  shackles.  On  Jan. 
6,  FTC  staffers  recom- 
mended that  the  agency 
file  antitrust  charges 
against  the  pga  Tour, 
which  runs  almost  all 
U.  S.  pro  golf  events.  If 
the  commissioners  ap- 
prove legal  action,  and  if 
the  case  against  the  pga 
Tour  succeeds,  it  "would 
transfoi'm  the  tight-knit 
world"  of  professional 
golf,  says  Marcia  Cham- 
bers, a  Yale  Law  School 
administrator  who  is 
writing  a  book  about 
women  and  golf. 

The  focus  of  the  ftc 
probe,  which  began  in 

1990,  is  two  PGA  Tour  NORMAN:  Willing  to  buck  the 
rules  that  allegedly  im-  PGA  Tour's  restrictions? 
pede  competition,  accord- 
ing  to  sources  close  to  the  investiga- 
tion. One  requirement  bai-s  players  from 
entering  a  non-Tour  event  on  the  same 
day  as  a  pga  Tour  contest  without  the 
Tour's  pel-mission.  The  second  bars  Tour 
members  from  appearing  on  TV  in  a 
non-Tour  event  without  Tour  approval. 

The  pga  Torn-  vows  to  fight  any  FTC 
charges  and  contends  its  rales  are  the 
basis  of  golfs  stimning  success.  In  1995, 
television  will  broadcast  1,000  hours  of 
pro  golf,  up  from  168  hours  10  years 
ago.  A  new  cable  channel  devoted  en- 
tirely to  golf  will  make  its  debut  on 
Jan.  17.  And  piize  money  has  skyi-ocket- 
ed,  to  $111  million  in  i994  from  $21.9 
million  a  decade  earlier.  The  reason, 
Tom"  officials  say,  is  that  they  can  guar- 
antee corporate  sponsors  and  network 
and  cable-TV  executives  that  golfs  stars 
will  play  in  Tom'  events.  "We  have  not 


used  the  i-ules  to  constrict  but  to  care- 
fully incubate  new  television  and  golf 
projects,"  says  pga  Tour  Commissioner 
Timothy  W.  Finchem. 

Some  international  stai-s,  such  as  Aus- 
tralia-born Greg  Norman  and  Spain's 
Jose  Maria  Olazabal,  may  be  more  will- 
ing than  othei'  players  to  challenge  the 
Tour's  restrictions.  They  want  to  shoot 
buxUes  and  eagles  in  other,  possibly  more 
lucrative,  international 
tournaments.  And  pro- 
moters of  such  made-for- 
TV  extravaganzas  as  the 
Skins  Game  would  like 
to  be  freed  from  their 
relegation  to  the  off-sea- 
son months — November 
and  December — when 
there  are  no  scheduUng 
conflicts  with  the  Tour. 
Murdoch's  World  Golf 
Tour,  which  envisions 
eight  international  tour- 
naments a  year,  includ- 
ing fom-  in  the  U.  S.,  may 
have  to  scale  back  to  half 
a  dozen  events  this  year 
because  of  the  pga  Tour's 
restrictions. 

HEAVY  PURSE.  But  most 
players,  sponsors,  and 
media  execs  don't  want 
to  buck   a  system  in 
which  they  have,  in  fact, 
prospered.  "There  doe.sn't 
seem   to   be  anything 
broken,"  says  Michael  J. 
O'Malley,  general  marketing  manager  of 
General  Motoi-s  CorjD.'s  Buick  Motor  Div., 
which  sponsors  four  pga  Tour  events. 

Many  U.  S.  players,  indeed,  aren't  very 
excited  at  the  prospect  of  dueling  pro- 
moters. They're  unlikely  to  sign  with 
Mm-doch's  toui-,  since  the  PGA  Tom-  has 
threatened  to  suspend  any  renegades — 
even  though  each  World  Golf  Tom-  event 
would  offer  .$3  iniUion  in  pm-ses  divided 
among  40  players,  far  richer  than  the 
PGA  Tout-  average  of  $1.5  miUion  divvied 
up  among  70.  Nor  are  they  likely  to 
cheer  the  FTC's  antitrust  drive.  "We 
wouldn't  dream  of  dismpting  a  system 
that's  so  successful,"  says  Robert  Wrenn, 
a  10-yeai-  Tom-  veteran.  Whatever  the 
FTC  thinks,  America's  pros  seem  to  like 
their  shackles.  After  all,  they're  made 
of  gold. 

By  Catherine  Yang  in  Washingtoyi 
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UGLIER  AND  UGLIER  AT 
SAATCHI  &  SAATCHI 

It's  stung  by  mutiny  and  a  vengeful  new  rival:  Maurice  Saatciii 


Call  it  The  Fall  of  the  House  of 
Saatchi.  In  December,  Maurice 
Saatchi,  chaiiTnan  of  advertising  gi- 
ant Saatchi  &  Saatchi  Co.,  was  ousted  in 
a  boai-ch-oom  coup  led  by  dissident  Amer- 
ican shareholders.  Days  later,  major  cli- 
ents put  their  accounts  up  foi'  review. 
Ne.xt,  seven  key  executives  resigned. 
Maurice  and  his  brother  Charles,  who 
co-founded  the  fiiTn  25  yeai-s  ago,  unload- 
ed nearly  two  million  shares  of  free-fall- 
ing Saatchi  stock.  Finally,  on  Jan.  11, 
Maurice  announced  his  revenge:  With 
defecting  executives,  he 
plans  to  create  a  rival 
agency — with  an  in- 
yom-face  working  name: 
The  New  Saiitchi  Agen- 
cy. Pulp-fiction  writers 
couldn't  have  produced 
a  better  script. 

But  this  is  no  dime- 
store  novel.  The  events 
have  rocked  the  vener- 
able Saatchi  &  Saatchi 
to  its  foundations.  Now, 
serious  doubts  are  being- 
raised  as  to  whether 
the  world's  fifth-largest 
ad  company  can  survive  intact.  Corpo- 
rate clients  are  threatening  to  defect  in 
droves.  On  Jan.  11,  British  Aii-ways  plc 
announced  that  it  will  terminate  its 
contract  with  Saatchi  in  four  months, 
iiritish  reiailer  Dixons  Group  PLC  hint- 
ed it  may  foliow  suit.  Candymaker  Mars 
inc.  put  its  account  up  for  review. 


DOES  A  DEAD  CAT  BOUNCE? 


SHARE  PRICE  OF 
SAATCHI  &  SAATCH!  ADRs 
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Through  a  spokesman,  Maurice  denies 
that  he  is  behind  the  personnel  and 
account  defections.  Cold  comfort  for 
Saatchi  &  Saatchi  and  its  11,000  employ- 
ees, though.  Since  the  row  began,  the 
firm's  U.  S.  shares  have  dropped  by  one- 
third,  to  under  $5  on  Jan.  11  (chart) — 
and  they're  off  a  staggering  98%  from 
their  peak  of  over  $300  in  1987,  the  year 
Maurice  became  chairman. 

Now,  Saatchi  &  Saatchi  ceo  Charles 
T.  Scott  is  scrambling  to  raise  cash  to 
keep  the  agency  afloat.  Industry  sourc- 
es say  its  Minnesota- 
based  subsidiary, 
Campbell  Mithun  Esty, 
is  being  shopjjed  around 
by  investment  bank- 
ers— with  a  $60  million 
price  tag.  The  rub  for 
Scott:  Breaking  up  the 
company  could  give  the 
Saatchi  brothers  a 
chance  to  win  back  con- 
trol of  the  core  Saatchi 
&  Saatchi  ad  business, 
which  accounts  for  half 
of  the  holding  compa- 
ny's $1.2  billion  in  reve- 
nues, leaving  other  units  for  another 
buyer.  "I  don't  think  they've  ever  given 
up  the  idea  of  getting  back  their  compa- 
ny, and  I  believe  future  events  will  bear 
that  out,"  says  Roy  Warman,  an  ex- 
Saatchi  executive. 

How  did  the  agency  come  to  such  a 
pass?  Back  in  the  booming  1980s,  it  was 


AFTERBURN:  With.  Maurid 
oat.  BA  is  flying  the  coop 


an  open  secret  that  the  Saatchi  brother 
were  far  ft-om  disciplined  managers.  Bu 
their  empire  only  began  to  unravel  ii 
1990,  after  a  wild  expansion  spree  pro 
duced  $1  billion  in  debt.  Then  came 
deep  ad  slump.  Almost  bankrupt,  th 
brothers  were  forced  to  turn  the  compa 
ny  over  to  fresh  management,  and 
major  restructuring  resulted  in  th 
creation  of  new  shares  scooped  up  b; 
American  investors. 
LEGAL  HANDCUFFS.  But  some  investors 
notably  David  G.  Herro,  now  a  fun( 
manager  at  Chicago-based  Hairis  Asso 
ciates,  have  been  unhappy  with  th( 
shares'  v/eak  performance.  In  earl; 
December,  HeiTO  joined  with  other  dis 
sident  pension  and  mutual  funds  con 
trolling  30%  of  the  shares  and  ouste( 
Maurice  as  chairman,  citing  his  vituper 
ativeness  and  free-spending  ways  as  th( 
reason.  Shareholders,  however,  seem  t( 
have  underestimated  Maurice's  puU  witl 
executives  and  chents. 

The  latest  executive  defections  mak( 
Saatchi  &  Saatchi's  prospects  dicey- 
even  if  no-compete  clauses  in  th 
defectees'  contracts  may  keep  then 
from  taking  on  their  ex-employer 
until  next  year.  Gone  are  co-founde: 
Jeremy  T.  Sinclair,  considered  Saatchi'; 
creative  genius;  William  Muirhead 
who  heads  the  Saatchi  ad  network  ii 
the  U.  S.  and  leads  the  flagship  Britisl 
Airways  account;  and  David  Kershaw 
chief  of  the  London-based  Saatch 
agency.  Other  departees  include  ke 
creative  people  and  the  joint  heads  o 
Saatchi  &  Saatchi  British  ad  unit 
Moray  MacLennan  and  Nick  Hurrell. 

Client  defections,  meanwhile,  wil 
pinch  the  agency's  finances.  Mars  alon( 
accounts  for  $400  million  in  biUings.  I 
has  invited  Ogilvy  &  Mather  Worldwid( 
Inc.  and  bbdo  Worldwide  Inc.  to  ma.h 
pitches  for  its  Pedigree  pet  foo( 
account.  Other  rivals  are  expected  ti 
bid  on  Mars'  candy  business.  Even  cli 
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,.s  who  say  they  ai'e  sticking  with  the 
jncy  are  getting  rattled.  Says  Gary 
Moss,  vice-president  of  global  adver- 
ng  for  Campbell  Soup  Co.:  "This  is 
•y  serious.  We  just  lost  the  senior 
•son  who  ran  our  advertising  busi- 
es. We  need  to  talk  to  our  country 
nagers  and  figure  out  what  to  do." 
Achat's  the  next  plot  twist?  One  see- 
no  has  Korean  media  baron  W.  Y. 


Choi,  advised  by  former  Saatchi  e.xec 
Richard  Humphreys,  buying  the  Bates 
Worldwide  advertising  network  Saatchi 
acquired  in  1986.  That  would  leave 
SSAW  fr-ee  for  the  Saatchi  bi'others  to  buy 
or  raid.  Choi  offered  $400  million  for 
Bates  in  December,  but  was  rejected. 
"Bates  is  not  for  sale,"  says  Wendy 
Smyth,  Saatchi  &  Saatchi's  CFO. 

And  Herro?  Despite  the  bedlam  he 


helped  unleash,  he  remains  uni'epentant. 
"Everyone  knew  Maurice  would  do 
anything  and  everything"  in  response, 
HeiTO  says.  "But  there  was  a  majority  of 
shareholders,  a  unanimous  board,  and 
many  employees  who  felt  the  chairman 
had  to  go."  Maybe  so.  But  they  may  rue 
the  day  they  touched  off  this  melodrama. 

By  Paula  Dwyer  in  London  and 
Richard  A.  Melcher  in  Chicago 


ITOS 


HOCKER  AT  GM: 
EOPLE  LIKE  THE  IMPACT 

le  carmaker  may  roll  out  7,500  electric  cars  over  18  months 


■he  Impact,  General  Motors  Corp.'s 
on-again,  off-again  electric  car, 
seems  to  be  on  again.  Two  years 
),  GM  brass  pulled  the  plug  on  pro- 
;tion  of  the  zippy  two-seater,  saying 
was  a  surefire  money-loser.  Today, 
ugh,  the  carmaker  is  quietly  pre- 
•ing  to  build  as  many  as  7,500  Im- 
ts  during  the  next  18  months — with 
first  models  due  as  soon  as  year- 
1,  say  former  GM  executives  and  oth- 
industry  officials  familiar  with  GM's 
ns. 

rhe  Impact's  probable  resurrection 
strates  a  big  change  in  the  auto 
uness:  The  movement  to  build 
faclean  cars  is  shifting  into 
h  gear.  Until  now,  auto 
nufacturers  have  vigor- 
sly  fought  tough  new 
ironmental  laws,  such  as 
jfornia's  standards  for 
Dually  pollution-free  cars, 
sir  gripe:  Consumers  won't  want  to 
r  the  extra  cost  the  technology  will 
|uire.  But  GM's  quiet  preparations  to 
Id  the  Impact  come  just  as  Honda 
tor  Co.  has  announced  a  superclean 
•sion  of  a  conventional  gasoline  en- 
e  that  meets  some  of  California's 
ghest  strictures.  Now,  rivals  may 
re  to  move  ahead  fast,  too,  or  risk 
ng  left  in  the  dust. 
\DLINE  DERBY.  Both  of  these  new 
'elopments  could  undermine  Detroit's 
ims  that  it  can't  meet  California's 
gh  emissions  standards.  Engineers 
many  of  Honda's  competitors  have 
g  said  a  clean-running  car,  known 
an  Ultra  Low  Emitting  Vehicle 
,EV),  would  have  to  burn  an  alterna- 
?  fuel  such  as  natm-al  gas,  and  would 
t  about  $2,000  more  than  gasoline 
•sions.  Carmakers  may  have  to  stait 
ling  ULEVs  in  California  as  early  as 
)7,  while  Zero  Emission  Vehicles, 
ich  currently  means  electrics,  will 
required  starting  in  1998.  With  its 


new  engine,  Honda  says  it  can  meet 
the  i;lev  hurdle  by  adding  just  $200  to 
$300  in  new  emissions  hardware,  such 
as  a  beefed-up  catalytic  converter,  to  a 
conventional  engine. 

The  Impact's  price  tag  will  be  far 
more — perhaps  as  much  as  $40,000  for 
early  versions.  But  gm  decided  to  go 
ahead  with  the  car,  sources  say,  be- 
cause consumers  in  three  cities  who 
test-drove  Impact  prototypes  last  year 
were  entranced  with  it.  Some  offered 
to  pony  uj) 
nearlv 


Even  if  GM  sells 
thousands  of  Impacts, 
it  probably  won't  make 

any  money  soon 


double  the  $25,000  maximum  price  gm 
had  expected  to  get  based  on  prior 
market  research.  "The  biggest  prob- 
lem we've  had  is  getting  people  to  give 
back  the  car,"  says  Kenneth  R.  Baker, 
vice-president  of  gm's  Research  and 
Development  Center. 

General  Motors  is  especially  encour- 
aged by  how  much  the  speedy,  silent- 
running  car  appeals  to  the  wealthy, 
its  target  market.  "I  loved  it.  I'd  buy 
one  at  a  premium  price,"  says  Michael 
D.  Eisner,  chairman  of  Walt  Disney 
Co.,  who  in  early  1994  drove  an  Impact 


for  an  afternoon  near  Disneyland. 

GM  officials  are  cagey  about  their 
plans  for  pi'oducing  the  Impact.  "We 
have  not  made  a  final  decision  on  pro- 
duction," says  Robert  Purcell,  the  car's 
program  manager.  But,  he  adds,  "we 
are  very  serious  about  making  a  busi- 
ness out  of  this  technology."  People 
familiar  with  gm's  deliberations  say  it  is 
being  spurred  on  in  part  by  the  fear 
that  upstart  competitors  could  beat  it 
to  the  punch.  The  gm  team  was  star- 
tled by  the  variety  of  prototypes  dis- 
played at  an  electric-vehicle  symposium 
in  Anaheim,  Calif.,  in  December.  Some, 
such  as  the  $16,000  convertible  Ti-opica, 
built  by  Renaissance  Cars  Inc.  in  Palm 
Bay,  Fla.,  are  already  in  production. 
GRAVE  CHALLENGE.  Current  plans  call 
for  an  initial  run  of  about  2,500  Im- 
pacts, say  people  familiar  with  the 
program.  If  the  initial  cars  sell  well, 
the  company  could  approve  two  more 
modules  of  2,500,  foi'  a  total  of  7,500 
vehicles.  To  keep  costs 
down,  GM  may  farm  out 
assembly  chores  to 
a  company  that  special- 
izes in  producing  niche 
vehicles. 

Still,  even  if  the  auto  mak- 
er sells  thousands  of  Impacts 
at  premium  prices,  the  company  prob- 
ably won't  make  any  money.  GM  spent 
in  excess  of  $250  million  developing 
the  vehicle,  including  an  all-new  AC 
electric  drive  train  and  such  weight- 
saving  goodies  as  magnesium-framed 
seats.  "I'll  be  in  my  grave  before  they 
recover  all  those  [costs],"  says  one  for- 
mer GM  executive. 

That's  why  some  companies  aren't 
jumping  as  aggi'essively  into  the  fray. 
"I  have  no  plans  to  get  my  vehicle  out 
any  sooner  than  I  have  to,"  says  Bmce 
M.  Kopf,  electric  vehicle  program  man- 
ager at  Ford  Motor  Co.  That  kind  of 
sit-back-and-wait  approach,  though, 
may  not  be  an  option  if  California's 
tough  new  anti-pollution  regulations 
remain  on  the  books.  "Whoever  is  fii-st 
is  going  to  have  an  advantage,"  says 
Robert  C.  Stempel,  gm's  former  chair- 
man and  now  in  charge  of  a  GM  joint 
venture  racing  to  make  advanced  elec- 
tric car  batteries.  And  the  front  ranks 
are  already  starting  to  form. 

By  David  Woodruff  in  Detroit 
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BANKRUPTCIES 


SUSAN  POWTER'S  WALLET 
GETS  A  NASTY  WORKOUT 

As  legal  bills  mount,  can  the  fitness  gum  stop  the  insolvency? 


This  yeai'  was  supposed  to  be  another 
blockbuster  for  Susan  J.  Pewter,  the 
fitness  guiii  with  the  bleaclied-blonde 
crewc-ut  who  has  made  millions  from  her 
Stop  the  Insanity!  video  program  and 
books.  But  so  far,  1995  looks  like  a  dud: 
On  Jan.  3,  days  before  her  third  book 
was  scheduled  for  release,  Powter  filed 
for  personal  bankiiiptcy  in  Los  Angeles. 

The  filing  comes  after  a  three-month 
legal  battle  between  Powter  and  her 
two  partners.  Powter  blames  the  bank- 
ruptcy— listing  liabilities  of  more  than 
$3.2  million  and  assets  of  $500,000  to 
$999,000— on  the  feud.  "I  can't  pay  my 
bills  because  of  the  excessive  litiga- 
tion," she  says.  "The  Susan  Powter 
Corp.  made  a  hell  of  a  lot  of  money  last 


and  Richard  Frankel,  both  Dallas  busi- 
nessmen, own  the  other  half.  Powter, 
37,  earns  a  salary  based  on  profits  but 
says  she  has  no  access  to  the  revenue. 
"Jerry  Frankel  has  chosen  to  unilater- 
ally take  control  of  the  Susan  Powter 
Corp.,"  she  says,  calling  her  contract 
the  "equivalent  of  slave  labor." 

The  Frankels  deny  they  have  taken 
advantage  of  Powter.  Gerald  Frankel 
says  Powter  gets  42.5%  of  net  profits, 
while  the  brothers  split  another  42.5%, 
and  Elizabeth  "Rusty"  Robertson, 
Powter's  personal  manager,  gets  15%. 
In  the  past  two  years, 
Powter  has  received  a 
payout  of  $3.4  million 
and  Robertson  $1.3  mil 


THE  POWTER  MACHINE 


TELEVISION  The  Susan  Powter  Show,  a  syndicated  daily 
women's  issues  talkfest,  debuted  last  September.  It's  carried  by 
nearly  200  television  stations. 

BOOKS  Powter  earned  a  $600,000  advance  for  Stop 
the  Insanity!,  a  best-selling  book  published  in  Sep- 
tember, 1993,  by  Simon  &  Schuster.  Powter  then  got 
a  $2  million  advance  for  Pocket  Powter,  a  paperback 
distillation  of  her  diet  and  exercise  advice.  A  third 
book,  Food,  was  due  for  release  Jan.  12. 

INFOMERCIALS  Two  30-minute  Stop  the  Insanity!  tv 
infomercials  featuring  Powter's  diet  bring  in  nearly  $1 
million  a  week. 

VIDEOS  Lean,  Strong,  and  Healthy  With  Susan 
Powter  IS  one  of  the  country's  top-selling  exercise 
videos.  It's  one  of  four  that  Powter  has  produced 
under  a  contract  with  A*Vision,  a  unit  of  Atlantic 
Recording. 


POWTER:  "NO 
CONTROL" 
OVER  THE 
MONEY 
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year,  but  it  went  to  the  company,  not  to 
me.  I  have  no  control  over  where  all  the 
money  I  make  goes." 

And  that's  a  lot  of  cash.  What  little 
financial  information  the  private  compa- 
ny divulges  indicates  1994  revenues 
were  north  of  $50  million.  Every  cent 
from  Powter's  ventures— including  <i  tv 
show,  infomercials,  books,  exercise  vid- 
eos, and  clothing — goes  to  the  company. 
"The  question  is,  where  is  that  money 
and  was  it  managed  properly?"  says 
Powter,  who  owns  50%-  of  Susan  Powter 
Corp.  Her  partners,  brothers  Gerald 


lion,  he  says.  "That's  hardly 
slave  labor." 

The  wrangling  flates  back  to  October, 
when  the  Frankels  and  Susan  Powter 
Corp.  sued  Powter  in  a  Texas  court  for 
breach  of  contract.  Among  other  allega- 
tions, they  claimed  she  improperly 
agreed  to  make  exercise  videos  for  an 
arm  of  Atlantic  Recording  Corp.  Pow- 
ter, who  denies  the  allegations,  two 
days  later  sued  the  Frankels  and  the 
company  in  Los  Angeles  Superior 
Court  for  fraud,  deceit,  and  breach  of 
contract,  among  other  charges.  She 


claims  that  in  1991  the  Frankels  forced 
her  to  sign  an  employment  contract  she 
didn't  properly  understand.  Gerald 
Frankel  denies  the  charges. 

The  question:  How  long  can  Powter 
fight  the  Frankels?  "Susan  is  being 
sued  with  her  own  money,"  says  Rob- 
ertson. "There's  no  way  she  can  afford 
to  continue  to  do  this."  According  to  the 
bankruptcy  petition,  legal  fees  so  far 
total  $1.7  million.  Robertson  expects  an 
additional  $1.5  million  worth  this  year. 
DEJA  VU.  Gerald  Frankel  doesn't  under- 
stand P(jwter's  griping.  If  it  weren't  for 
him  and  his  brother,  he  says,  Powter 
might  still  be  teaching  exercise  classes 
at  the  Dallas  fitness  center  she  started 
in  1989.  "We  discovered  her,"  he  says. 
"We  invested  close  to  $1  million  in  her 
the  first  two  years  before  we  saw  any 
profits.  Before  we  met  her,  she  made 
something  like  $14,000  a  year." 

But  this  isn't  the  fii"st  time  one  of  Ger- 
ald Frankel's  deals  has  gone  sour.  He 
also  owns  Jerell  Inc.,  a  $60  million  Dal- 
las-based women's  apparel  manufactur- 
er, whose  retail  customers  include  J.  C. 
Penney  Co.  and  Dillard  Department 
Stores  Inc.  Six  years 
ago,  Frankel  got  into  a 
egal  scuffle  with 
designer  Sandra  Gar- 
ratt,  creator  of  the  pop- 
Units  and  Multiples 
women's  casual  lines.  In 
March,  1989,  Garratt  sued 
Jerell  for  allegedly  violat- 
ing a  licensing  agi'eement, 
claiming  Jerell  failed  to 
pay  her  more  than  $4 
million  in  royalties  and 
developed  and  mar- 
keted rival  clothing 
leased  on  her  designs. 
Frankel  denies  the 
charges. 

Battling  Jerell, 
Garratt  drained 
her  funds  and 
filed  for  bank- 
ruptcy. Her  suit 
was  rolled  into 
the  bankrupt- 
cy case,  and 
Jerell  won  exclusive  rights  to  the  Mul- 
tiples line.  "What's  going  on  with  Susan 
sounds  a  lot  like  what  happened  to  me," 
says  Garratt.  "I  would  warn  anybody  if 
this  man  [Gerald  Frankel]  comes  any- 
where near  you,  run  away  screaming." 
For  Powter,  who  rose  to  fame  exhorting 
women  to  "Stop  The  In.sanity!"  of  diet- 
ing and  take  control  of  their  lives,  the 
legal  insanity  may  just  be  starting. 

By  Stephanie  Anderson 
Forest  in  Dallas 
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Temple  ton  World  Fund 


Buy  value,  not  market  trends 
or  economic  outlook. 


Individual  stocks  can  rise  in  an  unpre- 
dictable market.  That  means  there  may  be 
bargains  to  be  had  in  the  market  at  any 
given  time.  And  that  philosophy  has  guided 
the  Templeton  World  Fund  to  an  average 
annual  total  return  ot  15.9%  since  its 
inception  in  1978.^  Of  course,  past  perfor- 
mance does  not  guarantee  future  results. 

Templeton  World  Fund  seeks: 

*  Long-term  capital  growth  by  invest- 
ing in  the  securities  of  companies  and 
governments  throughout  the  world. 

For  more  information,  call  your  invest- 
ment representative  or  Templeton  today. 


Foreign  investing  involves  special  risks  including  currency  Jtuctuations 
and  political  uncertainty. 

fCumulative  total  returns  show  the  percent  change  in  value  of  an  investment  and  average 
annual  total  returns  represent  the  average  annual  increase  m  value  of  an  investment  over 
the  indicated  periods,  ended  9/ 30/9-f.  All  calcuLtions  include  the  maximum  5,75% 
initial  sales  charge  and  assume  reinvestment  of  dividends  and  capital  gams  at  net  asset  value. 
Investment  return  and  principal  value  will  fluctuate  with  market  conditions,  and  you  may 
have  a  gam  or  loss  when  you  sell  your  shares.  Prior  to  July  I,  1992,  fund  shares  were 
offered  at  a  higher  sales  charge.  Thus,  actual  total  returns  to  purchasers  of  shares  during 
that  period  would  have  been  somewhat  less  than  noted  above. 
Principal  Underwriter:  Franklin  Templeton  Distrihutors,  Inc. 


Call  1-800- 

342-FUND 
Ext.  T239 


Templeton  Worldwide 

700  Central  Avenue 
St.  Petersburg,  FL  33701-3628 

y^f-j.^  I  would  like  it  free  prospectus 
containing  more  complete  information  on 
the  Templeton  World  Fund,  including  sales 
charges  and  expenses.  I  will  read  it  carefully 
before  I  invest  or  send  money. 

n   /  am  currently  a  Templeton  shareholder. 

Name 

Address 

City 

State/Zip 
Daytime  Phone 

BWK95 
T239 


Ibmpleton 

■■-WORLDWIDE 


A  Memher  of  the  $117  Billion  Franklin  Templeton  Group 


In  Business  This  Week 


EDITED  BY  KEITH  H.  HAMMONDS 


HEADLINER 


A  BLOWOUT  FOR  THE  RUBBER  WORKERS? 


United  Rubber  Workers 
President  Kenneth  Coss 
may  be  staring  defeat  in 
the  face.  In  July,  he  led 
4,000  United  Rubber 
Workers  to  a  strike 
of  Bridgestone/ 
Firestone,  the 
Japanese-owned 
tiremaker.  It 
now  looks 
doubtful  that 
the  59-year-old 
unionist  can  avoid 
a  major  thi'ashing. 

Bridgestone  is  using  its 
wor-ldwide  facilities  to  keep 
up  supply,  and  in  eai'ly  Jan- 
uary it  hired  2,300  peiTna- 
nent  replacements.  Now, 
even  union  members  who 
return  to  work  uncondition- 
ally, as  members  of  the 
small  Akron  (Ohio)  local  at- 
tempted on  Jan.  10,  won't 


all  get  their  jobs  back. 

Bridgestone  has  never 
backed  off  its  demand  for 
major  operating  changes  at 
U.  S.  factories  to  boost 
comj^etitiveness. 
The  company  has 
mandated  12- 
houi'  shifts,  co- 
l^ayments  for 
health  benefits, 
and  numerous 
other  changes. 
Coss  is  furious. 
Bridgestone  tactics 
are  "an  attempt  to  humble 
[workers],"  he  says.  The 
U.  S.  isn't  pleased,  either. 
On  Jan.  11,  Ambassador  to 
Japan  Walter  Mondale  told 
Japanese  officials  that  the 
company's  Japanese  CEO 
should  talk  to  Labor  Secre- 
taiy  Robeit  Reich. 

By  Zachnry  Schiller 


THE  FAA  PLOTS 
A  NEW  FLIGHT  PLAN 

A  SLEW  OF  PLANE  CRASHES 

appears  to  have  lit  a  fii'e  un- 
der the  lumbering  federal  au- 
safety  bureaucracy.  On  Jan. 
10,  'n-ansportation  Secretary 
Federico  Pena  pr-omised  that, 
within  30  days,  the  Federal 
Aviation  Administr-ation  will 
issue  a  plan  for  adoj^ting  new 
airline  safety  measur-es.  Some 
of  the  70  pr-oposals — among 
them,  improved  training  for 
pilots  and  maintenance  crews, 
mor-e  anticollision  r-adar  sys- 
tems, and  "controlled  naps" 
for  pilots — have  languished 
for  year's.  But  plane  accidents 
claimed  264  lives  in  1994,  a 
big  jump  from  1993,  under- 


CLOSING  BELL 


BURRITO  BINGE 

The  Doughboy  is  carbo-load- 
mg.  Grand  Metropolitan's 
Pillsbury  unit  agreed  on  Jan. 
9  to  pay  a  steep  $2.6  bilhon, 
for  Pet  Inc.'s  collection  of 
brands,  including  Old  El  Paso 
Mexican  foods  and  Progresso 
soups.  Pet  shares  soared 
27%,  to  $25.50,  on  the  news. 
Though  GrandMet  is  paying 
10%  more  than  Pet's  antici- 
pated acquisition  price,  it 
could  come  out  ahead,  says 
Timothy  S.  Ramey  of  C.J.  Law- 
rence/Deutsche Bank  Securi- 
ties. Pillsbury  has  the  distri- 
bution network  and  war  chest 
needed  to  keep  Pet  brands 
competitive,  and  GrandMet 
could  sell  Pet  businesses 
that  don't  fit. 


JULY  15,  '94  JAN,  10,  '95 

DATA  BLOOMBERG  HNANCIAL  MARKETS 


mining  passenger  confidence 
and  giving  Pena  good  reason 
to  act. 


DREYFUS  GETS 
AMR.  FIXIT  

CULTURE     CLASH,  FALLLN'G 

mar'ket  share,  executive  de- 
fections: The  five-month-old 
union  of  Mellon  Bank  and 
Di-eyfus  has  been  r-ough  go- 
ing. On  Jan.  10,  Mellon  found 
someone  to  help  right  its  ac- 
quisition. It  named  retir*ed 
Prudential  Reinsurance 
Chair-man  Robert  Riley  as 
Dreyfus'  president,  r-eplacing 
Joseph  DiMartino,  who  left 
in  December'.  Although  a  Mel- 
lon spokeswoman  denies  it,  a 
source  close  to  Dr'eyfus  says 
Mellon  Vice-Chair"man  Keith 
Smith  had  been  in  line  for 
the  job.  But  Chair-man  Frank 
Cahouet  chose  the  outsider 
with  fund  experience  instead. 

BORLAND'S  CEO 
BOWS  OUT  

EVERYONE  SAW  IT  COMING:  ON 

Jan.  11,  Philippe  Kahn  re- 
signed as  president  and  CEO 
of  software  maker  Borland 
Inter-national,  remaining  only 
as  chair-man.  That  capped 
three  years  of  late  pr-oducts, 
shr-inking  mar-gins,  and  man- 
agement tur-nover.  Shar-ehold- 
er-s  watched  Borland's  stock 
dr-op  90%  in  that  time.  Now, 
analysts  say,  Kahn's  r-esigna- 
tion  may  be  aimed  at  lur-ing 
acquirers.  Suitors,  though, 
likely  will  wait  until  a  copy- 
right-infringement suit  filed 
against  Borland  by  Lotus  De- 
velopment is  resolved — pos- 
sibly within  days.  In  any 
case,  says  Fur-man  Selz  ana- 
lyst Terence  Quinn,  the  move 
may  be  "too  little,  too  late." 

END  OF 

ASTANDO?F  

PRO  hockey's  LOCKOUT  IS 
over — ^just  in  time.  On  Jan. 
11,   the   National  Hockey 


League  Player-s  Association 
Negotiating  Committee  r-ec- 
ommended  a  final  offer  from 
owner-s.  That  will  allow  a 
shortened  season — and  keep 
some  arena  owners,  antsy 
about  empty  houses,  from 
booking  other  acts,  sources 
say.  Eventually,  the  nhl  will 
have  to  r-eview  costly  arena 
leases  that  strap  struggling 
owners.  One  possible  solution: 
closer  ties  to  pro  basketball, 
whose  teams  are  buying  are- 
nas and  need  co-tenants. 


J&J:  RED-FACED 
OVER  AN  ACNE  CREAM 

JOHNSON  &  JOHNSON  FINALLY 
acknowledged  that  its  paper 
shredder-  was  wor-king  over- 
time in  1991.  On  Jan.  11,  it 
pleaded  guilty  to  obstr-ucting 
justice  and  agreed  to  pay  $7.5 
million  in  fines  and  costs,  ad- 
mitting that  its  Ortho  Phar- 
maceutical imit  tried  to  block 
a  probe  of  its  marketing  of 
the  acne  medicine  Retin-A. 


The  Justice  Dept.  char-ged 
that  eight  staffer-s  shr-edded 
thousands  of  documents  sub- 
poenaed by  a  grand  jury. 
Thr-ee  executives  were  "sep- 
arated" from  the  company; 
one,  der-matology  chief  Lester 
Riley  Jn,  faces  indictment  for 
conspiring  to  defr-aud  the 
Food  &  Dr-ug  Administration. 
Riley,  thr-ough  his  lawyer, 
says  he  is  "absolutely  inno- 
cent." J&J  won't  be  char-ged 
in  connection  with  Retin-A 
mar-keting,  but  the  probe  into 
individuals'  actions  continues. 

ETCETERA... 

■  KKR  named  a  new  chief  for 
Borden:  Robert  Kidder-,  for- 
mer  CEO   of  Duracell. 

■  Litton  Industries'  $1.2  bil- 
lion patent  judgment  against 
Honeywell  was  over-tur-ned. 

■  Ex-Merck  Chief  Roy  Vage- 
los  will  join  tiny  biotech  out- 
fit Regeneron  as  chairman. 

■  Wal-Mar-t  didn't  break  the 
law  in  under-pricing  smaller 
rivals,  a  cour-t  ruled. 
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Vashington  Outlook 


ITED  BY  OWEN  ULLMANN 


HE  WHITE  HOUSE'S  NEW 
GONOMIC  POLICY:  REELECT  BILL 


kill  Clinton  spent  his  fii'st  two  years  in  office  heeding  his 
I  economic  advisers  more  than  his  populist  instincts.  He 
'ditched  his  middle-class  tax  cut  and  scaled  back  his  costly 
ibmld  America"  investment  package  in  favoi'  of  a  $4;>3  bUlion 
cit-reduction  plan.  He  pushed  two  free-ti-ade  pacts  tlu'ough 
igress,  cut  the  hmnmi  rights  tether  on  U.  S.-CMna  tratle,  and 
t  mum  as  the  Fed  liiked  intei-est  rates  six  times. 
?ut  voters  gave  him  no  ci-edit  for  the  strong  economy  on 
ction  Day.  So  Clinton  is  going  with  his  gut:  He's  enlisting 
economic  team  in  a  political  crasade  to  rescue  his  faltering 
sidency — even  if  it  means  backing  dubious  economic  policies, 
^hat  explains  why  an  econo-squad 
imanded  by  newly  confinned  Ti'easiu-y 
retaiy  Robert  E.  Rubin  is  embracing 
die-class  tax  cuts  and  an  18%  boost  in 

minimum  wage — two  ideas  most  of 

team  opposed  in  the  past.  Economic 
isers  have  signed  off  on  Clinton's 
ddle-Class  Bill  of  Rights,"  with  its 
ts  of  new  entitlements.  And  they're 
mting  a  statistical  offensive  to  portr-ay 
publicans  as  fiscally  irresponsible. 
•ESSIONS.  Before  the  GOP  took  control 
;bngi-ess,  Clinton's  economists  felt  they 
Id  distance  themselves  ft'om  such  poli- 
prescriptions  as  the  nightmarish  Clinton  health-cai'e  plan. 

the  Pi'esident  won't  tolerate  independence  now  Admits  one 
rial:  "We  used  to  look  at  things  in  ternis  of  'Does  it  promote 
wth?'  But  now  we  include  political  questions  such  as  'Does 
how  the  difference  between  where  the  President  and  the 
publicans  stand?'" 

vhnton  aims  to  paint  Repubhcans  as  wealthy  elitists  and 
nocrats  as  defenders  of  the  common  man.  Ex-Wall 
setei'  Rubin  had  per-suaded  the  Pi'esident  to  scrap  the  class 
:fare — before  Clinton's  job  became  imperiled.  Now,  as 
t  of  his  "I'm-one-of-you"  theme,  Clinton  is  Likely  to  propose 
hased-in  75^  hike  in  the  $4.25-an-hour  minimum  wage.  He 


CAPITAL  WRAPUP 


RUBIN:  Pushing  a  middle-class  tax  cut 


may  also  jawbone  companies  to  spend  more  on  worker  train- 
ing. Both  issues  are  obsessions  of  Labor  Secretaiy  Robert  B. 
Reich.  "If  industry  wants  to  continue  to  have  a  business- 
friendly  electorate,  it's  got  to  recognize  its  responsibility  to 
train  its  workers  and  raise  their  wages,"  he  says. 

For  the  past  two  years,  the  economic  team  largely  ig- 
nored Reich — or  squelched  him,  as  when  he  called  for  cutting 
$200  billion  in  "corporate  welfare"  subsidies.  But  now  his 
colleagues  are  jumping  on  the  minimum-wage  bandwagon 
despite  feai's  that  the  scheme  might  be  inflationaiy.  In  reality, 
the  Clintonites  know  there's  little  chance  of  getting  a  mini- 
mum-wage hike  past  the  GOP  Congress. 
They're  mainly  out  to  make  Republicans 
look  heartless. 

COSTLY  VALENTINE.  The  Treasuiy  Dept. 
has  also  eagerly  gone  on  the  offensive, 
denouncing  the  flat-tax  proposal  of  House 
Majority  Leader  Richard  K.  Armey  (R- 
Tex.)  as  an  expensive  valentine  to  the 
wealthy.  Meanwhile,  the  T^-easiuy  has  pro- 
duced estimates  alleging  that  House  GOP 
budget  plans  would  balloon  the  deficit  by 
$725  billion  over  10  years. 

For  the  record,  Clinton's  econo-team 
insists  its  policy  shifts  are  the  result  of  a 
vibrant  economy — not  political  expediency.  "We  have  a  much 
sounder  deficit  path  and  a  robust  expansion,  so  let's  reconsider 
the  minimimi  wage  and  the  middle-class  tax  cut,"  says  Council 
of  Economic  Advisers  Chaii'  Laura  D'Andrea  Tyson. 

But  that  kind  of  reasoning  only  emphasizes  the  fact  that  a 
Clinton  economic  crew  noted  for  its  independence  and  pro- 
market  bent  has  been  drafted  into  the  campaigii  to  secui'e  the 
President's  I'eelection.  All  White  House  economic  teams  be- 
come politicized  sooner  or  later.  In  this  case,  because  of  the 
GOP  rout,  it's  sooner.  And  this  time,  the  Commander-in-Chief 
is  giving  the  mai'ching  orders. 

By  Paul  Magnusson  and  Mike  McNamee 


UNGRY  FOR  PORK 

House  Republican  freshmen  talk  a 
)od  game  about  slashing  spending,  but 
Lrly  jockeying  foi-  committee  assign- 
ents  belies  theii'  intentions.  The  most 
)pular  panel  is  the  smface  transporta- 
)n  subcommittee,  which  distiibutes 
ghway  funds.  So  many  new  GOPers 
;manded  seats  on  the  panel  that  lead- 
's increased  membei'ship  from  28  to 

But  Thomas  E.  Petri  (R-Wis.),  sub- 
immittee  chau-man,  warns  would-be 
)rkers  that  they'll  bring  home  a  lean- 
•  brand  of  bacon  this  yeai'. 


IS  NEWT  OFF-LINE? 

Government  scientists  gripe  that 
House  Speaker  Newt  Gingrich  isn't  so 
technology-friendly  after  all.  The  scien- 
tists complain  that  House  GOP  budget- 
cutters  are  targeting  the  very  r-e- 
sear'ch  that  helped  create  the 
Inter'net— the  foundation  of  the  Speak- 
er's Infor'mation  Highway  vision.  Nor 
does  it  help  that  Gingrich  is  claiming 
cr-edit  for"  getting  the  House  and  Sen- 
ate online  when  the  gi'oundwor'k  was 
laid  by  the  science  agencies  and 
spurred  by  then-Senator  Al  Gore. 


IMMIGRATION  BIDDING  WAR? 

The  White  House  is  taking  a  harder 
line  towai'd  immigration  to  get  ahead 
of  congressional  Republicans  on  this 
hot-button  issue.  Chntonites  had  been 
focusing  on  curbing  illegal  entrants, 
but  officials  also  may  propose  reducing 
the  number  of  legal  immigrants.  Un- 
der considei'ation:  Cutting  the  number 
of  foreigner's  businesses  can  sponsor  as 
employees  and  the  number  of  entrants 
from  countries  with  relatively  few  emi- 
grants, such  as  Ir-eland  and  other 
Western  European  nations. 


IT'S  5:00 

ON  A  FRIDAY. 

oo  vou  KNOW" 

YOU  R 


O  Relax.  If  you're  CareLine,  Inc.,  you  know  where  all  your  ambulances  are.  At  every  moment.  Right  down  to 
the  nearest  intersection.  Thanks  to  a  revolutionary  new  tracking  system  made  possible  by  a  distributed  computing 
solution  using  Microsoft'  products.  O  CareLine  is  a  top  provider  of  emergency  medical  services  in  the  U.S. 
They  needed  an  efficient,  cost-effective  way  to  respond  to  a  growing  number  of  emergency  calls.  The  solution? 
O  A  computer-aided  9 1 1  dispatch  system,  built  by  American  TriTech,  a  Microsoft  Solution  Provider  On  a  foundation 
of  Microsoft  products,  including  Windows  NT™  Server  part  of  the  Microsoft  BackOffice  family  O  The  new  system 
enables  CareLine  dispatchers  to  pinpoint  ambulances  by  satellite.  So  the  right  vehicle  goes  to  the  right  place  in 
the  shortest  amount  of  time.  Lives  are  saved.  Along  with  money  O  Walter  Arndt  is  Senior  V.R/C.I.O.  at  CareLine: 
"We've  shortened  response  times  while  cutting  costs,  and  our  people  are  working  more  efficiently  on  a  system 
that's  incredibly  easy  to  use.  With  lower  hardware  costs  and  shorter  training  time,  this  system  is  25  percent  less 
expensive  to  purchase  and  maintain  than  other  computer-aided  dispatch  systems  on  the  market."  O  To  get  more 
information  on  how  Microsoft  can  help  you  gam  business  advantage  using  computers,  call  (800)437-3  I  I  9,  Dept.  E4V, 


JLANCE 


Microsoft 

I    WHERE   DO  YOU  WANT  TO  GO  TODAY?' 


©  1994  Microsoft  Corporation.  All  rights  reserved,  Microsoft.  Where  do  you  wani  to  go  todo/',  and  Windows  NT  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countnes. 


International  Business 


LATIN  AMERICA 


A  NEW  MANTRA  FOR  INVESTORS 
PICKY,  PICKY,  PICKY 


After  the  crash  in  emerging-market  bourses,  a  search  for  rock-soUd  fundamentals 


Looking  tanned  and  relaxed  despite 
the  chaos  enveloping  Latin  Amer- 
ican securities  markets,  Argentine 
Economy  &  Public  Works  Minister 
Domingo  Cavallo  strode  to  the  podium 
in  a  cs  First  Boston  conference  room  in 
New  York  on  Jan.  11  and  declared  flat- 
ly that  under  no  circumstances  would  he 
ever  allow  his  country's  cuiTency  to  fol- 
low the  fate  of  the  Mexican  peso.  "De- 
value?" he  asked  a  questioner  with  a 
shiiig.  "No  way." 

If  only  investors  ai'ound  the  globe 
were  willing  to  take  Cavallo  at  his  word. 
Spooked  by  the  88%  plunge  in  the  value 
of  Mexico's  currency  since  December 
(page  58),  traders  have 
been  circling  emerging 
stock,  bond,  and  foreign 
exchange  markets 
across  Latin  America 
and  as  far  afield  as 
Eastern  Europe  and 
Asia,  trying  to  get  out 
before  another  develop- 
ing country  loses  its 
way. 

PANIC  SELLING.  Then 
came  Jan.  10 — "Black 
Tuesday"  in  the  eyes  of 
many  emerging-market 
investors.  As  domestic 
interest  rates  soared 
close  to  50%,  and  an  auction  of  hard-ciu- 
rency-denominated  government  debt 
drew  practically  no  bidders,  Mexico's 
already  weakened  stock  market  plum- 
meted 6.3'%.  In  Argentina  (page  32), 
stocks  dropped  9.6%.  Chile's  market 
tumbled  4.9%.  And  it  wasn't  just  U.  S. 
and  other  international  investors  who 
were  taking  their  money  home.  In  many 
markets,  panicked  local  pension-fund 
managers  and  individuals  were  selling 
indiscriminately.  "I'm  concerned  about 
the  crash  in  Mexico  and  Latin  America," 
hedge  fimd  manager  George  Soros  told 
a  Bucharest  audience  th(^  day  after. 


UTIN  STOCKS 
TAKE  A  DIVE 


JAN.  '93  JAN. 
DATA:  BARING  SECURITIES  LTD., 
BLOOMBERG  FINANCIAL  MARKETS 


"That,  I  think,  can  have  very  severe 
repercussions  throughout  the  world." 

One  effect  may  be  to  lure  moi'e  mon- 
ey back  to  the  U.  S.,  where  gi'owth  and 
profits  remain  strong.  "I  see  tremen- 
dous values  right  here,"  says  Joseph 
Rosenberg,  who  manages  some  $25  bil- 
lion as  chief  investment  officer  for 
Loews  Coip.  "Why  would  I  want  to  nm 
over  there?" 

Amid  this  competition  for  capital,  the 
Mexican  crisis  is  forcing  a  wholesale  re- 
oi'dering  of  the  emerging-market  scene. 
Burned  by  the  shock  devaluation  in 
Mexico  and  enticed  by  increasingly 
tempting  interest  rates  in  the  U.  S., 
Canada,  Europe,  and 
Australia,  investors  ai'e 
suddenly  becoming  a  lot 
more  choosy  about 
committing  their  cash 
to  the  hot  developing 
economy  of  the  moment 
(page  1*02). 

As  high  global  inter- 
est rates  deflate  the 
emerging-market  bub- 
ble of  the  eariy  1990s, 
investors  are  finally  be- 
ginning to  demand 
hard  evidence  of  solid 
economic  expansion, 
rising  domestic  savings, 
sieel\'-eyed  fiscal  probity,  and  a  meas- 
ure of  political  stability.  On  top  of  that, 
investors  want  to  see  economies  that 
can  garner  large  amounts  of  direct  in- 
dustrial investment  and  thus  won't  be 
held  hostage  to  the  vagaries  of  short- 
term  capital  flows.  Says  Grace  Pineda, 
manager  of  the  Merrill  Lynch  Latin 
America  Fund:  "This  is  a  warning  sign 
about  choosing  your  countries  and  de- 
manding more  in  the  way  of  economic 
fundamentals." 

Over  the  long  haul,  this  new  pickiness 
may  have  the  effect  of  jjutting  more 
countries  on  the  path  toward  the  eco- 
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nomic  straight  and  narrow.  But  in  the 
short  nin,  it's  also  likely  to  mean  consid- 
erable pain  for  Mexico  and  other  coun- 
tiies  whose  economies  can't  stand  up 
to  tough  scintiny — or  who  have  political 
leaders  unable  to  market  their  coun- 
tries' attributes  around  the  world. 

Aftei'  the  ciuTent  and  fonner  Mexican 
Finance  Ministers  failed  to  gain  the  con- 
fidence of  Wall  Streeters  in  two  sepai-ate 


le  money  managers  want  nothing  to  do  with  Lat 
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iarances,  for  example,  Argentina's 
alio  jetted  to  New  York  to  hold  in- 
ors'  hands.  "Our  system  is  robust 

our  policy  is  right,"  he  insisted, 
aing  that  countries  that  depreciate 
f  currencies  will  surely  face  infla- 
,  unemployment,  and  stagnation, 
^•aluation  is  never  the  solution,"  he 
'd.  "If  you  think  that's  not  the  case, 

look  at  Mexico." 

:S  OF  RISK.  Will  investors  buy  this 
'  Many  economists  think  Argentina 
force  high  interest  rates  and  a 
ih  slowdown  upon  itself  to  defend 
urrency  and  reputation.  In  fact,  as 
alio  tries  to  set  Argentina  apart, 
tiering  of  emerging  markets  is  al- 


high  level  of  domestic  savings  and  capi- 
tal controls  that  keep  hot  money  from 
over-whelming  its  markets.  And  Argen- 
tina, notes  Cavallo,  needs  very  little 
portfolio  investment  to  cany  on.  It 
plans  to  sell  $3  billion  worth  of  export- 
oriented  power  and  chemical  plants  to 
overseas  producers  this  year.  And,  com- 
pai'ed  with  Mexico,  wliich  wants  intema- 
tional  credits  to  help  reassure  investors 
holding  some  $17  billion  in  government 
debt  sold  abroad,  Argentina  is  only  plan- 
ning to  raise  $900  million  in  securities 
markets  overseas  in  1995. 

Still,  some  money  managers  want 
nothing  to  do  with  Latin  America  until 
Mexico's  mess  is  resolved.  So  thev  are 


ly  beginning.  Despite  a  trade  deficit, 
/ing  growth  prospects,  and  pres- 
•  on  its  currency,  some  Latin  Amei'- 
experts  consider  that  Argentina, 
ig  with  Brazil  and  Chile,  will  be 
h  better  able  to  withstand  the  cur- 
;  stress. 

I'azil,  for  example,  boasts  more  than 
billion  in  foreign  exchange  reserves 
a  huge  trade  surplus.  Chile  has  a 


diverting  funds  toward  South  Asia, 
which  boasts  two  decades  of  economic 
reforms,  high  savings  and  investment 
rates,  and  robust  gi'owth.  Rising  U.  S. 
interest  rates  and  worries  about  Chi- 
na's economic  and  political  stability  ham- 
mered many  Asian  mai-kets  in  1994.  But 
some  economists  are  looking  for  a  re- 
bound come  spring.  "In  comparison  with 
Latin  America,"  says  John  Quinn,  Hong 


Kong-based  chief  investment  officer  for 
NatWest  Investment  Management, 
"Asia  looks  much  more  safe." 

But  many  investors  are  steering  clear 
of  any  emerging  market  at  all.  While 
most  U.  S.  equity  mutual  fund  inves- 
tors have  remained  remarkably  calm 
despite  hefty  drops  in  the  prices  of  their 
shares,  those  who  bought  fixed-income 
fimds  that  invested  in  Latin  American 
instruments  are  fleeing  in  droves.  Alli- 
ance Capital  Management,  for  one,  has 
been  hit  hard  with  redemptions  in  its 
$2.3  billion  North  American  Govern- 
ment Income  Ti-ust.  The  fund  was  down 
30.8%  in  1994  and  is  off  another  11.5% 
in  January.  With  some  50%  of  its  as- 
sets invested  in  Mex- 

BUENOS  AIRES 
TRADERS:  Will 
I  n  vestofs 
believe  the 


ican  and  Argentine 
debt,  the  company 
has   seen  investors 
,   ,  pull  $230  million  out. 

pledge  not  to       Twenty-two  share- 

aevalue.   holders  recently  sued 

the  ftmd,  alleging  that 
its  name  was  misleading.  An  Alliance 
spokeswoman  declined  to  comment. 
GROWTH  FACTOR.  But  if  the  market 
mess  in  Mexico  took  investors  and 
money  managers  by  surprise,  they  may 
have  only  themselves — and  their  bro- 
kers— to  blame.  Right  up  to  last 
month's  peso  crash,  many  securities 
houses,  still  looking  to  sustain  their 
hugely  profitable  business  underwrit- 
ing emerging-market  equity  and  debt, 
were  still  recommending  Mexican 
stocks  and  bonds  as  stable,  sound  in- 
vestments. Says  Goldman,  Sachs  & 
Co.'s  Latin  American  research  chief, 
Jorge  0.  Mariscal:  "There  was  no  fun- 
damental reason  to  conclude  that  the 
peso  was  overvalued." 

Given  Mexico's  mounting  financial 
and  political  stress,  that  should  have 
been  a  sign  of  a  market  top,  but  not 
the  sign  of  a  market  disappearing. 
Many  developing  economies  will  con- 
tinue to  attract  investors  for  one  good 
reason:  that's  where  the  growth  is  most 
likely  to  be.. 

Still,  after  the  latest  crash,  investors 
will  approach  these  markets  with  a  lot 
more  caution  in  the  futui'e.  "People  got 
blinded  to  the  risks  in  emer'ging  mar- 
kets," says  Ai-nab  Baner-ji,  chief  invest- 
ment officer  at  London's  For'eign  &  Co- 
lonial Investment  Tr'ust.  Mor-e  than 
likely,  they're  not  blind  anymore.  And 
they'll  be  demanding  a  higher  return 
the  next  time  they  plunge  in. 

By  William  Glasgall,  with  Ameij 
Stone,  in  New  York,  Bill  Javetski  in 
Paris  and  Joyce  Barnathan  iyi  Hong 
Kong 


srica  until  the  crisis  eases,  so  they're  turning  to  Asia 
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International  Business 


MEXICO 


SURVEYING 
THE  WRECKAGE 

It's  worse  than  anyone  imagined-and  Washington  was  hit,  too 


Just  two  years  ago,  the  Sam's  Club 
discount  warehouse  in  Mexico  City 
was  the  worldwide  chain's  highest- 
grossing  champion.  But  on  a  recent 
aftemoon  the  aisles  were  almost  desert- 
ed. The  rich,  scrambling  to  beat  expect- 
ed price  increases,  had  already  cleaned 
Hit  the  last  cases  of  Dom  Perignon 
•'hampagne.  And,  thanks  to  the  plunge 
(■f  tlie  peso,  middle-class  shoppers  could 
•!0  longer  afford  most  of  the  imported 


products.  Schoolteacher  Beatriz  Ros- 
sette  frowned  at  a  Panasonic  micro- 
wave, whose  1220  New  Peso  ($214) 
price  was  the  equivalent  of  a  primaiy 
teacher's  monthly  wage.  "Forget  about 
these  imports,"  she  sighed.  "The  prices 
are  going  up  even  on  Mexican  things." 

As  both  Mexican  and  U.S.  officials 
straggle  to  stabilize  the  peso  and  halt 
the  plunge  in  Mexican  markets,  Mexican 
businesses  and  consumers  are  coming 


ROAD  TO  NOWHERE?  Govemmerit 
outlays  for  infrastructure  will  shrink 

to  realize  they  face  a  veiy  different  fu- 
ture than  the  bright  one  they  had  been 
promised.  Even  if  the  government  suc- 
ceeds in  stabilizing  the  markets  soon, 
economists  say  Mexico  faces  months  of 
recession,  layoffs,  and  pain.  Prices  are 
rising — despite  government-ordered  re- 
straints. And  companies  and  banks  are 
battening  down  for  tough  times. 

Already  Mercedes-Benz  and  Volks- 
wagen have  announced  temporary  shut- 
downs of  their  Mexican  car  and  track 
plants  to  compensate  for  an  expected 
drop  in  demand.  "The  business  commu- 
nity is  in  a  state  of  despair  at  the  down- 
wai-d  spiral  we  are  experiencing,"  says 
Roberto  Batres,  head  of  Arthur  D.  Lit- 
tle consultants  in  Mexico  City. 
ALBATROSS.  In  Washington,  officials  are 
realizing  that  the  $18  billion  internation- 
al rescue  fund  put  together-  last  week 
may  not  be  enough.  President  Chnton 
phoned  Mexican  President  Er-nesto  Ze- 
dillo Ponce  de  Leon  on  Jan.  10  to  offer 
more  money — if  needed.  Meanwhile,  for- 
eign banks  are  getting  cjueasy  about  dol- 
ing out  theu-  $o  billion  share  of  the  pack- 
age. And  an  International  Monetary 
Fimd  team  is  in  Mexico  City  negotiating 
what  could  be  an  additional  $2.4  billion 
loan.  World  Bank  help  is  also  hkely. 

Mexico  is  fast  becoming  an  albatross 
for  the  Clinton  Admjnistr-ation.  It  is  re- 
tur-ning  to  its  old  status  of  dependence 
on  the  U.  S.  And  it  looks  like  Mexico  is 
now  year's  away  fi'om  becoming  the  sta- 
ble and  gr-owing  mar-ket  for  U.  S.  goods 
that  Clinton  promised  as  he  stumped 
for  the  North  American  Free  Trade 
Agr-eement.  Quite  the  contrary,  with 
Mexican  wages  slashed  by  about  40% 
in  dollar  terms,  the  $1.9  billion  trade 
sur-plus  the  LI.  S.  r-an  with  Mexico  last 
year  may  dry  up.  And  the  austerity 
moves  that  Zedillo  outlined  on  Jan.  3 
aim  to  right  Mexico's  $28  billion  trade 
deficit  by  turning  the  country  into  a 
lean  and  mean  export  platfor-m  that  wiU 
thi'eaten  American  jobs.  Some  Mexicans 
are  even  talking  of  invoking  an  "import 
surge"  clause  in  nafta  that  would  allow 
them  to  impose  import  quotas  and  high- 
er tariffs  to  ease  their  tr-ade  cranch. 

In  Mexico,  officials  seem  stunned  by 
their'  inability  to  cairn  the  markets.  With 
the  sense  of  futility  gr-owing,  there  is 
even  talk  of  bringing  in  outsiders  to  set 
u])  a  boar-d  to  manage  the  peso — or  of 
abandoning  the  peso  altogether  for  the 
dollar-.  Said  one  usually  cocksure  young 
technocrat:  "In  all  honesty  I  don't  know 
what  we  can  do  about  this  mess." 

One  of  the  most  disturbing  problems 
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been  the  almost  total  absence  of 
lership.  Since  announcing  his  recov- 

plan,  Zedillo  has  been  invisible, 
is  is  more  than  a  crisis,  it's  an  eco- 
lic  meltdown,"  says  a  foreign  banker, 
it  Where's  the  man  in  charge?" 
Zedillo  has  been  hunkered  down  in 

presidential  residence.  He  has  as- 
led  the  new  Finance  Ministei;  Guil- 
no  Ortiz,  and  other  officials  the  task 
Deing  the  government's  pubhc  face 
lome  and  on  emergency  fund-rais- 

missions  overseas.  The  strategy 
ms  to  have  been  a  big  mistake, 
ile  adding  to  market  jittere,  it  has  al- 
ed  Zedillo's  recovery  plan  to  lan- 
ih.  Sensing  weakness  at  the  top,  the 

guard  of  the  ruling  Institutional 
^oiutionary  Party,  in  the  person  of 
lillo's  Energy  Minister,  Ignacio  Pi- 
rdo,  has  been  casting  doubt  on  pro- 
als  to  sell  parts  of  state-ran  oil  com- 
y  Pemex  and  electric  power  plants. 
Meanwhile,  Ortiz'  team  of  advisers  is 
ng  to  find  big  budget  cuts  without 

much  social  cost.  They  want  to 
ntain  such  progi'ams  as  free  health 
3  for  the  poor  and  basic  education 
■le  trimming  some  infrastructure 
jects  and  postponing  others,  such  as 
ew  subway  line  for  Mexico  City, 
ise  cuts  will  slam  such  blue-chip  com- 
ies  as  Cemex,  as  well  as  the  con- 
action  and  engineering  giants,  ICA 

Ti-ibasa. 

BE.  Indeed,  Mexicans  are  in  for  a 
tal  siege.  Some  economists  predict 
7c  drop  in  gross  domestic  product  in 

first  six  months  of  this  year  That 
Id  mean  massive  layoffs  and  bank- 
tcies.  The  banks,  which  ah*eady  have 
Is  of  bad  loans,  will  come  under  more 
ssure  as  businesses  stop  paying. 
Amy  Mexican  companies  seem  to  be 
ling  into  a  survival  mode.  Supemiar- 
s  and  hardware  stores  are  marking 
prices  on  staples — despite  Zedillo's 
IS  not  to.  Some  car  dealers  have  re- 
ved  vehicles  fi-om  their  showrooms, 
sumably  to  bring  them  back  at  a 
hei-  price.  Auto-parts  prices  are  up 
■r  20%,  and  even  the  government 
med  to  be  giving  up  when  it  recently 
lounced  a  15%  hike  in  milk  piices. 
3ut  above  all,  Mexicans'  grand  hopes 

growth  and  stability  are  about  to 
dashed.  Zedillo  came  to  office  hoping 
extend  the  economic  reforms  of  his 
decessor,  Carlos  Salinas  de  Gortari, 
)  politics  and  social  welfai'e.  He  want- 
to  shake  up  the  corrupt,  antiquated 
.  But  to  ride  through  the  commg 
gh  times,  Zedillo  is  going  to  need 

party's  support.  It  seems  unlikely 
.1  want  to  take  on  the  old  guard  now. 
3y  Geri  Smith  and  Elisabeth  Malkin 
Mexico  City,  with  Dean  Foust  in 
shington  and  Stanley  Reed  in  Neiv 
'k 


A  TALK  WITH  MEXICO'S  FINANCE  CHIEF: 
WE  HAVE  A  SHORT-TERM  PROBLEM' 


The  tough  job  of  restoring  confi- 
dence in  Mexico's  tumultuous  fi- 
nancial markets  falls  heavily  on 
Finance  Secretary  Guillermo  Or- 
tiz. But  on  Jan.  9,  he  seemed  calm 
and  unworried  as  he  talked  in  his 
penthouse  office  with  business 
week's  Mexico  bureau  chief,  Geri 
Smith,  about  solving  his  country's 
problems. 

DEBT  ROLLOVER.  We're  not  facing  a 
solvency  problem.  Mexico  can  easily 
meet  its  foreign  debt  commitments, 
its  domestic  debt  commitments — 
even  with  the  increased  interest 
payments  caused  by  the  devaluation 
and  higher  level  of  debt.  We  have  a 
short-term  problem  in  which  we 
have  a  bunch  of  obligations  coming 
due  soon,  and  we  have  to  find  a 
mechanism  to  get  the  markets 
working  again  so  that  these  short- 


ORTIZ:  Confidence  will  return  to  the 

term  obligations  are  financed  with 
longer-term  resources.  You  see,  no 
country  can  amortize  20%  of  its  do- 
mestic debt  in  one  year.  So  I  think 
that  we  are  going  through  some 
hard  times. 

NEW  INSTRUMENTS.  We  are  develop- 
ing with  investment  banks  a  menu 
of  options  that  would  be  offered  to 
investors  to  see  whether  they  want- 
ed to  exchange  a  portion  of  their 
tesobono  [dollar-dominated,  short- 
term  treasury  bills]  holdings  for 
other  papers.  But  I  think  to  the  ex- 
tent that  confidence  returns  to  the 
markets,  the  tesobono  itself  is  a 
good  instrument.  It's  possible  that 
we  may,  in  a  short  period  of  time, 
see  a  tesobono  market  working,  and 


in  that  case,  the  problem  will  have 
corrected  itself. 

BUDGET  CUTS.  We're  cutting  0.8%  of 
cun-ent  expenditures,  0.5%  of  invest- 
ment expenditures.  Current  expendi- 
tures mainly  reflect  the  real  reduc- 
tion in  expenditures  that  is  caused  by 
the  higher  inflation  we  expect.  We 
will  tiy,  obviously,  to  preserve  exist- 
ing progx'ams,  to  preser-ve  essential 
investment  in  the  energy  sector.  We'll 
be  postponing  those  investments  that 
are  not  so  urgent.  Foi-  example,  there 
wei-e  plans  to  start  a  new  metro  line. 
This  Idnd  of  thing  can  be  postponed 
until  the  following  year. 

AID  FOR  COMPANIES.  Obviously,  the 
banks  are  going  to  have  to  come  up 
with  a  scheme  that  is  attractive  both 
for  themselves  and  the  companies,  to 
support  rescheduling  of  small  and 

medium-size  firms.  We  don't 
need  budgetary  money  to 
do  that.  We  can  support 
these  kinds  of  programs 
perhaps  with  some  hmited 
guarantees  offered  by  de- 
velopment banks.  So  it's 
consistent  with  the  budget 
numbers  we  have. 

BANK  BAILOUTS.  What  we 
are  doing  with  the  Mexican 
banks  is  having  Fobaproa 
[an  FDic-like  agency  run  by 
the  Central  Bank]  take  on 
the  subordinated  debt  of 
market.'^    the  commercial  banks  in  or- 
der  to  help  them  capitalize. 
This  subordinated  debt  will  not  be 
reflected  in  the  expansion  of  credit 
because  it  will  be  cleaning  up  the 
banks'  balance  sheets.  We  also  are 
hoping  to  liberalize  the  foreign  in- 
vestment regime  [to  allow  foreign- 
ers to  buy  Mexican  banks]. 

PRIVATIZATION.  We  are  talking  about 
[the  sale  of]  electricity  plants.  The 
national  electricity  company, 
Comision  Federal  de  Electricidad 
(CFE),  is  not  going  to  be  privatized. 
They're  two  very  different  things. 
We're  not  privatizing  the  distribu- 
tion. The  talk  is  of  privatization  of  9 
megawatts  of  existing  electrical  gen- 
eration. We  are  not  privatizing  ei- 
ther CFE  or  Pemex  [the  state-run  oil 
company]. 
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JAPAN 


THEY  FLY  THROUGH  THE  AIR 
WITH  THE  GREATEST  OF.../r/? 

In  Japan,  execs  hope  to  harness  the  "Ufe  force"  in  business 


Few  Japanese  executives  come  more 
dapper  and  cosmopolitan  than  Shoi- 
chiro  Irimajiri,  an  executive  vice- 
president  of  Sega  Enter^jrises  Ltd.  But 
unaware  that  a  joui'nalist  was  watching, 
he  appeared  to  come  unglued  on  a  recent 
evening  in  a  Tokyo  gymnasium.  It  stall- 
ed with  the  55-year-old  Inmajiii  bowing 
and  reaching  out  to  touch  the  extended 
hand  of  Kozo  Nishino,  a  master  of  ki — or 
life  force.  Just  before  making  contact, 
IiimajiiT  suddenly  recoiled  and  screamed 
as  if  he  had  been  zapped  by  a  ray  gun. 
Flying  20  meters  backward,  he  crashed 
into  a  padded  wall,  fell  to 
the  floor,  and  stalled  writh- 
ing and  yelping.  Getting  to 
his  feet,  he  jumped  wildly 
up  and  down,  and  then 
went  back  to  Nishino  for 
a  second  jolt. 

What's  going  on  here? 
Buckle  youi-  seat  belt:  This 
could  just  be  the  latest 
chapter  in  the  Secrets  of 
Japanese  Management.  For 
besides  Iiimajiii,  dozens  of 
other  Japanese  executives 
are  floclving  to  Nishino  to 
sti-engthen  their  ki.  They 
believe  this  improves 
health  and  stamina,  rids 
them  of  stress,  enhances 
self-control,  and  keeps 
them  youtliful.  Iiimajui,  who  visits  Nishi- 
no's  Tokyo  center  three  times  a  week  at 
about  .$20  per  session,  credits  ki  with 
curing  a  serious  heait  ailment  several 
years  ago. 

In  the  nine  years  since  Nishino  went 
public  with  his  concept  of  ki,  he  has  sold 
a  total  of  about  600,000  co]jies  of  nine 
different  books.  Roughly  20,000  disciples 
have  trained  at  one  of  his  two  centers. 
But  only  recently  has  his  impact  on  the 
executive  suite  come  to  light.  His  other 
high-level  devotees  include  executive 
vice-presidents  at  Casio  Computer  and 
Mitsubislii  Electric,  managing  dii'ectore  at 
Oki  Electric,  sec.  and  Sony,  and  Masaa- 
ki  Moiita,  chairman  of  Sony  Life  Insiu- 
ance  Co.  and  younger  brother  of  Sony 
Coip.  co-founder  Akio  Morita. 

Like  Irimajiri,  they  almost  all  "fly" 
■>."hen  recei\ing  ki  from  Nishino.  "I  don't 
'  lariicularly  want  to  fly,  but  I  fly,"  says 


engineering  gi-aduate  Masaaki  Morita, 
67.  Although  to  an  observer  the  flying 
seems  akin  to  magnets  repelling  each 
other,  practitioners  say  it  feels  good  and 
then-  ki  gains  strength  fi-om  it.  "I  haven't 
aged  in  10  years,"  boasts  Kazutoyo  Ko- 
matsu,  66,  chainnan  of  the  Japan  sub- 
sidiary of  Baxter  International  Inc.,  the 
U.S.  medical  products  company.  He  pro- 
duces a  10-yeai-old  photo  to  prove  his 
point.  "I  tliink  ki  has  helped  me  grow- 
this  company  fi-om  $70  million  a  year  to 
$600  million,"  he  adds.  "It  has  given  me  a 
more  human  touch,  which  is  very  im- 


TRUST  THE  FORCE:  Xisliiiio  sends  a  sti(de)it  flijrng  ivitli  ki  />o 


poitant  in  cross-cultm-al  cominunication." 

Suipiisingiy,  w'hat  would  be  scoffed  at 
as  a  cult  in  most  advanced  countries  is 
gaining  credibility  in  Japan.  Consumer- 
electronics  giant  Sony  Corp.  has  a  re- 
seai'ch  team  studying  ki.  One  Sony  man- 
aging dii-ector  has  convinced  himself  and 
othei-s  that  touching  a  compact  disc  to  in- 
ject it  with  ki  improves  its  sound.  Japan's 
Ministiy  of  International  Ti-ade  &  Indus- 
tiy  has  foiTned  a  committee  to  look  into 
practical  uses  of  ki  energy.  Committee 
Chairman  Shigemi  Sasaki,  a  professor  at 
Tokyo's  University  of  Electro-Communi- 
cations, says  more  than  10  companies  ai'e 
paying  for  ki  research  at  his  university. 

Just  what  is  kil  Scientists  don't  know, 
i  'xjk  up  the  Chinese  character  in  a  dic- 
tioniuy  and  you'll  find  a  stiing  of  transla- 
tions, fi-om  "energy"  to  "spuit"  to  "soul." 
It  is  the  same  chai-acter  as  the  ki  in  aiki- 
do,  the  subtlest  of  maitial  aits.  And  it  is 


what  acupuncturists  believe  courses 
thi-ough  the  body  and  can  be  controlled 
by  needles.  Nishino,  unusually  youthful  at 
68,  prefers  the  term  "fundamental  Ufe 
energy."  He  says  ki  is  what  Neoplaton- 
ists  refen-ed  to  as  "psyche,"  which  meant 
"breath"  in  the  original  Greek  but  came 
to  mean  "animating  principle  of  the 
world"  to  the  Neoplatonists. 

Certain  breathing  tecliniques  are  crit- 
ical to  strengthening  one's  ki.  Nishino 
discovered  this  during  an  aikido  match 
in  1978,  even  though  he  already  knew 
the  importance  of  breathing  in  yoga  and 
Zen.  "It  suddenly  came  to  me  that  the 
soles  of  oui-  feet  have  consciousness  and 
that  breathing  is  the  key  to  the  kind  of 
special,  strange  power  that  some  people 
have,"  he  says.  He  spent  the  next  few 
years  experimenting  10  hours  a  day 
with  various  breathing  techniques. 
SOLE  BEARING.  The  breathing  methods 
Nishino  espouses  are  relatively  simple, 
comprising  an  assortment  of  standing, 
liending,  squatting,  and  sit- 
ting positions.  Breathing 
is  to  be  slow  and  shallow 
in  most  cases.  The  key, 
says  Nisliino,  is  to  imagine 
that  you're  breathing 
through  the  soles  of  your 
feet.  That  "shift  in  con- 
sciousness" is  said  to  posi- 
tively alter  the  blood  and 
lixygen  flow  through  your 
body  and  help  "awaken" 
each  of  its  trillions  of  cells. 
This  newly  released  ener- 
gy is  ki.  At  least,  accord- 
ing to  Nishino. 

Many  people  do  beheve 
that  breathing  exercises 
can  assist  relaxation, 
which  has  widely  accepted 
benefits.  But  cure  a  serious  heart  condi- 
tion? Propel  people  helplessly  through 
the  air  without  even  touching  them? 
Improve  product  quality?  It's  a  tough 
case  to  make. 

Besides  his  high-profile  followers  and 
ajjpai-ent  results,  Nishino  has  two  things 
going  for  him.  First,  he  doesn't  behave 
like  a  modern-day  messiah  or  even  a 
faith  healer.  "He  is  a  very  noi-mal  man," 
says  Sony  Life's  Morita.  Second,  Western 
science  and  medicine  long  castigated  acu- 
puncture as  Oriental  quackery.  Then 
James  Reston  of  The  New  Ibrk  Times 
undei-went  an  appendectomy  in  China  in 
the  early  1970s  with  acujjuncture  as  the 
only  anesthetic.  He  wi-ote  glowingly  of 
liis  experience,  winning  acupunctui-e  new 
believabOity  in  the  U.  S.  Maybe  an  equal- 
ly credible  Westei-ner  someday  will  do 
the  same  for  Nishino's  school  of  ki. 

By  Robert  Neff  in  Tokyo 
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50MHz  i486™DX2 
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matrix  display— 256  color  SVGA 
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THE  ULTRAPORTABLE  PORTEGE. 

Never  before  has  a  computer  so  perfectly  balanced  mass  and  speed.  Now  you  can  travel 
with  a  system  smaller  than  a  notebook— yet  graced  with  the  power  and  feel  of  a  fuU-size 
computer.  The  ultraportable  Portege™  is  driven  by  the  fuO  force  of  a  high-performance  i486 
processor,  is  equipped  with  a  250MB  HDD  and  a  high-endurance  Lithium-Ion  battery, 
and  shines  with  Toshiba's  renowned  color  active  matrix  display  There's  even  an  optional 
Port  Replicator  for  simple,  single-point  connection  to  your  desktop  environment. 
See  how  far  we've  taken  every  aspect  of  portable  computing.  Then,  think 
where  it  can  take  you.  Call  1-800-457-7777  for  your  nearest  dealer. 
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TALKING  TOUGH  TO  JAPAN  DIDNT  WORK. 
BURYING  THE  HATCHET  WONT  EITHER 


It  was  polite,  brief,  "crisp."  That's  how  one  senior  White 
House  aide  described  Japanese  Prime  Minister  Tomiichi 
Murayama's  aisatsu,  or  courtesy  call,  on  President  Clinton 
on  Jan.  11.  Talk  focused  on  North  Korean  nuclear  weapons, 
combating  aids,  and  environmental  cooperation.  But  did 
somebody  say  trade  ft-ictions?  Not  at  this  meeting. 

Sadly,  Murayama's  visit  underscores  the  depths  to  which 
U.  S.-Japanese  relations  have  fallen:  Clinton's  once-bold  poli- 
cy of  opening  Japanese  markets  is  in  disairay,  and  Mui'aya- 
ma's  political  standing  is  so  shaky  that  his  weak  predecessors 
look  decisive  by  comparison.  Tokyo  bureaucrats  and  vested 
intei'ests  have  stalled  progi-ess  on  every- 
thing from  business  deregulation  to  gov- 
ernment reform.  And  with  Japan's  track- 
surplus  for  1994  hitting  .$62.7  billion, 
Clinton's  trade  hawks  have  abandoned  all 
hope  of  reversing  the  imbalance  within 
the  next  two  years. 

Since  the  collapse  a  year  ago  of  the 
ambitious  "framework"  talks,  U.  S.  Trade 
Representative  Mickey  Kantor  has  ac- 
ceded to  a  slew  of  small  market-opening 
agi'eements  rather  than  invoking  trade 
sanctions  against  the  Jaj^anese  and  risk- 
ing disniption  of  financial  markets. 

PLAYING  ALONG.  Failure  also  weighs  on  Murayama.  About  30 
followers  are  on  the  verge  of  leaving  his  Socialist  Party. 
That,  plus  his  frail  health,  could  cost  his  coalition  control  of 
the  government  within  a  year. 

Faced  with  a  such  a  political  cripple,  the  Clintonites  have 
decided  to  hold  then-  fu'e.  The  Japanese  ai'e  playing  along,  too. 
On  Jan.  6,  the  two  sides  announced  resumption  of  talks 
aimed  at  opening  Japan  to  autos  and  auto  parts,  which  com- 
prise 60%  of  the  trade  imbalance.  SigTiificantly,  no  deadhnes 
for  reaching  an  agTeement  were  set.  And  in  the  grand  old  tra- 
dition of  Japanese  Prime  Ministers  bringing  "souvenirs"  on 
trips  to  Washington,  Ja]:)an  agTeed  to  lift  restrictions  on  for- 


MURAYAMA:  A  lamer  duck  than  ever 


eigners  doing  business  in  Japan's  financial  markets.  But  waiy 
U.S.  officials  emphasize  that  they  will  closely  monitor 
progress.  They're  resei-ving  judgment  on  an  agi-eement  that 
looks  suspiciously  like  broken  promises  in  the  past. 

One  reason  for  the  cooling  down  of  the  trade  fight  is  that 
both  countries  are  looking  past  their  festering  relationship  to 
other  arenas.  Commerce  Undersecretary  for  International 
Ti-ade  Jeffrey  E.  Garten  says  the  U.S.  needs  "to  go  beyond 
our  decade-old  obsession  with  Japan"  and  focus  on  cracking 
other  Asian  mar-kets.  "The  battle  used  to  be  persuading  peo- 
ple that  Japan  is  different,"  worries  Glen  Fukushima  of  the 
American  Chamber  of  Commerce  in  Ja- 
}_)an.  "Now,  it's  persuading  them  that  it 
matters."  The  Japanese,  too,  have  di- 
minished theii'  focus  on  the  U.  S.  and 
turned  to  investments  in  Southeast  Asia. 

But  most  economists  think  the  big- 
trade  imbalance  won't  improve  this  year 
or  next.  So  ignoring  it  is  pohtically  dan- 
gerous for  Clinton.  With  a  Presidential 
election  approaching.  Republicans  will 
point  to  the  one  gi"eat  blot  on  the  Pres- 
ident's otherwise  successful  trade  poh- 
cies.  The  next  recession  will  probably 
highlight  the  trade  imbalance  as  well, 
as  Americans  lose  more  jobs  while  Japanese  imports  keep  ris- 
ing. Also,  China  and  other  Asian  nations  may  conclude  from 
Japan's  one-sided  trade  with  the  U.S.  that  they,  too,  can 
run  up  big  surpluses  without  fear  of  U.  S.  retribution. 

With  the  U.  S.  and  Japan  accounting  for  two-fifths  of  the 
world's  economy,  there's  no  place  for  either  power  to  hide  the 
rankling  issue  of  the  trade  deficit.  CUnton  is  deluding  himself 
if  he  thinks  strained  relations  with  Japan  can  be  ignored.  Both 
countries  face  a  huge  problem  that  they  must  resolve — soon- 


er, not  later. 


GLOBAL  WRAPUF 


SWEb  SH  DEBT  SCARE 

►  Swederis  huge  $176  billion  debt 
continues  i .  >  spook  the  bond  market. 
Ti-aders  di  <    -  up  long-term  interest 
rates  despit'    'le  new  Social  Demo- 
cratic govern  :,  -nt's  Jan.  10  proposals 
to  cut  costly  1.'   -^fits.  The  measures, 
combined  with    \  increases,  could 
halve  Sweden's       billion  budget  def- 
icit ever  the  nex      ur  years.  But  for- 
mer conservative    'ime  Minister  Carl 
Bildt  calls  parts  o:     e  austerity  pro- 
gram "rubbish"  be*    'se  it  restores 
some  previous  cuts     I  delays  others 


until  1998,  while  it  depends  on  opti- 
mistic economic  growth  assumptions. 
Other  critics  doubt  the  government 
can  muster  Parliament's  approval. 
With  a  lower  debt  rating,  a  boycott  of 
government  bonds  by  a  leading  Swed- 
ish insurei',  and  mounting  pressure  on 
the  krona,  Sweden  is  likely  to  be  a 
risky  investment  in  coming  months. 

WARBURG  BOWS  OUT 

►  In  another  blow  to  its  aspirations  to 
be  a  global  player,  S.G.  Warburg 
Group,  Britain's  premier  investment 
bank,  is  shutting  down  most  of  its  Eu- 


By  Douglas  Harbrecht  in  Washington 
and  Robert  Neff  in  Tokyo 


ropean  bond  underwriting  and  trad- 
ing a  month  after  a  merger  with  Mor- 
gan Stanley  &  Co.  collapsed.  Al- 
though the  $400  billion  Eurobond 
market  was  created  in  1963  by  War- 
burg's founder,  Siegmund  Warburg,  it 
has  become  a  low-margin  business 
dominated  by  U.S.  investment  banks. 
Last  year,  Warburg  lost  money  on 
bond  trading.  Quitting  the  market 
saves  Warburg  $40  million  a  year'  but 
could  dent  its  reputation  as  a  big- 
league  player.  Rivals  wonder  if  it  will 
make  further  cuts,  perhaps  in  its  U.S. 
eciuity  underwriting  and  distribution. 
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SUG  THAT  MAY 
LP  FEED  FLOSSIE 
ITH  FEATHERS 


ON  C.  H.  SHIH,  PROFESSOR 

lutrition  and  biotechnology 
Morth  Carolina  State  Uni- 
sity,  can  thank  a  dead 
:ken  for  a  potentially  lu- 
tive  discovery.  Several 
rs  ago,  while  developing 
irocess  using  bacteria  to 
vert  animal  waste  into 
ful  products,  the  expired 
1  fell  into  the  brew.  To  his 
prise,  it  disappeared — 
n  the  feathers,  which  are 
iposed  of  normally  indi- 
tible  protein. 

Eventually,  Shih  found  the 
terium  responsible,  one 
ed  bacillus  licheniformis. 
i  bug  secretes  an  enzyme 
t  can  break  down  difficult 
teins  such  as  collagen, 
itin,  and  keratin  into  ami- 
acids.  These  provide  an 
ellent,  low-cost  protein 
rce  for  livestock  feed, 
shih  estimates  that  the 
usands  of  tons  of  feath- 
that  are  discarded  each 
ir  have  the  potential  to 
ate  a  $400  million-a-year 
5.  market  for  feed  supple- 
nts.  The  feather-busting 
r  also  breaks  down  live- 
ek  carcasses. 

rhe  resulting  amino  acids 
Id  also  be  used  as  phar- 
ceuticals  and  nutritional 
)plements,  among  other 
is.  The  university,  says 
h,  is  currently  in  the  pro- 
3  of  negotiating  a  licensing 
•eement  with  an  undis- 
3ed  company  to  produce 
enzyme. 


IN-YOUR-FACE  VIDEO  FUN  ON  AIRLiNERS? 

IF  WIL  RINER  HAS  HIS  WAY,  AIRPLANE  PASSENGERS  MAY 

be  among  the  first  travelers  on  the  Information  Super- 
highway. Riner,  CEO  of  The  Network  Connection  Inc. 
(tnc),  is  selling  a  digital  video-on-demand  system  to  ma- 
jor airlines.  The  Alpharetta  (Ga.)-based  company  is 
known  for  its  high-end  computer  servers,  which  manage 
data-flow  on  local-area  networks.  Riner  has  adapted  the 
technology  to  deliver  films  and  video  games  on  aircraft. 
For  $300,000,  tnc  can  equip  a  plane  with  a  server,  120 
seat-back  displays,  and  a  set  of  disk  drives  that  store  16 
hours  of  VHS-quality  movies  and  games. 

So  far,  most  experiments  with  video-on-demand  come 
from  cable  television  companies,  targeting  thousands  of 
users.  Time  Warner  Inc.'s  trials  in  Orlando,  for  example, 
deploy  a  video  server  connected  to  a  "farm"  of  powerful 
disk  drives,  which  zip  movies  to  customers  over  coaxial 
cable.  TNC  shaved  costs  by  working  with  standard  PC 
network  protocols.  Each  seat-back  liquid  crystal  display 
is  fitted  with  an  Intel  486  microprocessor  that  communi- 
cates with  the  sei-ver.  Passengers  select  games  or  mo- 
vies from  a  menu  on  the  LCD.  The  network  operating 
system  is  Microsoft  NT  Advanced  Server,  and  the  server 
itself  runs  on  a  pair  of  Intel  Corp.'s  Pentium  processors. 


THIS  SOFTWARE 
IS  NOT  FOR 
FLAT-EARTHERS 

MAPS  ARE  FLAT;  THE  EARTH  IS 

not.  This  inconvenient  fact 
means  that  measurements 
based  on  "flat  earth"  coordi- 
nates can  be  off  by  10  yards 
or  more  over  a  distance  of 
100  miles.  Correcting  for 
those  discrepancies  is  a  ma- 
jor headache,  when  it's  done 
at  all.  But  Geodyssey  Ltd.  in 
Calgary,  Alta.,  has  devel- 
oped an  approach  based  on 
the  true  shape  of  the  earth: 
an  ellipsoid  that  bulges 
around  the  equator.  Geodys- 
sey's  Hipparchus  library  of 
software  tools  casts  a  fishnet- 
like mesh  of  irregularly 
shaped  "Voronoi  cells"  over 
the  planet.  Anything  can  be 
quickly  located  by  which  Vo- 
ronoi cell  it  belongs  to.  The 
tools  can  handle  objects 
ranging  in  size  from  postage 
stamps  to  hemispheres. 

Hipparchus  is  being  used 
by  about  90  software  devel- 
opers, who  incoiporate  it  into 
progi'ams  that  use  geograph- 
ical infoiTnation.  Envu'onment 
Canada  uses  software  based 
on  Hipparchus  to  track  ice- 
bergs; the  Tsunami  Warning 
Center  in  Anchorage,  Alas- 
ka, uses  it  to  pinpoint  earth- 
quakes; and  Motorola  Inc.  is 
preparing  to  use  it  to  posi- 
tion antennas  for  wireless- 
phone  systems. 


BOOSTER  BUBBLES  FOR  ARTIFICIAL  BLOOD 


FOR  YEARS,  SCIENTISTS  HAVE 

worked  to  develop  substi- 
tutes for  human  blood.  So 
far,  though,  only  one  has 
government  approval — and 
it  can  transport  just  25%  of 
the  oxygen  that  whole  blood 
can.  Now,  researchers  at 
the  University  of  Ilhnois, 
led  by  chemist  Kenneth  S. 
Sushck,  have  a  promising 
prospect:  microbubbles  of 
hemoglobin,  the  oxygen- 
carrying  protein  in  blood. 


These  bubbles  can  transport 
50%  more  oxygen  than  the 
same  volume  of  whole 
blood.  The  mici'obubbles, 
about  half  the  size  of  red 
blood  cells,  are  small 
enough  to  pass  through  the 
bloodstream,  but  aren't  like- 
ly to  damage  the  kidneys  as 
earlier  candidates  have. 

The  bubbles,  oxygen 
cores  surrounded  by  a  shell 
of  hemoglobin  molecules, 
are  created  by  beaming 


ultrasound  waves  at  a  wa- 
ter solution  containing  he- 
moglobin. The  waves  create 
tiny  bursts  of  air  into  the 
protein  solution,  producing 
a  froth  of  bubbles.  The  heat 
generated  by  the  sound 
waves  causes  hot  spots  in 
the  Hquid,  intense  enough 
to  break  the  chemical  bonds 
of  water.  The  resulting  ele- 
ments react  with  the  hemo- 
globin to  form  the  tiny 
spheres.  Next  step:  Inject 
the  spheres  into  animals  to 
see  whether  they're  toxic. 
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BIOTECH  BLOOMS  IN 
GERMANY-AGAIN 

The  industry  is  awakening  after  a  decade  of  inactivity 


Late  one  December  evening  at  the 
University  of  Munich,  Horst  Dom- 
(ley  and  Peter  Heinrich  sat  huddled 
in  a  office  debating  names  for  their  bio- 
tech  startup.  BayGen  or  PanThera? 
Genex  or  Genctis?  After  three  years  of 
brainstonning  and  months  of  exhausting 
fund-raising,  the  two  scientists  eagerly 
tackled  this  final  task.  Their  company — 
MediGene — will  target  gene-therapy 
treatments  and  diagnostic  tools.  "For 
10  years,  we've  all  talked  about  starting 
companies,"  says  Domdey.  "Now  it's 
time  to  try." 

So  when  MediGene  opened  for  busi- 
ness on  Jan.  2,  Heinrich,  38,  and  Dom- 
dey, 43,  joined  Gennany's  budding  home- 
grown biotech  industry.  Wonied  about 
missing  out  on  one  of  the  key  technolo- 
gies of  the  21st  centuiy,  Germany  has 
reversed  its  practice  of  shunning  genet- 
ic engineering  and  is  now  cautiously  em- 
bracing biotech.  Noi'bert  Rau,  president 
of  biotech  consultancy  RauCon,  estimates 
that  the  number  of  German  companies 
using  genetic  engineering  has  skyi'ocket- 
ed  from  a  handful  to  more  than  100  in 
the  past  thi"ee  yeai-s.  Dozens  more  scien- 
tists ai"e  spinning  off  stailups.  Interest  is 
so  keen  in  the  government's  $<S40  million 
in  annual  fimding  for  biotech  r-esearch 
that  when  it  solicited 
30  gene-therapy  pro- 
jects last  year,  180  ap- 
plications poured  in. 
"Biotechnology  is  now 


many,  biotech  conjured  im 
ages  of  Nazi  medical  ex- 
periments, Stirling  op- 
position to  biotech 
production.  When 
Hoechst  began 
building  a  plant  in 
1984  to  produce 
human  insulin,  acti- 
vists delayed  the 
project  for  10  years. 
This  convinced  Bayer 
Hoechst,  ,  and  others  to  ' 
flee  to  the  U.  S.  and  Japan 
to  set  up  biotech  opera- 
tions during  the  1980s.  A 
1990  law  that  regulated 
biotech  helped  deflect  ac- 
tivists. But  wary  state  officials  still 
dragged  out  the  approval  process. 
NEW  RULES.  Today  that  is  changing. 
The  law  was  eased  last  year  to  match 
that  of  the  European  Union.  And  now 
even  the  state  government  of  Bavaria  is 
helping  scientists  foiTn  companies.  Mean- 
while, GeiTnany  is  lobbying  the  EU  for 
even  looser  biotech  rules.  "People  have 
calmed  down,"  says  Wolf-Dieter 
Schleuning,  head  of  molecular  biology 
at  Schering.  "A  lot  of  damage  was  done, 
but  biotech  has  a  future  in  Germany." 


HEINRICH  AND  DOMDEY 
MEDIGENE  IS  ONE  OF 
DOZENS  OF  STARTUPS 


HOMEGROWN  BIOTECH 


Biotech  is  taking  root  in  Germany,  aided  by  a 
less  hostile  public  and  government  support. 


EVOTEC  Funded  December,  1993,  with  $7  miHion  to  commercialize 


In  fact,  German  researchers  had  al- 
ready assembled  an  impressive  track 
record  before  political  opposition  de- 
railed the  industry.  In  1980,  Germany 
was  near  the  forefront  of  genetic  engi- 
neering, holding  20%  of  the  worid's  bio- 
tech patents  vs.  30%  for  the  U.  S.  In 
1982,  Peter  Hans  Hofschneider,  now 
head  of  scientific  resear-ch  at  the  Max 
Planck  Institute  for  Biochemistry,  de- 
veloped a  method  to  transfer  genes 
from  one  cell  to  another  that  is  now 
commonly  used.  And  Ger-many  ran  ma- 
jor- clinical  trials  of  genetically  en- 
gineered drugs.  Today,  it 
holds  just  12%  of  the 
patents,  while  the  U.  S. 
has  nearly  50%. 

Now,  German 
dr-ug  giants  are 
even  looking  into 
investing  more  at 
home.  In  1993, 
German  companies 
spent  75%'  mor-e  on 
biotech  over-seas  than 
within  their  own  bor- 
ders. But  Bayer-,  which  is 
adding  a  $100  million  plant 
to  its  $300  million  Berkeley 
(Calif.)  biotech  operations, 
is  so  convinced  that  the  cli- 
mate is  changing  that  it  will  decide  this 
year-  on  a  bacteria-based  product  to  be 
pr'oduced  in  Germany.  "Once  r-esearch 
comes  out  of  the  laborator-y  and  into 
manufacturing,  ther-e's  now  a  lot  we  can 
do  in  Germany,"  says  Peter  Stadler, 
head  of  pharmaceutical  biotechnology 
for  Bayer. 

Economic  forces  are  also  fostering  the 
new  climate.  In  the  early  1990s,  cost- 
conscious  dr-ug  giants  began  outsourcing 
mor-e  resear-ch.  Mor-eover,  many  German 
scientists,  r-etur-ning  fr-om  postdoctoral 
studies  in  U.  S.  biotech 
labs  armed  with 
knowledge,  ar-e  eager 
to  work  in  startups. 
"Once  you  found  a 


.       „           technology  to  alter  molecules  developed  by  Nobel  laureate  Manfred  Eigen.  ,    „  i 

top  pnor-rty,    says   ^  —  —     company,  people  iiock 


Eckhard  Liibbert,  di- 
rector of  life  sciences 
at  the  Ministr-y  for  Ed- 
ucation, Science,  Re- 
sear-ch &  Technology. 
The  explosion  of  ac- 


BiOMEVA  This  R&D  lab,  now  75%-owned  by  Swiss  contract  research 
company  RCC  Research  &  Consulting,  produces  genetically  engineered  ma- 
terial for  clinical  trials  by  U.S.  and  European  companies. 

BIOPHARM  Founded  in  1986,  the  company  isolated  a  bone  protein,  MP- 
52,  which  it  licensed  to  Hoechst  last  year  to  develop  as  a  treatment  for  os- 
teoporosis and  other  bone  disorders 


to  you,"  says  Domdey. 

Take  Biopharm  in 
Heidelberg.  Many  of 
Pr-esident  Michael 
Paulista's  25  research- 
er-s  ar-e  like  Science  Di- 


tivity    comes    after   r-ector  Jens  Pohl,  who 


more  than  a  decade  in 
which  Germany  sat 
out  the  biotech  revo- 
lution. The  risk-averse 
nature  of  its  compa- 
nies and  banks  and 
scarce  venture  capital 
played  a  role.  But  for 


MEDIGENE  Launched  in  January,  1995,  with  $4  million  m  funding.  Ac- 
tivities: R&D  on  gene  therapy  for  non-Hodgkins  lymphoma,  a  rapid  drug 
screening,  and  diagnostic  tools  for  heart  failure. 

MORPHOSIS  Founded  July,  1992.  Has  $3.27  million  in  funding.  Aims  to 
develop  a  technology  to  accelerate  the  discovery  of  proteins  and  peptides, 
and  a  treatment  for  septic  shock,  among  other  projects. 

DATA  BUSINESSWEEK 


r-etumed  from  postdoc- 
toral work  in  San  Di- 
ego eager  to  join  a 
small  company.  They 
started  by  taking  on 
moneymaking  tasks 
such  as  reviewing  pat- 
ent applications  to  sup- 
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t  their  research.  Paulista  proudly 
rs  the  scars  he  inflicted  while  hacking 
bones  at  a  local  butcher  to  get 
ugh  maiTow  to  manipulate  proteins, 
ir  development  of  a  human  bone  pro- 
is  so  promising  that  last  November 
!chst  bought  the  lights  to  develop  it 
ji  osteoporosis  treatment.  "I  want  to 
w  the  world  that  Germany  can  do 
ortant  research,"  Paulista  says. 
RIMAN  WAY."  Foreign  investors  also 
opportunities  in  German  startups, 
•phosis  in  Munich,  started  by  two 
ntists  in  1992  to  develop  new  meth- 
to  discover  and  screen  protein  and 
tides,  found  some  90%  of  its  funding 
;ide  Germany.  London-based  ventm-e 
talist  Alex  Karda,  who  owns  33%  of 
stock,  hopes  to  take  it  public  in  1997 
mgh  Easdaq,  a  pan-European  elec- 
lic  stock  market  for  midsize  compa- 
to  be  launched  later  this  yeai*.  Mor- 
sis  already  has  an  alliance  with  Glaxo 
dings  PLC,  which  is  testing  peptides 
iscovered  to  treat  septic  shock. 
German  institutes  are  also  encourag- 
their  scientists  to  think  like  entre- 
neurs — especially  the  Max  Planck 
iety.  To  learn  the  ropes,  the  society 
:  practiced  in  the  U.  S.  by  helping 
)w  scientist  Axel  Ullrich  set  up  Su- 
Inc.  with  an  American  partner  in 
wood  City,  Calif.,  in  1991.  Their  mis- 
was  to  develop  cancer  and  diabetes 
gs,  and  the  company  went  public 
last  year. 

a  December,  1993,  MPS  helped  one 
;s  directors,  Nobel  laui'eate  Manfred 
en,  start  Evotec.  The  Hamburg- 
sd  outfit  will  commercialize  tech- 
les  to  speed  up  the  evolution  of 
ecules  to  develop  better  drugs. 
IE  THERAPY.  In  time,  Germany  may 
)me  a  world  player  in  biotech.  Cer- 
ly,  its  annual  $1.5  billion  in  biotech 
i  pales  beside  the  $6  billion  or  so 
it  in  the  U.  S.  But  German  drug  gi- 
>  have  joined  the  Sv«ss  in  snatching 
/American  technology.  Germany  pos- 
es a  rich  network  of  world-class  r&d 
'ersities  and  institutes.  Gene  therapy 
ains  a  wide-open  field.  And  Germany 
n  a  good  position  to  capitalize  on 
e  splicing,  a  tool  that  can  be  used  to 
elop  chemical  drugs,  because  it  ex- 

in  chemistry.  "It's  not  too  late," 
5  Max  Planck's  Hofschneider. 
'he  U.  S.  is  unlikely  to  lose  its  hege- 
ly  in  biotech  to  Germany.  But  as  the 
istry  shifts  to  high-volume  manufac- 
ng,  it  plays  to  Germany's  strengths 
ngineering  and  chemistry.  "We  will 

a  German  way"  in  biotech,  says 
er's  Stadler.  Given  that  nation's  his- 
'  of  industrial  excellence,  that's  prob- 
r  a  safe  bet. 

iy  Karen  Lowry  Miller  in  Bonn, 
k  Joan  O'C.  Hamilton  in  San 
ncisco 


THE  INTERNATIONAL  NO-LOAD  LEADER 


Is  your  IRA  missing  out  on 
world-class  performance? 

T.  Rowe  Price  International  Stock  Fund  can  bring  your 
IRA  the  higher  long-term  return  potential  that  overseas 
holdings  offer.  The  Fund,  which  invests  m  a  broadly 
diversified  portfolio  of  stocks  of  established  foreign  com- 
panies, is  receiving  accolades  from  industry-watchers  of 
all  kinds  for  its  outstanding  performance.  For  the  10 
years  ended  9/30/94,  it  is  ranked  #1  out  of  15  funds  m 
the  Upper  International  Equity  Fund  Category*  Over 
this  period,  the  Fund  has  produced  an  impressive  average 
annual  total  return  of  18.6%.  In  addition,  for  the  fifth 
consecutive  year,  Forbes  has  placed  the  Fund  on  its 
Honor  Roll — the  only  international  mutual  fund  that  can 
claim  this  distinction.  Twenty  honorees  were  chosen  for 
the  current  ranking.  The  International  Stock  Fund's 
performance  from  3/31/84-6/30/94  was  considered.** 


Rated  #1 

Forbes 

18.6% 

by  Lipper 

Honor  Roll 

Average  Annual 

(10  years) 

(5  years  running) 

Total  Return 

( 10  year  period  as  of  9/30/94^ ) 

Call  for  a  free  IRA  Planning  Kit.  Our  IRA  Planning  Kit 
and  Investment  Guide  can  help  you  develop  a  strategy  to 
make  the  most  of  your  IRA.  We'll  also  include  a  prospec- 
tus that  discusses  factors  to  consider  when  investing  your 
IRA  overseas,  including  currency  fluctuations  and  other 
special  risks.  As  with  any  stock  fund,  there  will  be  price 
fluctuation.  $1,000  minimum  initial  investment  for  IRAs. 
100%  no  load. 


Call  24  hours  for  a  free 
IRA  Planning  Kit  and  prospectus 

1-800-541-6627 


Invest  With  Confiden 

T.RowelVice 


*According  to  lipper  Analytical  Services,  Inc.,  which  ranked  the  T,  Rowe  Price  International  Stock 
Fund  #1  out  of  IS,  #IS  out  of  tb.  and  #44  out  of  Ub  international  equity  funds  for  the  10-.  5-,  and 
1-year  periods  ended  9/30/04,  respectively,  "As  cited  in  Forbes  magazine  (Mutual  Funds 
issue)dated  August  29,  WOi. '  16.2%  9.0%  ''"^  ^'Y^^^  average  annual  total 
returns,  respectively,  for  the  period  ended  O/30/O4  Total  return  represents  past  performance.  Past 
performance  cannot  guarantee  future  results.  Figures  include  changes  in  principal  value, 
reinvested  dividends,  and  capital  gain  distributions.  Investment  return  and  principal  value  will  vary 
and  shares  may  he  worth  more  or  less  at  redemption  than  at  original  purchase.  Request  a 
prospectus  with  more  complete  information,  including  management  fees  and  other  charges 
and  expenses.  Read  it  carefully  before  you  invest  or  send  money 

T.  Rowe  Price  Investment  Services,  Inc.,  Distributor  irao2s.s^9 


Information  Processing 


COMPUTERS 


IBM:  WHY  THE  GOOD  NEWS 
ISN'T  GOOD  ENOUGH 

Gerstner  reshuffles  staff  as  profits  roll  in  from  big  iron-a  game  of  diminishing  returns 


Louis  V.  Gerstner  Jr.  should  be  a 
happy  man.  By  most  projections, 
IBM  is  about  to  report  stunning  fi- 
nancial results.  When  the  numbers 
come  in  on  Jan.  23,  Wall  Street  expects 
almost  a  300%  jump  in  fourth-quarter 
earnings — the  fifth  straight  quarter  of 
profits  for  the  beleaguered  comj^uter  gi- 
ant. For  the  year,  estimates  Salomon 
Brothers  Inc.  analyst  John  Jones  Jr., 
IBM  will  show  a  nearly  $3  billion  net 
profit  on  a  surprisingly  strong  revenue 
gain  of  6%— to  $64.1  billion.  "It'll  be  the 
best  they've  had  since  1990,"  says  Jones. 
With  Jones  and  other  bullish  analysts 
upping  estimates  in  anticipation  of  the 
good  news,  IBM  shares  have  climbed  to 
around  75,  nearly  50%  above  their  52- 
week  low. 

Why,    then,  is 
Chairman  Gerst- 
ner shaking 


signed  after  being  offered  lesser  roles  in 
Gerstner's  new  organization,  which  com- 
bines the  worldwide  sales  force  under 
international  sales  chief  Ned  C.  Lau- 
tenbach  and  merges  most  software  de- 
velopment under  John  M.  Thompson,  a 
senior  vice-president.  If  anybody  around 
IBM  had  become  complacent,  these  high- 
profile  rebukes  shook  them  up:  Both 
Hancock  and  LaBant  had  met  their  per- 
formance goals,  say  company  insiders. 
MAINFRAME  WINDFALL.  Wliat  prompted 
Gerstner's  move  is  the  disturbing  trend 
behind  IBM's  earnings:  In  1994,  a  huge 
68%  of  the  company's  gi'oss  profits  came 
from  high-end  products  such  as  main- 
fi-ames,  minicomputers,  and  data-storage 
systems,  say  insiders.  That's  up  from 
65%  the  yeai-  before — and  points  ibm  in  a 
direction  that  will  undo  Gerstnei-'s  turn- 
around: increased  reliance  on  products 
for  which  demand  has  peaked  and  mar- 


are  locked  into  the  big-ticket  stuff." 

As  it  is,  the  mainframe  surge  is  a 
windfall.  In  early  1994,  IBM  executives 
were  projecting  a  50%  plunge  in  main- 
frame sales.  But  as  the  economy  im- 
proved, demand  jumped.  Now,  analysts 
figure  mainframe  revenue  dipped  just 
about  7%,  to  $7  bilhon,  from  $7.5  billion 
in  1993.  And  as  part  of  Gerstner's  re- 
shuffling, mainframe  czar  Nicholas  M. 
Donofiio  was  rewai-ded  with  a  promo- 
tion and  control  over  IBM's  RS/6000 
"server's"  and  AS/400  minicomputers  as 
well  as  over  mainframes. 

Nobody  is  more  alarmed  by  the  situ- 
ation than  Gerstner  "He's  pissed,"  says 
one  manager.  "If  [mainframes]  weren't 
holding  up  the  company,  the  sheet 
would  come  off  the  cadaver"  Through  a 
spokesman,  Gerstner  declined  to  discuss 
what  he  calls  "plumbing"  changes  in  the 
IBM  organization. 


WHAT'S  BEHIND  THE  SHAKEUP  ^ 
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GERSTNER 
SAYS  IT'S 
ONLY  "PLUMBING" 


things  up?  On  Jan.  9,  he  announced  a 
reorganization  of  Big  Blue's  software 
and  sales  units  that  immediately  dis- 
placed two  highly  respected  longtime 
senior  vice-presidents,  Ellen  M.  Han- 
cock and  Robert  J.  LaBant.  Each  re- 


kets  are  shiinking.  In  software,  the 
story  is  the  same.  With  $11  billion  in 
revenues,  ibm  is  the  world's  largest  soft- 
ware makei;  but  most  of  that  revenue  is 
tied  to  mainfi'ames.  Those  progi'ams  ear- 
ly eye-popping  60%'-to-70%'  margins,  but 
gi-owth  has  stalled  and  will  fall  off. 
"Gerstner  has  done  a  gi'eat  job  on  the 
balance  sheet,"  says  Charles  Morris, 
consultant  and  co-author  of  Computer 
Wars.  "But  more  than  ever,  they  really 


One  obvious  fix  is  to  get  the  world- 
wide sales  organization  to  do  a  better 
job.  That's  the  idea  behind  uniting  U.  S. 
and  international  sales  under  one  exec- 
utive. That  way,  the  company  can  serve 
customei's  who  operate  aci'oss  the  globe 
without  getting  hung  up  on  turf  bat- 
tles between  ibm's  regional  sales  manag-J^' 
ers.  "Gerstner's  had  that  as  his  desire 
ever  since  he  got  there,"  says  Gary  Hel- 
mig,  an  analyst  with  the  SoundView  Fi- 
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:-ial  Group  Inc.  Lautenbach's  intema- 
al  experience  won  him  the  nod  over 
lant.  It  also  helped  that  he  had  land- 
i  big  order  from  the  government  of 
vd  and  signed  up  Hitachi,  Toshiba, 
Canon  to  use  the  IBM-Motorola 
'erPC  chip. 

i.xing  IBM's  revenue-mix  problem 
't  be  so  simple.  By  now,  Gerstner 

expected  IBM  to  be  weaning  itself 
n  the  profits  associated  with  "big 
" — and  making  up  the  earnings  with 
k  sales  in  high-gi"owth  areas  such 
lersonal  computers  and  software. 
IKET  MISSTEPS.  No  such  luck.  1994 
led  into  a  washout  for  the  IBM  Per- 
il Computer  Co.  It  started  the  year 
1  a  $700  million  inventory  of  obso- 

models,  which  took  six  months  to 
ad.  And  when  it  came  time  to  launch 
new  Aptiva  home  pes  last  fall,  the 
pany  erred  on  the  consei-vative  side: 
ivas  sold  out  before 
fourth-quarter  home- 
boom  started.  Says 
iam  Milton  Jr.,  an  an- 
t  at  Brown  Brothers 
riman  &  Co.:  "It  didn't  have  to  be 

way  if  this  company  had  judged  the 
ngth  of  the  consumer  market  ade- 
tely  and  had  sufficient  inventory." 
Jysts  estimate  that  PC  hardware  and 
ware  operations  were  in  the  red,  to 
tune  of  as  much  as  $2  bUlion  in  1994. 
/liile  Gerstner  is  giving  IBM  PC  Co. 
sident  G.  Richai'd  Thoman  more  time 
;traighten  out  the  hardware  busi- 
3,  he's  taking  drastic  measures  to 
iir  IBM's  software  business.  Despite 


lie  company  still  gets  most  of  its  profits  from 
roduct  lines,  where  revenues  are  declining 

16 


mass-market  nature  of  [PC]  software." 

Last  spring,  an  internal  review  of 
IBM's  software  businesses  concluded  that 
most  units  were  uncompetitive,  bloat- 
ed, and  inefficient.  No  wonder.  IBM  has 
lacked  a  cooixlinated  strategy.  Software 
operations  had  been  div- 
vied up  among  a  num- 
ber of  units,  which  often 
has  led  to  infighting  and 
gridlock — one  reason,  in- 
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jsting  bilhons  in  development  over 
past  several  years,  IBM  has  yet  to 
ce  serious  inroads  in  high-growth 
•kets  for  PC  software,  where  Micro- 

Corp.  dominates.  It  also  lags  in 
nt/server  software,  a  critical  tech- 
)gy  for  running  corporate  networks. 

company,  says  Marc  Butlein,  chaii-- 
1  of  consultant  Meta  Group  Inc.,  "has 
demonstrated  any  ability  to  market 
ware  and  doesn't  understand  the 


siders  say,  that  Hancock 
lost  a  chance  to  head  the 
new  software  unit.  They 
say  Hancock  and 
Thompson,  the  executive 
whose  appointment 
prompted  her  depaitui'e, 
had  a  long-iunning  feud. 
Thompson  was  respon- 
sible for  Personal  Soft- 
ware Products,  IBM's  PC 
software  unit.  Hancock 
had  network- 
ing and  sys- 
tems soft- 
ware— includ- 
ing DB2,  IBM's 
strategically 

important  database  package. 
But  the  two  could  not  agi'ee 
on  a  variety  of  issues,  includ- 
ing how  to  manage  the  I'ela- 
tionship  with  Lotus  Develop- 
ment Corp.,  a  key  developer 
of  applications  for  IBM's  OS/2 
operating  system. 
CLEANING  HOUSE?  That  dis- 
agi'eement  may  have  figured 
in  IBM's  internal  debate  over 
a  possible  acquisition  of  Lo- 
tus. Sources  close  to  IBM  and 
Lotus  say  that  Big  Blue  has  been 
among  a  handful  of  companies  interest- 
ed in  buying  the  company,  whose  Notes 
program  leads  the  market  for  so-called 
gi'oupware.  IBM  sells  Notes,  but  Han- 
cock's group  developed  a  competing 
technology.  Now  at&t,  which  is  launch- 
ing Network  Notes  with  Lotus,  is  re- 
garded as  a  likely  suitor. 

Buying  Lotus — a  possibihty  IBM  de- 
clines to  comment  on — would  certainly 


Senior  Vice- 
Presidents 
Hancock 
and  LaBant 
had  both 
met  their 
performance 
goals.  If 
anyone 
around  Big  Blue 
was  still 
complacent,  - 
these 
high-level 
rebukes 
woke 
them  up 


help.  But  there's  lots  more  to  do. 
Thompson  now  has  a  majority  of  the 
IBM  software  em))ire,  including  progi-am- 
ming  for  PCs,  PowerPC -based  systems, 
mainframes,  and  networks.  He's  expect- 
ed to  come  up  with  an  overall  market- 
ing strategy  for  these 
products.  The  move  fol- 
lows a  consolidation  of 
IBM's  software  develop- 
ment last  spring  around 
Workplace,  a  core  of 
basic  software  that 
eventually  will  run  on 
everything  from  PCs  to 
AS/400S. 

Thompson  is  also  ex- 
pected to  clean  house, 
perhaps  recruiting  sea- 
soned software  talent 
to  help  IBM  enter  new 
markets.  In  addition  to 
the  Workplace  initia- 
tive, IBM  is  banking 
heavily  on  object- 
oriented  software — an 
approach  that  reuses 
pieces  of  code  instead 
of  rewriting  each  new 
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program.  Gerstner  has 
frequently  cited  the  new 
softwar'e  technology  as  a 
major  IBM  thrust. 

Thompson's  biggest 
challenge  may  be  to  finally  make  OS/2  a 
hit — or  pull  the  plug  on  the  10-year  ef- 
fort to  create  a  best-selling  PC  operating 
system.  IBM  has  spent  an  estimated  $2 
billion  on  OS/2 — and,  insiders  say,  will 
spend  roughly  $1  billion  this  year  be- 
tween OS/2  Warp  for  PCs,  which  hit 
the  market  last  fall,  and  a  new  version 
for  PowerPC  systems,  ibm  says  it  has 
shipped  some  800,000  copies  of  Warp, 
but  analysts  estimate  that  the  heavily 
discounted  program  has  generated  no 
more  than  $25  million  in  revenues.  Un- 
less Thompson  can  turn  that  around — 
and  IBM's  sales  army  brings  in  revenue 
from  new  products — the  era  of  happy 
earnings  reports  could  be  short-lived. 
By  Ira  Sager  and  Amy  Cortese 
in  New  York 
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"Everything  we  do 
starts  with  knowing 
a  Ghent's  business 
inside  out.  That's 
the  key  -  to  antici- 
pating their  needs, 
to  solving  their  prob- 
lems, to  bringing 
them  opportunities 
they  might  not  find 
on  their  own." 


Whether  we're  arranging  a 
financing  in  Hong  Kong, 
completing  an  acquisition 
in  Italy,  or  helping  to 
structure  a  distribution 
channel  for  new  products 
in  Latin  America,  we  serve 
our  clients  by  following 
a  few  simple  rules.  Under- 
stand their  objectives. 
Understand  their  business. 
Understand  how  to  make 
the  relationship  last. 


J  P  Morgan 


Information  Processing 


COMPUTERS 


THE  COMPUTER 

IS  IN  THE  MAIL  (REALLY) 

Once  almost  written  off,  direct  marketers  Gateway  and  Dell  are  thriving 


Some  15  million  corpoi-ate  custom- 
ers and  ordinary  consumers  cart- 
ed off  personal  computei's  from  PC 
dealers  or  electronics  stores  last  year. 
But  more  than  a  million  savvy  buyers 
chose  an  easier  way.  They  simply  picked 
up  the  phone,  ordered  the  latest  PC 
hardvi'are,  and  waited  for  it  to  arrive 
on  their  doorsteps.  So  while  the  huge 
surge  at  the  PC  stores  captured  the 
headlines,  another  stoiy  was  unfolding: 
Mail-order  kingpins  Dell  Computer 
Coip.  and  Gateway  2000  Inc.  were  rack- 
ing up  record  revenues  and  profits — 
and  setting  themselves  on  a 
course  to  dominate  the  mail- 
order channel,  a  15%  to  20% 
chunk  of  the  $45  billion  PC 
business. 

What  makes  tliis  so  surpris- 
ing are  all  the  gloomy  predic- 
tions for  both  companies. 
When  Apple,  Compaq,  and 
IBM  said  they  would  take  to 
the  phones  to  sell  their  pes 
directly,  analysts  predicted 
that  customers  would  flock  to 
the  big  brands.  Then  a  series 
of  blunders  made  it  seem  that 
Dell  and  Gateway — both  fast- 
gi'owth  companies  headed  by 
young  entrepreneurs — might 
flame  out.  Stretched  to  its 
managerial  limits,  Dell  punt- 
ed in  laptops  and  took  a  $40 
million  charge  to  scrap  an  en- 
tire product  line.  It  got 
buiTied  on  derivatives  and  lost 
a  seiies  of  top  managers.  Last 
spring,  Gateway's  earnings 
plunged  after  a  $16.5  million 
inventory  write-down.  "You 
could  have  made  the  case  last 
year  that  they'd  go  under," 
says  Chuck  Haggeity,  CEO  of 
disk  drive  maker  Western 
Digital  Corp.  "But  today, 
they're  very,-  very  strong  and 
getting  stronger." 
"NORTH  OF  60."  Indeed.  Gate- 
way's revenues  sui'ged  an  esti- 
mated 50%  in  1994,  to  $2.6  bil- 
lion. Its  stock  has  jumped 
from  9Va  to  arouiid  22  since 


last  spring.  Dell,  whose  sales  for  the 
year  ending  Jan.  31  will  be  around  $3.4 
billion  according  to  Alex.  Brown  &  Sons 
Inc.  analyst  Steven  Eskenazi,  did  even 
better  on  Wall  Street.  Its  shares  have 
zoomed  from  19  last  Januaiy  to  46.  "It 
could  easily  trade  north  of  60,"  says 
Eskenazi. 

Why  so  bulhsh?  For  one  thing,  the 
mail-order  threat  from  ibm,  Compacj, 
and  Apple  has  faded,  ibm  killed  its  Am- 
bra  mail-order  unit  last  summer,  and 
none  of  the  big  three  gets  significant 
revenue  fi'om  phone  selling.  At  the  same 


DELL  CEO  Michael  Dell: 
"We're  not  interested  in  home  PCs. 
We  can  grow  at  a  rapid  rate  by 
focusing  on  our  core  business." 


time,  mail-order  wannabes  have  been 
disappearing — folding  or  merging. 

That  leaves  Gateway  and  Dell  with 
47%  of  the  mail-oi'der  business,  accord- 
ing to  Computer  Intelligence  InfoCorp. 
Their  combined  share  could  hit  70%  to 
80%  by  1998,  says  PaineWcbber  ana- 
lyst Michael  K.  Kwatinetz.  "A  year  ago 
everyone  thought  the  direct  market 
would  be  flat,  but  they're  starting  to 
see  there's  something  more  going  on, 
and  I  think  it's  going  to  continue  to 
gi'ow  faster  than  the  PC  market,"  says 
Theodore  W.  Waitt,  Gateway's  CEO. 

Mail-order,  in  fact,  now  ap- 
pears to  have  some  advantag- 
es over  the  rest  of  the  PC 
business.  Rather  than  a 
schlocky  backwater  aimed  at 
cheapskate  PC  buyers,  mail-or- 
der is  the  preferred  method 
for  the  best  PC  customers — 
e.xperienced  business  clients 
and  knowledgeable  consumers 
looking  for  the  most  cutting- 
edge  (and  expensive)  models. 
Dell's  average  customer 
spends  $2,700,  Gateway's 
$2,600,  and  Compaq's  $2,400. 
Another  plus:  The  businesses 
and  consumers  who  use  mail 
order  know  what  they  want — 
and  they  don't  need  the  hand- 
holding  required  by  the  neo- 
ph,\i:es  in  the  stores.  "We're 
not  interested  in  home  PCs," 
says  CEO  Michael  S.  Dell,  dis- 
missing today's  fastest-grow- 
ing segment.  "We  can  gi"ow  at 
a  rapid  rate  by  focusing  on 
our  core  business." 

And  because  they  build  to 
order,  i-ather  than  run  up  big 
inventories  of  finished  systems, 
Dell  and  Gateway  can  be 
more  nimble.  Direct  marketers 
whisk  components  into  cus- 
tom-configured computers  as 
the  phone  calls  come  in,  and 
therefore  carry  far  less  inven- 
tory— 35  days  for  Dell,  vs.  110 
days  for  Compaq  Computer 
Corp.  For  the  same  reason, 
Dell  and  Gateway  say  they 
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switch  to  new  micro- 
;essors  or  disk  drives 
nuch  as  three  months 
ler  than  PC  makers 
,  go  through  dealers, 
uch  flexibihty  is  one 
son  why  Dell  and 
eway  have  moved 
•e  quickly  into  the 
ier  (and  more  profit- 
')  business  of  selling 
hines  based  on  Intel 
p.'s  Pentium  chip.  By 
V  Year's  Day,  some 
)  of  Gateway  PCs 
e  Pentium-based, 
pared  with 

than  10%  for 
ipaq  and  IBM,  which  are 
selling  off  stocks  of  pes  using  the 
r  486  chips.  And  Dell  and  Gateway 
better  prepared  to  get  past  the  Pen- 
1  flaw  mess:  Having  already  sold 
r  stock  of  PCS  with  the  defective 
>s,  the  companies  in  early  January 
e  the  first  to  announce  they  are 
iping  only  Intel's  replacement  chip. 
WORK  NICHE.  Another  key  advan- 
r.  Direct-mail  eliminates  the  middle- 
L.  So  Gateway's  operating 
-s  are  only  5.4%  of  reve- 
3,  versus  13%  for  Compaq. 
1  by  selling  direct,  Gate- 
'  and  Dell  can  afford  to 
ercut  the  big  brands, 
ch  need  to  leave  a  4%-to- 
'  profit  for  dealers.  "The 
PC  makers  can't  sell  direct 
lout  hurting  the  rest  of 
r  business,"  says  Robert 
^nastasi,  an  analyst  with 
•inson  Humiphrey  &  Co.  in 
mta. 

t  wasn't  supposed  to  be 

easy,  as  even  Michael  Dell 

attest.  Afraid  of  leaving 
-fifths  of  the  PC  mai-ket  for 
other  guys,  he  ordered  an 
ensive  foray  into  the  fast- 
ving  retail  channel  in  1990. 
t  ended  unceremoniously 

summer  when  Dell  pulled 

of  Sam's  Wholesale  Club 
other  discount  chains. 
V,  instead  of  pursuing  the 
^est  sales  gains  to  fatten 
bottom  line,  Dell  says  it's 
ising  on  more  profitable 
les,  such  as  network  serv- 

Instead  of  aiming  for  50% 
50%  growth  this  year,  it's 
mg  its  plan  to  aroimd  40%. 
3're  concerned  about  our 
ity  to  gi-ow  50%  to  60%  at 

size,"  says  co-CEO  Morton 
Fopfer,  a  23-year  Motorola 
.  veteran  brought  in  last 
r  to  inject  some  big-compa- 
experience  into  Dell's  up- 
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per  management.  The  new  goal  is  still 
more  than  twice  the  expected  15% 
growth  rate  of  the  PC  industry  in  1995. 

For  all  the  good  news,  these  compa- 
nies face  more  complex  problems  as 
they  gi'ow.  Both,  for  example,  are  wres- 
tling with  rising  costs.  Dell  is  install- 
ing an  expensive  internal  information 
system  and  Gateway  recently  opened  a 
customer-service  center  in  Kansas  City 


TED  Wftin,  CEO  of  Gateway: 
"I  think  [the  direct  market]  is 
going  to  continue  to  grow  faster 
than  the  PC  market." 


because  its  needs  out- 
stripped the  low-cost 
labor  market  in  Sioux 
Falls,  S.D. 

Another  threat 
comes  from  outfits  such 
as  Micro  Warehouse 
and  PCS  Compleat. 
These  distributors,  cov- 
ering the  mid-Atlantic 
and  New  England  re- 
gions, respectively,  of- 
fer name-brand  ma- 
chines fi-om  the  likes  of 
Compaq,  AST  Research, 
and  Toshiba,  mainly  to 
big  corporate  custom- 

 ers — the    type  that 

make  up  50%  of  Dell's 
sales.  "I  call  us  super-direct,"  says  PC 
Compleat  ceo  Gordon  B.  Hoffstein.  "We 
offer  the  choice  of  a  superstore  with 
the  service  of  Dell." 
ASIAN  INVASION.  Overseas  expansion  is 
one  way  the  mail-order  kings  plan  to 
stay  ahead.  Dell  already  gets  30%  of 
its  sales  in  Europe,  but  its  network 
of  country-specific  outposts  proved  too 
costly.  Now  it  has  consolidated  the  $800 
million  operation  in  Ireland 
and  has  pulled  out  of  mai-ginal 
markets  such  as  Finland.  It's 
also  planning  a  new  Asian 
thrust,  from  a  factory  to  be 
built  in  Malaysia.  Gateway, 
which  entered  Europe  in  1994, 
is  signing  up  distributors  in 
Asia  and  Latin  America. 

Ultimately,  Dell  and  Gate- 
way will  only  ])rosper  as  much 
as  the  direct  channel  lets 
them,  and  there  are  those  who 
doubt  it  will.  Digital  Equip- 
ment Corp.,  for  example, 
climbed  to  No.  3  in  mail-or- 
der but  is  now  shifting  distri- 
bution to  dealers,  "[dec's]  pc 
business  has  reached  a  size 
where  it's  no  longer  efficient 
to  fill  orders  one  at  a  time," 
says  Raymond  L.  Weadock, 
general  manager  of  the  com- 
pany's PC  unit. 

Dell  and  Gateway  aren't 
likely  to  follow  suit.  With  con- 
sultants Bain  &  Co.,  Dell  has 
tested  new  concepts  such  as 
interactive  kiosks  and  market- 
ing via  the  Internet.  Mean- 
while, Gateway  has  opened 
showrooms  in  Paris  and 
Frankfurt  to  acquaint  Euro- 
pean shoppers  with  their 
wares.  But  both  remain  com- 
mitted to  selling  directly.  For 
now,  it's  hard  to  argue  with 
their  results. 

By  Peter  Burrows 
in  Dallas 


Economics 


 COMMENTARY  

By  Christopher  Farrell  and  Karen  Pennar 

WELFARE  REFORM  WON'T  PATCH  UP  POOR  FAMILIES 


The  numbers  are  staggering.  In 
1993,  26%  of  U.S.  families  with 
children  were  headed  by  the  moth- 
er, up  from  only  12%  in  1970.  Among 
African  Americans,  the  two-parent 
family  suffered  an  even  greater  decline. 
In  1970,  about  33%  of  black  families 
were  headed  by  the  mother.  By  1993, 
the  number  had  jumped  to  58%.  The 
traditional  American  family  structure 
has  been  disintegrating  from  Nob  Hill 
to  Harlem. 

What  accounts  for  the  transfonnation 
of  the  family?  Cultural  chang- 
es, of  course,  have  reduced 
the  traditional  social  stigma 
associated  with  divorce  and 
illegitimacy,  while  reforms  in 
divoi-ce  laws  have  made  it  a 
lot  easier  for  couples  to  dis- 
solve their  marriages.  But 
politicians  like  to  fix  the  ■  ' 

blame  on  government  and  its 
social  welfare  policies.  Repub- 
licans and  Democrats  will 
shortly  begin  to  debate  the 
merits  of  various  plans  that 
would  sharply  curtail  Aid  to 
Families  with  Dependent 
Childi'en  (AFDC),  food  stamps, 
and  other  benefits  as  a  way 
of  forcing  people  off  the  wel- 
fare rolls  and  into  paying 
jobs.  The  objective:  to  re- 
store "family  values"  and  re- 
duce the  dependency  and  ille- 
gitimacy that,  accoi'ding  to 
Charies"  Murray  in  his  1980 
book  Losing  Ground,  welfare 
has  fostered. 

NO  CORRELATION.  More  and 
more,  though,  economists 
across  the  ideological  spec- 
trum are  arguing  that  it's 
not  the  welfare  system  but 
powerful  economic  forces  that  are 
largely  responsible  for  the  breakup  of 
the  traditional  American  family.  Mur- 
ray's popular  argument  that  generous 
welfare  benefits  have  had  the  effect  of 
increasing  single  motherhood  doesn't 
stand  up'  to  scrutiny.  For  one  thing,  a 
change  in  benefits  has  only  a  slight  im- 
pact on  family  structure,  say  econo- 
mists WiUiam  A.  Darity  Jr.  of  the  Uni- 
versity of  North  Carolina  at  Chapel 
Hill  and  St  muel  L.  Myers  Jr.  of  the 
University  of  Minnesota.  However,  the 


fraction  of  families  headed  by  females 
has  risen  even  as  afdc  payments  have 
fallen  in  real  terms  since  the  late 
1970s.  Furthermore,  benefits  vary 
widely  across  states — yet  illegitimacy 
rates  often  don't  coi-relate  with  pay- 
ment levels.  So,  the  incentives  embod- 
ied in  the  welfare  system  aren't  the 
chief  cause  of  the  decline  of  the  con- 
ventional two-parent  household  among 
low-income  families. 

In  reahty,  the  weight  of  economic 
evidence  points  in  an  entirely  different 


are  more  marriageable  black  worn 
than  men,  a  result  of  high  mortali 
and  incarceration  rates  among  bla 
men.  More  young  black  men  are  ii 
prison  than  are  in  college.  Homici( 
the  leading  cause  of  death  among 
youths,  and  for  black  males,  1  out 
deaths  is  a  homicide,  compared  wi 
out  of  100  deaths  for  white  males 
"Black  men  have  become  less  usef 
the  emerging  economic  order;  the] 
socially  unwanted,  superfluous,  ani 
marginal,"  says  Darity. 


WHERE  THE  FAULT  LIES 


Politicians  like  to  fix  the  blar 
on  government  policies,  but  economists  argue  that 
free-market  forces,  not  welfare,  are  largely  responsib 
for  the  breakup  of  the  traditional  American  family 


direction:  It's  primarily  free-market 
forces  that  have  driven  a  wedge 
through  families.  Some  of  this  evidence 
was  presented  at  heavily  attended  ses- 
sions on  the  economics  of  the  family 
and  welfare  during  the  latest  American 
Economic  Assn.  annual  meeting  in 
Washington  on  Jan.  6-8. 

A  paper  presented  by  Darity  showed 
how  declining  opportunities  for  gi"owing 
numbers  of  black  men  have  made  them 
less  marriageable  and  led  to  the  rise  of 
single  motherhood  among  blacks.  There 


Ti-ends  in  the  labor  markets  ha\|is 
played  a  big  role.  Technology  and 
competition  from  low-cost  foreign 
have  displaced  many  low-wage  wohi: 
and  driven  down  the  incomes  of  o1 
less-skilled  workers,  with  young  b 
men  hit  harder  than  any  other  grcfc 
And  the  Federal  Reseive  Board's  p 
inflation  stance  has  had  the  effect 
slowing  long-teiTn  economic  growt  If 
More  jobs  are  created  and  more  p 
lifted  out  of  poverty  when  gi'owth 
more  robust. 


If 


iSi 


Si 
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)t  just  what  has  happened  to 
comes  that's  undermining  family 
i.  Women's  wages  for  both 
nd  blacks  have  increased  in  re- 
rs,  putting  black  women  nearly 
'  with  black  men.  According  to  T. 
lultz,  economist  at  Yale  Universi- 
women's  wages  rose  from  73% 
men's  wages  in  1980  to  98%  in 
r  white  women,  the  comparable 
;  are  53%  and  80%. 
ise  in  women's  relative  wages — 
)utably  positive  development — 
ess  is  having  some  negative  ef- 
iry  S.  Becker,  Nobel  laureate 
it  and  BUSINESS  week  columnist, 
IS  long  ago  as  the  1960s  that  the 
?  market  is  like  any  other  mar- 
hich  the  laws  of  supply  and  de- 
erate.  As  women's  job  opportu- 
iprove  and  their  wages  rise,  one 
ar  getting  married  is  under- 
financial  support.  At  the  same 
p:'owing  number  of  men,  espe- 
ick  men,  are  less  desirable  mar- 
rtners  because  their  earnings 
s  are  so  bleak. 

4CENTIVES.  The  overwhelming 

economic  forces  like  these  sug- 
it  lawmakers  who  focus  solely  on 
reform  to  restore  traditional  fam- 
tures  will  be  disappointed.  In- 
ley  should  extend  their  efforts 
for  ways  to  strengthen  "the  bot- 
of  the  labor  market,"  says  econ- 
ibert  H.  Haveman  of  the  Univer- 
/isconsin  at  Madison, 
not  an  easy  task,  of  course, 
onomists  at  the  conference  were 
■oaching  the  prospect  of  a  dollar 
:rease  in  the  minimum  wage. 
,'s  not  a  widely  supported  op- 
st  economists,  as  well  as  policy- 
worry  that  increasing  the  mini- 
ige  could  backfire  by  making 
es  curtail  the  creation  of  low- 
as.  As  an  alternative,  a  number 
mists,  such  as  Haveman,  favor  a 
bsidy  or  a  newly  designed  em- 
ax  credit.  Right  now,  private- 
mployers  are  disinclined  to  hire 
who  are  poorly  educated,  poor- 
'd,  and  already  at  the  bottom  of 
ig  queue.  The  aim  would  be  to 
ployers  an  incentive  to  overcome 
uctance  to  hire. 

won't  bring  back  the  traditional 
mt  household  any  time  soon.  But 

I  raise  incomes  and  well-being — 
itually  restore  the  economic 

of  marriage. 

II  and  Pennar  v/rite  about  eco- 
isues. 


IDIOT'S  DELIGHT: 
DUMBER  IS  A 
RUNAWAY  HIT 
FOR  NEW  LINE 


MOVIES 


TED  S  DREAM  FACTORY 
IS  RUNNING  FLAT-OUT 

Turner  is  spending  $750  million  on  39  films-for  starters 


Dumb  people  are  making  a  fortune 
for  smart  media  moguls  these  days. 
First  it  was  Tom  Hanks'  charming 
simpleton  Forrest  Gump,  which  has 
earned  at  least  $200  million  for  Sum- 
ner Redstone's  Paramount  Pictures 
Coi-p.  Now,  Jim  CaiTey's  dim-witted  an- 
tics are  minting  money  for  Ted  Turner. 
The  elastic-lipped  comedian's  latest  film, 
Dumb  and  Dwmber,  stands  to  make 
more  than  $100  million  for  Turner's  New 
Line  Cinema  Corp. 

Coming  from  the  man  who  invented 
CNN,  Lhinib  and  Dum.befs  sophomoric 
gags  and  scatological  jokes  look  awfully 
low-rent.  But  Ted  Turner  has  made  it 
plain  that  he  wants  to  be  a  heavy  hitter 
in  Hollywood,  and  106  minutes  of  ex- 
travagant stupidity  seems  a  small  price 
to  pay.  After  spending  $1  billion  in  1993 
to  buy  two  major  production  companies. 
Turner  Broadcasting  System  Inc.  is  po- 
nying up  $750  million  more  to  produce 
39  feature  films  this  year. 

Like  many  of  its  megamedia  rivals, 
Turner  is  seeking  lively  "product"  to  fill 
its  various  distribution  channels:  the  tbs 
and  TNT  cable  networks;  a  growing  li- 
censing and  merchandising  division; 


and — someday,  perhaps — a  broadcast  net- 
woi'k.  Turner  also  needs  to  ft'eshen  up 
the  list  of  3,400  titles  it  picked  up  in  its 
1986  acquisition  of  the  mgm  film  libraiy. 

But  if  Turner's  strategic  reasons  for 
plunging  into  filmmaking  ai'e  clear,  some 
observers  say  the  company  risks  mn- 
ning  into  the  same  problems  that  have 
bedeviled  Japan's  Sony  Corp.  and  other 
babes  in  the  Hollywoods.  For  one  thing. 
Turner's  three  production  companies — 
New  Line  and  Castle  Rock  Entertain- 
ment plus  homegrown  Turner  Pic- 
tui'es — are  making  their  big  push  just  as 
Tinseltown  faces  a  deluge  of  new  titles. 
Under  new  management,  mgm  and  Par- 
amount are  also  ramping  up  their  pro- 
duction schedules. 

"FAUSTIAN  DEAL."  What's  more,  Turner 
is  tinkering  with  the  successful  recipes 
of  his  studios  by  boosting  their  film  bud- 
gets and  changing  their  development 
slates.  New  Line  ChaiiTnan  Robert  K. 
Shaye,  who  built  his  company  on  hon'or 
films  and  other  low-budget  flicks,  has 
already  plunked  down  $4  million  each 
for  scripts  by  screenwriters  Joe  Eszt- 
erhas  and  Shane  Black.  Castle  Rock, 
which  nurtured  a  reputation  for  pro- 


Media 


Turner  is  making  more 
movies  partly  to  develop 
product  for  his  cable 
networks,  merchandising 
operation,  and-maybe-a 
broadcast  network 


ducing  a  small  number  of  high-quality 
films,  is  expanding  its  annual  output 
fi-om  6  to  12  films.  "You  can  go  broke  in 
this  town  asking  people  to  go  against 
what  made  them  famous  in  the  first 
place,"  says  one  producer. 

That  comes  on  top  of  other  unavoid- 
able hurdles.  Buying  Castle  Rock  gave 
Turner  access  to  the  prodigious  film- 
making talents  of  Rob  Reiner,  one  of 
the  company's  founders.  But  Columbia 
Pictures  retains  home-video  rights  to 
Castle  Rock's  films  until  1996  and  will 
continue  to  distribute  the  films  until  at 
least  1997.  So  Turner's  revenues  are  se- 
verely limited.  "That's  part  of  the  Faust- 
ian  deal  we  made  to  get 
Castle  Rock,"  admits  Scott 
M.  Sassa,  the  35-year-old 
president  of  Turner  Enter- 
tainment Group.  "It's  a 
weakness."  Meanwhile,  New 
Line  is  riding  high  with 
Carrey's  The  Mask  and 
Dumb  and  Dumber.  But  the 
company  hasn't  proven  it 
can  turn  out  non-Cairey  hits 
to  justify  its  gi'owing  bud- 
gets. Tumer  Pictures,  which 
produced  the  money-losing 
historical  epic  Gettysburg. 
hopes  to  do  better  through 
a  six-picture  deal  with  pro- 
ducer Dawn  Steel. 
LICENSING  QUEST.  Then,  too, 
the  mercurial  Turner  has  to  contend 
vdth  a  clutch  of  foimerly  independent 
egos.  "We've  got  a  bunch  of  proud  pea- 
cocks all  thrown  into  the  same  barn- 
yard," says  New  Line's  Shaye.  "So  far, 
the  pecking  is  at  a  minimum."  Sassa 
concedes  ego  clashes  are  inevitable.  But 
he  hopes  to  work  them  out  in  monthly 
meetings  with  the  heads  of  the  film 
units  at  Atlanta  headquarters. 

Turner's  film  business  is  still  a  small 
piece  of  his  empire.  The  three  movie 
units  turned  in  an  operating  profit  of 
$57.5  million  last  year-,  estimates  Seidler 
Cos.  analyst  Jeffi'ey  B.  Logsdon.  That's 
a  skimpy  6%  return  on  Turner's  $1  bil- 


lion investment.  Logsdon  believes  movie 
production  will  log  a  $100  million  profit 
this  year,  hardly  a  blockbuster  perfor- 
mance. By  contrast,  Logsdon  predicts 
that  Turner's  entertainment  networks 
will  generate  $238  million,  while  his 
news  operation  will  make  $245  million. 

Clearly,  though.  Turner  has  gTander 
ambitions.  His  $750  miUion  production 
budget  exceeds  the  coinpany's  total  pro- 
jected 1995  cash  flow  of  $550  million. 
Turner  executives  say  they  vdll  finance 
that  cost  by  taking  on  some  additional 
bank  debt.  At  $2.4  billion.  Turner's  debt 
is  six  times  its  1994  cash  flow — putting 
it  in  the  same  leverage  league  as  such 
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heavily-indebted  media  giants 
Warner  and  Viacom. 

Tin-ner  is  spending  big  to  crank  out 
the  celluloid  because  the  rest  of  the 
Turner  empire  is  poised  to  capitalize 
once  the  movie  studios  go  into  full  pro- 
duction. Consider  Tiu-ner  Pictures'  up- 
coming film  Jonnij  Quest,  which  it  plans 
to  release  in  the  summer  of  1996.  Tur- 
ner's publishing,  intei'active-media,  mer- 
chandising, and  licensing  executives  will 
also  unleash  a  raft  of  products  based 
on  the  cartoon  hero.  "'Jonnij  Quest  will 
be  a  consumer-products  bonanza,"  says 
Philip  Kent,  president  of  Turner  Home 
Entertainment. 


But  to  make  this  synergy  really  ha] 
pen.  Turner's  studios  are  going  to  ha\ 
to  turn  out  winning  films.  Sassa  not( 
that  keeping  the  three  studios  sepa 
ate  aflows  each  to  troll  for  talent.  Ar 
Turner's  well-publicized  higher  budge' 
should  draw  top  names.  "I  don't  thir 
there's  anyone  in  town  who  would  s£ 
that  they  wouldn't  come  work  foi'  us 
declai'es  Castle  Rock  chief  Alan  F.  Hor 
Indeed,  stars  such  as  Al  Pacino,  Sus£ 
Sarandon,  Billy  Crystal,  Sigournt 
Weaver,  Marlon  Brando,  and  Morgg 
Freeman  will  all  appear  in  Tin-ner  t 
ties  this  year. 

PEACOCK  HUNTING.  Tiu-ner  is  forgoir 
some  other  expensive  Hollywood  tra] 
ping-s,  though.  His  tliree  production  cor 
panies  all  lease  studio  space.  "Too  mar 
peojjle  want  to  sit  in  Irving  Thalberg 
office  and  own  a  studio  lot,"  says  Te 
ence  F.  McGuirk,  executive  vice-pres 
dent  of  TBS.  "We  don't  have  that  intei 
tion.  We're  in  the  movie  business  ft 
strictly  strategic  reasons." 

There's  one  flnal  element  to  Turnei 
multimedia  strategy:  broadcast  telev 
sion.  Turner  is  angling  to  acquire  pa 
or  all  of  NBC  from  General  Electric  C 
Combining  CNN  with  an  existing  TV  ne 
work's  news  division  would  save  Ti 
$100  million  in  productic 
costs.  NBC  would  also  booi 
Turner's  muscle  in  biddir 
for  sports  properties  suC 
as  National  Football  Leagi] 
telecasts.  And  it  would  e: 
able  Turner  to  tap  direct 
into  the  big  advertisir 
money  that  comes  alor 
with  premier  and  repeat  ai 
ing  of  feature  films  on  T 
"We've  got  a  unique  m: 
that  bodes  well  for  us  if 
ever  gets  into  a  biddir 
war,"  says  one  source  cloi 
to  Tiu'ner. 

Before  Turner  can  eve 
enlist  in  any  such  battl 
though,  he  will  have  1 
overcome  objections  from  Time  Wame 
which,  along  with  Tele-Communicatioi 
Inc.,  bailed  out  a  cash-strapped  tbs  : 
1987.  The  two  now  control  20.5%^  of  tl 
company's  voting  shares  and  can  vei 
any  major  acquisition  or  sale. 

Turner's  network  aspirations  may  lo( 
like  a  long  shot  now.  But  they're  ali\ 
enough  that  the  GE  board  discussed  tl 
Tin-ner  bid  at  its  December  meeting. 
Turner  ever  does  end  up  owning  nbc  ( 
another  network,  his  Hollywood  strat 
gy  may  end  up  looking  as  smart  as  h 
current  films  look  dumb. 

By  David  Greising  in  Atlanta,  wh 
Ronald  Graver  in  Los  Angeles 
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STRATEGIES 


THE  MAN  WHO'S  DRIVING  FIAT 
LIKE  A  FERRARI 

With  the  Punto  a  runaway  hit,  Paolo  Cantarella  has  the  carmaker  roaring  again 


After  putting  in  a  55- 
hour  week  running 
the  car  operations  of 
Fiat,  Paolo  Cantarella 
doesn't  just  sit  back  and  re- 
lax. Come  the  weekend,  ht- 
invariably  tries  out  a  com- 
petitor's car  on  the  naiTow 
Alpine  roads  above  Fiat's 
hometown  of  Turin.  One 
cold  December  Satiu'day,  it's 
the  turn  of  the  new  Polo, 
the  snazzy  subcompact  frum 
archrival  Volkswagen.  "I  tiy 
them  all,"  says  Cantarella, 
who  describes  himself  as 
"car  crazy." 

Such  devotion  is  helping 
to  turn  around  Italy's  larg- 
est company,  which  just  two 
years  ago  seemed  on  the 
verge  of  disintegration.  A 
five-year  program  launched 
in  1991  and  shepherded  by 
Cantarella  to  pi-oduce  new- 
models  is  starting  to  pay 
off.  Fiat's  sleek  new  Punto 
subcompact  is  the  lomaway 
star  of  the  European  auto 
industry,  scooj^ing  up  more 
than  680,000  orders  in  1994. 
That's  making  Fiat  a  tough 
rival  again  for  Volkswagen,  Peugeot, 
Renault,  Ford,  and  General  Motors.  Al- 
though Fiat's  share  of  the  European 
market  has  slid  to  10.4% — down  from 
15%  in  the  late  1980s— the  Punto's  suc- 
cess is  helping  Fiat  rev  up  sales  in  key 
markets  like  France  and  GeiTnany. 
CROWN  PRINCE.  With  its  .$20  billion  cai- 
operati(.in  healthy  again.  Fiat  will  rack 
up  net  profits  of  around  $600  million 
for  1994.  after  a  loss  of  $1.1  billion  in 
199;i  And  profits  could  more  than  dou- 
ble in  1995:  There  are  still  risks,  of 
course,  but  Fiat's  future  looks  brighter 
than  it  has  in  years. 

The  turnaround  bodes  well  for  Canta- 
rella, too.  The  50-year-old  engineer — 
who  likes  to  spice  his  conversation  with 
jibj-ases  in  eaithy  Piemontese  dialect — is 
iiK'i'easingly  seen  as  the  heir  apparent  to 


71-year-old  Cesare  Romiti,  l^'iat's  tough 
CEO  since  1976.  Romiti  and  Chairman 
Giovanni  Agnelli  are  both  expected  to 
step  down  in  mid- 1996.  If  he  ascends 
to  the  CEO's  post,  Cantarella  will  be 
limning  a  $40  billion  giant  with  interests 
from  publishing  and  sports  to  railroads 
and  defense. 

Cantarella's  influence  was  felt  even 
before  he  got  the  top  job  at  Fiat  Auto 


IN  THE  BLACK 


After 
its  worst-ever  loss  in 
1993,  Fiat  netted 
$600  million  in  1994 


four  years  ago.  As  head  of 
supphes  and  distribution  in 
1989,  he  cut  the  number  of 
main  suppliers  from  500  to 
120  and  encouraged  big 
vendors  to  integrate  their 
operations  with  Fiat's.  At 
Fiat's  brand-new  plant  in 
the  Southern  Italian  towm 
(if  Melfi,  major  suppliei's  to 
the  Punto  built  plants  on 
site — a  concentration  not 
'■ven  Nissan  Motor  Co.'s 
iiitramodem  plants  in  Brit- 
ain match. 

Cantarella's  Fiat  has  also 
gone  further  than  Euro- 
rivals  in  adopting  another 
practice  popular  among  the 
world's  best  camiakers:  co 
designing  parts  with  its 
main  suppliers  instead  of 
developing  them  exclusively 
in-house.  Suppliers  co-de- 
signed half  of  the  Punto's 
components,  cutting  the 
number  of  parts  Fiat  must 
ultimately  assemble.  Sila 
Group,  a  $75  million  maker 
of  car  cables,  now  supplies 
Fiat  with  an  entire  pre- 
assembled  gearbox  system 
for  the  Punto — reducing  the  final  costs' 
by  at  least  15%.  "It's  not  only  cheaper, 
it's  easier  to  manage,"  says  Sila  Chair- 
man Oreste  Brero. 

Transfonning  Italy's  traditionally  con-, 
servative  shop-floor  practices  has  also 
been  key.  At  Melfi,  for  example.  Fiat 
slashed  the  layers  between  plant  manag 
ers  and  workers  and  spent  $64  million 
ti-aining  its  7,000  workers  and  engineers 
to  work  in  small  teams.  Now,  the  31 
independent  teams — with  15  to  100 
workers  apiece — oversee  car-assembly 
tasks  from  start  to  finish.  Cantarella's 
challenge  is  to  spread  the  Melfi  gospel 
through  Fiat's  older,  more  hidebound 
plants  in  the  North. 

Such  innovations  have  helped  cut  the 
time  Fiat  takes  to  get  new  models  to 
market — from  60  months  in  the  1980s  to 
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panese-like  86  months, 
t's  the  fastest  rate  in 
ope.  As  a  result,  nine 

models  have  hit  the 
ket  since  1992,  giving 

a  fresher  look  than  ri- 

just  as  Europe's  mar- 
-expected  to  hit  12.5 
ion  cars  this  year — is 
ching  out  of  low  gear. 
)m  being  a  laggard," 

John  Lawson,  an  auto 
vst  at  DRi/McGraw-Hill, 
y  have  become  a  leader." 
he  improvements  come  none  too 
1.  The  $1  billion-plus  loss  in  1993 
>  Fiat  its  worst  results  ever.  With 
's  aging  product  line  crumpled  by  an 
aught  of  foreign  competition,  the 
ip's  share  of  its  home  market 
ged  fi-om  60%  to  45%.  And  the  Ital- 
car  market,  traditionally  Europe's 
5st  after  Germany,  sank  by  a  stom- 
churning  30%  over  the  past  two 
■s  in  the  face  of  economic  and  polit- 
upheaval.  The  company  desperately 

pieces  of  its  diversified  holdings  to 
I  up  its  auto  core.  Debt,  meanwhile, 
ed  40%,  to  $4.5  biUion. 
LER  LIRA.  The  burden  of  that  debt 
as  Cantai'ella  cannot  afford  any  false 
s.  A  critical  moment  will  come  next 
:ember  when  Fiat  unveils  a  new 
dze  model  to  replace  its  six-year- 
Tipo.  The  midsize  market  is  Eu- 
's  most  lucrative — and  most  hotly 
ested,  vdth  models  such  as  Adam 
I's  Astra,  vw's  Golf,  and  Renault's 
.  The  Tipo,  which  sold  only  130,000 
s  last  year,  compared  with  740,000 
Av's  Golf,  has  long  trailed  the  seg- 
t  leaders.  But  insiders  say  that  the 

replacement,  which  cost  $1.3  bilKon 
evelop  and  is  code-named  182,  wiW 
)acked  with  new  features.  If  com- 
d  sales  of  the  Punto  and  182  hit  1 
on  units  a  year,  says  Chairman  Ag- 
,  "that  will  guarantee  the  futui'e  of 

3veral  developments  could  threaten 
futui'e,  though.  Even  in  a  strength- 
g  market,  competition  is  ferocious, 
tarella  points  to  Toyota  ads  in  Ital- 
newspapers  offering  18-month  pay- 
t  terms  at  zero  interest.  Ford  Eu- 
I — suffering  from  a  sharp  slide  in 
;ey  British  market  since  1992 — has 
essfully  taken  aim  at  Italy  with  its 
new  Fiesta.  And  Fiat's  rich  lineup  of 
els  could  be  matched  by  others.  In 
I,  one  of  eveiy  four  cars  in  Europe 
be  replaced  by  a  new  model, 
usthng  rivals  ai-en't  the  only  threat, 
"ar.  Fiat's  exports  have  benefited 
Isomely  from  a  devalued  lira.  But  a 
-awaited  uptui-n  in  Italian  sales  may 
materialize  if  inflation  soars  and  do- 
tic  interest  rates  keep  rising — both 
ng  possibilities,  given  Italy's  poKtical 
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instability  and  huge  deficit.  And  after 
more  than  two  years  of  labor  peace  at 
Fiat's  plants,  there  are  rank-and-file 
rumblings  for  fatter  paychecks.  Fiat 
shares,  among  the  best  performers  on 
the  Milan  bourse  last  year,  have 
slumped  15%  in  recent  weeks. 

Overseas  expansion  offers  a  buffer 
against  Italy's  disorder.  Fiat  is  the  No.  1 
carmaker  in  Brazil,  Poland,  and  Turkey 
and  is  busy  cutting  deals  on  plants 


everywhere  from  India  to 
Mexico  to  the  Gaza  Strip. 
"These  are  areas  with 
quickly  growing  economies 
and  young  populations," 
says  Cantarella.  The  new 
markets  take  fully  one-third 
of  Fiat's  output,  exports 
within  Europe  another 
third,  and  Italy  the  rest. 
That's  a  far  cry  from  the 
1980s,  when  Fiat  depended 
on  Italy  for  more  than  half 
its  sales.  And  while  such  international- 
ization is  now  fired  by  the  weak  lira, 
it's  here  to  stay,  Cantarella  says. 

Ever  cautious,  Cantarella  won't  say 
that  the  group  has  turned  the  comer.  "I 
would  say  Fiat's  getting  better,"  he  al- 
lows. But  there's  a  new,  more  confident 
feeling  in  the  air  Even  as  much  else  in 
Italy  seems  to  be  going  wrong,  in  Turin 
something  is  going  right. 

By  John  Rossant  i)i  Turin 


STRATEGIES 


A  LOT  OF  THE  WEAKNESSES 
CARBIDE  HAD  ARE  BEHIND  IF 

Downsized  with  a  vengeance,  it's  cranking  out  fat  profits 

On  a  wooded  hill 
overlooking  Dan- 
buiy.  Conn.,  sits 
a  monument  to  the 
Conglomerate  Age. 
Built  in  the  1970s 
to  hold  3,000,  the 
1.3  milhon-square-foot 
headquaitei-s  of  Union 
Carbide  Corp.  now 
houses  just  500.  A 
decade  ago.  Carbide 
employed  110,000  and 
sold  $10  biUion  woi-tli 
of  Eveready  batterie.-. 
Glad  bags,  and  count 
less  industrial  chemi- 
cals. It  was  an  un- 
wieldy, barely  profit- 
able mishmash. 

Then  came  the  ar 
cident  in  Bhopal  and 
a  failed  takeover  at- 
tempt by  the  raider 
Samuel  Heyman. 
Having  boirowed  $3  billion  to  fend  him 
off.  Carbide  was  left  with  an  80%  debt- 
to-capital  ratio.  Survival  meant  slim- 
ming down.  "We  had  too  many  diverse 
businesses  competing  for  capital  and 
management  attention,"  says  Robert  D. 
Kennedy,  Carbide's  ceo  since  1986. 


KENNEDY:  "We  ivere  tii  too  inuiiij  diverse  businesses' 


Kennedy,  a  lifelong  Carbide  execu- 
tive who  formerly  ran  the  chemicals- 
and-plastics  division,  took  out  the  knife. 
He  sold  assets  such  as  the  batteiy  and 
consumer-products  units,  brought  debt 
under  $1  billion,  and  shed  90%  of 
the  workforce.  Even  the  building  was 
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Saddled  with  high  costs,  Union  Carbide  sold  off  units, 
cut  its  debt  in  half,  and  shed  90%  of  the  workforce 


sold.  By  1993,  Kennedy  had  wiirng  $575 
million  out  of  overhead.  Revenues  were 
halved,  to  $4.6  billion,  but  pr-etax  profits 
from  operations — a  36%  increase  fi'om 
1992,  to  $242  million — were  finally  up. 

Then,  as  the  cyclical  chemical  busi- 
ness tiuiied  in  a  big  way  last  year.  Car- 
bide soared.  Third-quarter  pi-etax  prof- 
its jumped  122%.  For  the  full  yeai;  S.  G. 
Warburg  analyst  Paul  Raman  expects 
pretax  income  to  rise  89%,  to  $457  mil- 
lion, on  sales  that  are 
up  6.5%,  to  $4.9  bil- 
lion. Now  at  30,  Car- 
bide's shares  rose 
31%  in  1994,  best 
among  the  30  stocks 
in  the  Dow  Jones  in- 
dustrial average. 

Of  course,  most 
chemical  companies 
are  riding  the  same 
tide.  Rivals  such  as 
Dow  Chemical  Co. 
and  DuPont  Co.  have 
also  cut  costs  and 
seen  sharp  earnings 
gains.  But  because 
Cai-bide  has  been  par- 
ing costs  far  longer, 
says  Robert  Bauman, 
vice-president  of  Tar- 
17/town  (N.  Y.)  consul- 
tants Chem  Systems 
Inc.,  it  is  better  posi- 
tioned to  make  the 
most  of  the  cyclical 
upturn.  Moreover, 
Carbide's  cost-cutting, 
combined  with  new 
production  technolo- 
gy, should  keep  Car- 
bide profitable  in  the 
next  downturn — and 


RISING  PRICES  FOR 
KEY  CHEMICALS... 


...SEND  CARBIDE'S 
EARNINGS  SOARING 


160 


120 


UNION  CARBIDE'S 
NET  INCOME 
MILLIONS  OF 
DOLLARS 


IV  '93 


DATA  S  G  WARBURG  &  CO 


Ken- 


help  boost 
nedy's  plans  to  expand  abroad. 
TRAPPED.  That's  some  change.  Indeed, 
Carbide's  earlv  improvement  masked  an 
ugly  fact:  Profits  in  1992  and  1993  all 
came  from  cost-cutting.  With  50%.  of 
revenues  now  coming  from  polyethyl- 
ene and  ethyl  glycol — commodities  used 
in  everything  from  garbage  bags  to 
l)olyester  and  antifi'eeze — Carbide  was 
trapped  in  the  down  cycle.  Its  core  busi- 
ness made  little  money. 

No  longer.  Since  late  1993,  demand 
has  been  soaring,  while  chemical  inven- 
tories hav  e  fallen  dramatically.  The  re- 
sult: Ethyi  glycol  p)-ices  jumped  25%.  in 
1994,  while  polyethylene  skyrocketed 


by  more  than  50%  (chart).  That's  one 
reason  for  Carbide's  quick  turnaround: 
Huge  fixed  costs  mean  mai-ginal  price 
hikes  yield  huge  gains.  Raman  estimates 
that  each  time  polyethylene  rises  a  pen- 
ny a  pound.  Carbide  adds  15g  profit  per 
shai'e — and  prices  have  been  rising  'M  to 
3(2  a  month.  "Carbide  is  now  the  low- 
cost  producer  in  both  key  markets,"  he 
says.  "They  have  tremendous  leverage." 
Carbide  wasn't  always  the  low-cost 
producer — far  from  it. 
But  after  Kennedy 
sold  most  of  Carbide's 
noncore  assets  in  1990, 
he  launched  an  ag- 
gressive strategy  to 
squeeze  out  excess 
overhead.  Centralizing 
inventoiy  management 
and  improving  distrib- 
ution slashed  invento- 
ry and  shipping  costs. 
Plant  maintenance  was 
revamped,  saving  $60 
million  annually.  Better 
cash  management  cut 
financing  costs  ,  saving 
$65  million.  Kennedy 
sold  Carbide's  two  cor- 
porate jets  and  gave 
up  his  chauffeur.  Even 
rivals  are  impressed: 
"If  you  go  back  two 
yeai's.  Carbide  was  not 
that  well  thought  of, 
but  their  return  in 
1994  was  tremendous," 
says  William  H.  West- 
endorf,  president  of 
Huntsman  Specialty 
Chemicals  Coip.  "A  lot 
of  the  weaknesses  Car- 
bide had  are  behind  it." 

Of  course,  the  thing  about  cycles  is 
that  they  keep  turning.  Demand  and 
pricing  for  chemicals  are  expected  to 
weaken  through  1995.  Kennedy's  goal 
is  to  keep  squeezing  costs  so  that  Car- 
bide can  remain  profitable  when  the 
market  drops.  One  key  pait  of  the  strat- 
egy: Carbide's  Unipol  pi'ocessing  tech- 
nology, which  reduces  the  steps  to  con- 
vert raw  materials  into  chemicals. 
Because  the  energy-efficient  technolo- 
gy permits  chemical  reactions  to  occur 
at  lower  pressure  than  nomial,  Cai'bide 
claims  it  cuts  operating  costs  25%.  to 
40%.  That  helps  Carbide  compete  with 
rivals  such  as  Mobil  Oil  Corp.  that  own 
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the  petroleum  feedstocks  that  Carbide 
has  to  buy. 

But  cutting  costs  isn't  Kennedy's  only 
goal:  Carbide  is  also  using  its  technolo- 
gy as  a  wedge  to  crack  foreign  mar- 
kets. Carbide  left  Europe  in  the  earlj 
1980s  because  it  couldn't  compete  wdtt 
oil-rich  rivals  such  as  British  Petroleun: 
Co.,  but  it  recently  formed  a  joint  ven 
ture  with  Italy's  Enichem.  Carbide's 
technology  will  be  used  in  a  new  poly 
ethylene  plant  that  vrill  replace  existing 
high-cost  Enichem  capacity.  Deals  have 
also  been  struck  with  France's  Ell 
Aquitaine  and  Britain's  ici.  Observers 
say  Carbide's  low-cost  technology  shoulc 
allow  it  to  gain  share  just  as  severa' 
years  of  chemical  industiy  consolidatior 
give  way  to  growth.  "Carbide  seems  tc 
have  caught  the  timing  right,"  says  one 
London  consultant.  Although  70%  ol 
sales  are  now  in  the  U.  S.,  "the  balance 
will  shift  rapidly  abroad  in  the  next  few 
years,"  says  Kennedy. 
CHEAP  OIL  To  tackle  Asia's  plastics  mar- 
ket, Carbide  is  builcfing  a  $1.5  billior 
petrochemical  complex  with  Kuwait's 
government.  The  deal  gives  Carbide 
proximity  to  Asia  and  access  to  low 
cost  oil  needed  to  compete  there  againsi 
Saudi  Arabian  petrochemical  makers 
Kennedy  claims  that  the  Kuwaiti  plani 
will  be  among  the  world's  cheapest 
when  it  comes  on  line  in  1997. 

Growth  could  also  come  from  putting 
Carbide's  technology  to  work  making 
higher-value  products.  In  October,  Car- 
bide announced  plans  to  build  a  syn 
thetic-rubber  plant  using  the  Unipo 
process.  Kennedy  wants  to  use  suci 
inibbers — which  go  into  items  such  a: 
roofing  tiles,  window  frames,  and  gas 
kets — to  supply  the  auto-parts  and  hous 
ing  markets.  Still,  competitors  are  un 
likely  to  let  Carbide  expand  without 
fight.  Kennedy  has  also  increased  capita 
expenditure  to  boost  Carbide's  smal 
but  profitable  business  in  solvents  an( 
additives  for  paints  and  coatings.  Thes( 
are  part  of  Carbide's  noncyclical  side 
which  contributes  a  steady  $300  millior 
a  year  to  income  and  buffers  the  com 
pany  during  down  cycles. 

Of  course,  Kennedy  is  hoping  h< 
won't  need  as  much  buffering  in  the  fu 
ture,  given  Carbide's  newfound  prof 
itability  in  commodity  chemicals.  Still, 
little  insurance  never  hurt. 

By  Tim  Smart  in  Danbury,  Conn, 
with  bureau  reports 
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HIGH  TECH  ON 
THE  HIGH  SEAS 

America's  Cup  '95:  Forget  wooden  ships 
and  iron  men  (or  women) 


i 


HI 


Wilifried  PYifel  designs  wings  for 
tomorrow's  supersonic  jets.  But 
for  much  of  the  past  year,  the 
Boeing  Co.  engineer  has  been  using  his 
knowhow  to  help  create  something  a  bit 
slower  a  keel  for  Young  America,  one  of 
three  U.  S.  boats  competing  for  the  hon- 
or of  defending  the  America's  Cup. 
Feifel's  task  is  to  help  find  the  right  ar- 
rangement of  lead  weight  and  stream- 
lined wings  under  the  hull  to  make 
the  Roy  Lichtenstein-painted  contender 
speedier  and  more  maneuverable  than 
its  rivals.  7\jid  fi'om  -Jan.  12  tluviugh  May 
off  San  Diego,  as  ten  75- 
foot  yachts  from  six 
countries  vie  for  yacht- 
ing's top  prize,  Feifel 
will  be  making  refine 


spell  defeat,  the  America's  Cup  still  de- 
mands the  world's  best:  sailors  such  as 
fom-time  winner  (and  19S3  loser)  Dennis 
Conner  of  the  U.  S.  and  New  Zealand 
ace  Chris  Dickson.  But  these  days,  even 
the  savviest  salt  needs  to  ride  the 
waves  of  innovation.  "Unless  you  have 
leading-edge  technology  in  boat  design, 
stnictural  engineering,  sails,  and  elec- 
tronics, you  simply  can't  comj^ete,"  says 
John  Marshall,  president  of  the  Part- 
nership for  America's  Cup  Technology 
95  (PACT  95),  the  business-backed  gi-oup 
behind  Young  America.  Of  course,  sheer 


A  SHIP  CHANDLER'S  UST  FOR  THE  INFORMATION  AGE 


MAINSAIL  OF  TOMORROW?  Yoimg 
America  catches  the  wind 


luck  sometimes  takes  the  tiller — for 
good  or  for  ill.  On  Jan.  4,  for  e.xample,  a 
mini-tornado  ripped  through  the  pact 
95  compound,  damaged  Young  America, 
and  left  the  team  scrambling. 

This  year's  race  is  the  most  technolo- 
gy-driven in  the  Cup's  144-year  history, 
in  part  because  of  two  related  trends. 
Fii"st,  few  of  the  teams  can  afford  the 
$68  million  spent  by  businessman  Bill 
Koch  to  build  four  boats  along  the  way 
to  defending  the  Cup  in 
1992.  This  year,  Koch's 
total  budget  for  Ameri- 
ca'^  which  has  an  all-fe- 
male crew,  is  $20  mil- 


HULL  Scores  of  designs  tested  in  computer  simulations.  Team  Den 
nis  Conner  tapped  GM  engineers  to  lighten  a  carbon-fiber  hull, 
mentsr  hoping  to^  prove    PACT_  _95  used  computer  code  to  design  a  rad i^caj  _i nternaj  _s_tructu_re._  th^n^ralf  "of 

that     America's— and    KEEL  The  basic  design— long  keel  with  lead  bulb  at  bottom— re-        which  is  coming  out  of 
fined  by  computer,  then  perfected  in  wind  tunnel.  Both  PACT  95 
and  Team  Conner  rely  on  Boeing  engineers. 

SAILS  Most  boats  use  one-piece  molded  sails — stronger,  lighter, 


Boeing's — inventiveness 
still  i-ules  the  waves.  "If 
we  win,  it  will  be  be- 
cause of  the  Boeing  de 


his  own  pocket,  pact  95 
is  spending  $17  miUion, 
Conner  $15  million.  Sec- 
ond, advances  in  tech- 


Feifel  jokes.  "If    ^['djA^^^'l^'l^"  _^^iL^^_^_^"    nology    have  helped 


sign, 

we  lose,  it  will  be  the 
sailors'  fault." 

In  races  where  a  sin- 
gle botched  sail  change 

jnissed  wind  shift  can 


INSTRUMENTS  Video  cameras,  satellite  navigation,  ultrasonic  wind- 
speed  detectors,  laser  gyros,  and  advanced  software  tell  sailors 
everything  from  their  exact  position  to  how  the  wind  is  changing. 

DATA:  BUSINESS  WEEK 


bring  costs  down.  Soft- 
war-e  developed  by  such 
companies  as  Boeing 
and  San  Diego  defense 
contractor  Science  Ap- 


ii 
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itions  International  Corp.  has  made 
ossible  to  test  scores  of  hull  and 
shapes  on  computer-simulated  wa- 

quickly  and  cheaply.  As  recently 
decade  ago,  cumbersome  and  cost- 
and-tunnel  and  water  tests  limited 
il  ai'chitects'  options  to  three  or  four 
gns.  But  "this  year,  it's  more  Hke 
'  says  Alan  Ramadan,  managing  di- 
or  of  Fluid  Thinking,  a  Melbounie 
pany  set  up  not  only  to  win  the  cup 
(Australia  but  also  to  commercialize 
imulation  technology. 
2sting  on  the  cyberseas  is  paying 
When  Dennis  Conner  first  sailed  his 
's  &  Stripes  in  late  November,  the 
's  speed  and  performance  in  a  varie- 
f  conditions  uncannily  matched  pre- 
ons  made  by  a  computer  progi-am 
id  on  Microsoft  Corp.'s  Excel,  pact 
sed  an  award-winning  program  de- 
ped  by  Altair  Computing  Inc.  in 

Mich.,  to  help  design  the  internal 
cture  of  Young  America's  carbon-fi- 
hull.  The  progi'am  devised  a  spi- 
veh  maze  of  tubes  to  supplant  tradi- 
al  bulkheads  and  plates.  "It  looks 
ile  and  scai->,"  says  Marshall.  But 
ight — which  makes  the  boat  faster 
SORS  GALORE.  The  breakthroughs 
I't  limited  to  hulls.  Most  boats  will 
lowered  by  revolutionary  sails  in- 
:ed  by  two  Swiss  engineers  and  de- 
ped  by  North  Sails  Group  in  Mil- 
,  Conn.  First,  sailmakers  place  a 
film,  over  a  full-size  mold  of  a  sail, 
n,  they  lay  down  a  web  of  threads, 
•isely  oiiented  to  withstand  predict- 
tresses.  A  final  layer  of  film  follows, 
sandwich  is  glued  together,  creating 
e-piece,  almost-transparent  sail  that 
0%  lighter  than  a  sewn-cloth  one. 
reduced  weight  boosts  speed,  and 
sail  also  springs  back  into  shape 
iv  after  a  tack — for  quicker  acceler- 
n.  That's  a  big  advantage  in  match 
ng,  where  competitors  may  tack  30 
!S  on  a  single  upwind  leg.  It's  also  a 
ilated  business  risk  for  North  Sails, 
:-h  is  building  a  big  automated  plant 
linden,  Nev.,  in  hopes  that  a  Cup 
3ry  by  a  contender  using  its  designs 
spur  the  other  kind  of  sales, 
[elping  the  16-member  crews  wring 
■y  last  knot  of  speed  from  this  tech- 
gy  is  a  dazzling  aiTay  of  sensors: 
•ocams  to  monitor  sail  shapes,  satel- 
receivers  to  pinpoint  position,  and 
r  gyroscopes  to  measure  every  yaw, 
h,  and  roll.  "The  more  you  can  pro- 
!  these  talented  sailors  with  rele- 
:  infomiation,  the  better  chance  they 
2  of  making  the  right  decision,"  ex- 
ns  Australia's  Ramadan, 
erhaps  the  snazziest  new  sensor  is 
altrasonic  wind-speed  detector  Un- 
traditional  masthead  anemometers, 
ch  may  take  a  dozen  seconds  to  re- 
id  after  a  tack  or  a  wind  shift,  the 


device  reacts  in  a  split  second.  Data 
from  the  gyros  and  other  sensors  let 
crews  spot  wind  shifts  almost  instantly, 
even  during  intricate  prerace  jockey- 
ing. "If  I  can  pick  up  a  five-degree  wind 
shift  first,  I  can  win  the  start  and  get  a 
big  advantage,"  says  James  C.  Marshall 
of  Ockam  Instruments  Inc.  in  Milford, 
Conn.,  which  is  supplying  sensors  and 
software  to  several  teams. 

The  effect  of  all  this  high-tech  wizai-d- 
ry  may  be  to  put  the  premium — and 
the  burden — back  on  the  skills  of  those 


When  Steve  Pettengill  sold  his 
Florida-based  trucking  com- 
pany in  1986  to  pursue  a  ca- 
reer as  a  long-distance  yachtsman, 
he  didn't  realize  that  navigating  cy- 
berspace would  prove  as  vital  as 
trimming  sails.  But  during  the  first 
leg  of  the  arduous  BOC  Challenge — 
a  solo,  round-the-world  race  that, 
like  the  America's  Cup,  continues 
through  May — Pettengill  discovered 
the  power  of  the  Telecommunica- 
tions Revolution. 


Before  the  race  started  on  Sept. 
17  in  Charleston,  S.C.,  a  powerful 
computer  system  that  can  receive 
and  analyze  sateUite  weather  pic- 
tiu-es  had  been  installed  aboard  his 
60-foot  craft.  Hunter's  Child.  Weeks 
later,  as  he  ciTiised  off  the  coast  of 
Brazil,  the  43-year-old  sailor  found 
himself  spending  up  to  thi-ee  hours  a 
day  at  the  computer,  poring  over 
cloud  pictures  and  sea-surface  tem- 
perature data.  At  one  point,  he  spot- 
ted a  high-pressure  center  with  low 
winds  dead  ahead,  bore  off  to  the 
west  to  skirt  it,  and  gleefully 
watched  his  less  infoiTned  rivals  sail 
into  the  doldrums.  "I'm  not  a  big 
computer  person,"  says  Pettengill, 


at  the  helm.  Unlike  in  1992  or  1983, 
when  winners  America''  and  Austr-aUa  II 
had  big  technological  edges,  this  year's 
leading  team.s — Young  America,  Stars 
&  Stripes,  oweAustralia,  and  Dickson's 
New  Zealand  entr-y — have  all  dipped 
deep  into  the  technology  well.  "The 
boats  ar'e  getting  closer  and  closer,"  says 
Massachusetts  Institute  of  Technology 
professor  and  America'^  design  director 
Jer'ome  H.  Milgr-am.  "This  one  is  going 
to  be  won  on  good  saihng." 

By  John  Carey  in  Washington 


now  in  second  place  after  arriving  in 
Sydney  on  Christmas  Day,  "but  I'm 
sure  getting  a  quick  learning  cur-ve." 

Single-handed  racing  still  pits  one 
sailor  against  the  fickle  sea,  but  in 
the  1990s,  the  ocean  is  a  lot  less 
lonely.  For  companies  such  as  Trim- 
ble Navigation  Ltd.  and  Comsat 
Corp.,  which  are  among  those  behind 
the  technology,  the  race  is  a  chance 
to  strut  their  stuff.  Pettengill,  for  ex- 
ample, is  sponsored  by  privately  held 
Hunter  Marine  Corp.  in  Alachua, 

Fla.,  one  of  the  worid's  leading 
sailboat  makers.  Chairman 
Warren  R.  Luhrs,  himself  a  re- 
nowned long-distance  sailor, 
believes  his  racing  exploits 
helped  Hunter-'s  market  share 
soar  during  the  r'ecent  reces- 
sion, while  many  rivals  sank. 
BEYOND  GIZMOS.  Still,  no 
amount  of  technology  can  tame 
an  angry  sea.  The  winner  of 
the  r-ace's  fir-st  leg,  France's  Is- 
abelle  Autissier;  37,  lost  her 
mast  in  a  stor-m  east  of  Cape 
Town.  She  managed  to  replace 
it,  only  to  lose  the  entir-e  boat 
later.  Tumultuous  seas  also  batter'ed 
Hunter's  Child.  One  storm  rolled  the 
boat  so  violently  that  the  masthead 
plunged  into  the  ocean  thi"ee  times, 
the  boom  broke,  and  water  smashed 
a  gaping  hole  in  the  cabin.  Fortu- 
nately, Pettengill  was  able  to  repair 
the  damage. 

Of  course,  ther-e  were  still  a  few 
glitches.  The  water  that  pour'ed  into 
the  cabin  soaked  Pettengill's  ibm  lap- 
top, knocking  out  half  its  keys.  Since 
the  machine  provided  his  fax-link  to 
shore,  he  says,  "I  sent  some  pr-etty 
strange  messages."  Water-proof  com- 
puters— now  there's  an  idea  for-  you, 
Lou  Gerstner. 

By  John  Carey  in  Washington 


ROUND  THE  WORLD 
BY  GRIT,  STARS-AND  IBM 


PETTENGILL:  Sailing  in  cyberspace,  too 


BUSINESS  WEEK  /  JANUARY  23,  1995  87 


Legal  Affairs 


CLASS  ACTIONS 


THE  SWAT  TEAM 
OF  BIAS  LITIGATION 

Oakland's  Saperstein  law  firm  is  leading  a  new  rush  of  employment-discrimination  suits  I 


In  late  December, 
seven  women  stood 
before  TV  cameras 
and  charged  their 
employer,  Atlanta's  pop- 
ular superstore  chain 
Home  Depot  Inc.,  with 
sexual  discrimination. 
Chei-yl  L.  Williams,  41, 
told  how  she  trained 
two  young  men  in  the 
flooring-and-tile  depart- 
ment at  a  store  in  Co- 
rona, Calif.  Soon  after- 
ward, despite  good 
performance  reviews, 
Williams  says  she  was 
laid  off,  and  the  two 
men  got  her  job.  Then, 
Jacqueline  Genero,  22, 
explained  how  manag- 
ers asked  for  a  recount 
after  she  was  voted  the 
first  female  Employee 
of  the  Year  by  fellow  workers  in  1993. 
Although  she  won  on  recount,  Genero 
claims  she  was  denied  the  traditional 
$500  prize. 

These  and  other  incidents  provide  the 
basis  of  an  employment-discrimination 
class  action  filed  against  Home  Depot. 
Plaintiffs  claim  they  will  expose  a  com- 
pany that  fails  to  train,  promote,  and 
pay  fairly  its  female  workers.  "Women's 
employment  opportunities  are  deter- 
mined not  on  the  basis  of  their  interest, 
experience,  or  abilities,  but  on  the  basis 
of  their  sex,"  says  the  plaintiffs'  law- 
yer, Barry  Goldstein. 


DISMISSED  AT  DEPOT:  Williams  says  her  job  went  to  men  she  t  rained 


target  high-profile  corporate  defendants 
and  use  elaborate  statistics  to  make  the 
case. 

Saperstein  isn't  just  bringing  in  big 
paydays  for  its  partners.  It's  also  spur- 
ring other  lawyers  and  disgruntled 
workers  into  action — so  much  so  that 
employment-discrimination  class  actions 
are  making  a  comeback.  After  two 
decades  of  decline,  the  number  of  such 
lawsuits  filed  last  year  jumped  30% — 
fi'om  39  in  1993  to  56  in  1994,  according 
to  the  Administrative  Office  of  the  U.  S. 
Courts. 


BIG  COMEBACK.  Home  Depot 
says  it  has  launched  an  internal 
inquiry  and  is  taking  the  law- 
suit "vei"y  seriously."  It  ought 
to.  The  Oakland  (CaUf.)  firm  rep- 
resenting the  plaintiffs,  Saper- 
stein, Goldstein,  Demchak  & 
Bailer,  has  collected  inore  than 
$600  million  in  damages  and  le- 
gid  fees  from  companies  its  cli- 
ents have  sued  for  discrimina- 
tion over  the  past  three  years 
(table).  Their  winning  formula: 


SAPERSTEiN'S  CUSS  ACTIONS  HIT  PAY  DIRT 


Recent  changes  iif' 
legislation  are  also  en  *' 
couraging  such  cases  " 
The  Civil  Rights  Act  o  ^ 
1991,  for  instance,  fo  «S 
the  first  time  allowec  P 
for  punitive  and  com 
pensatory  damages 
up  to  $300,000  per  per^i 
son — in  addition  to  bad  it 
pay — in    employmen  » 
class  actions.  And  year 
of  activism  aimed  a 
equality  on  the  job  an  H 
bearing  fruit.  "We're  ? 
seeing  more  groups  o  »' 
women  come  fomard, 
says  Kathryn  B.  Dick 
son,  an  Oakland  lawye:  h 
currently  suing  Chev  if 
ron  Corp.  for  gende:  bI 
discrimination. 

Of  course,  compare( 

  with  the  1970s  civil 

rights  litigation  boom,  in  which  employ 
ment  class  actions  hit  an  annual  higl  sf 
of  1,174,  the  cun-ent  wave  looks  small  k 
But  consultants  and  lavvyers  are  advis 
ing  corporate  clients  to  watch  out.  De  n 
spite  progi-ams  to  promote  workplace  at 
diversity,  "in  the  cuirent  environment  t 
no  company  is  immune  from  these  law 
suits,"  says  Peter  C.  Robertson  of  Or 
ganization  Resources  Counselors,  whicl  t 
tracks  employment-related  class  actions  )Ii 

And  few  law  fu-ms  make  executive 
squirm  the  way  the  14-lawyer  team  a 
Saperstein  does.  "Getting  a  summon; 
from  you  is  like  getting  a  cal 
from  60  Minutes,"  an  attorney 


DEFENDANT 

SEniEMENT 

OAIE 

STATE  FARM  GENERAL  INSURANCE 

$250  miUion 

1992 

SHONEY'S 

$132.5  million 

1993 

LUCKY  STORES 

$107  million 

1994 

FLAGSTAR/DENNY'S 

$54  million 

1994 

ALBERTSON'S 

$29.5  million 

1994 

DATA:  BUSINESS  WEEK 
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t 

once  told  Goldstein.  The  firm  hip 

radar  screens  vdth 
case  against  State  Farm  Gener 
al  Insurance  Co.,  charged  witl 
denying  1,000  women  jobs  a 
agents.  When  the  company  set 

i  le 


was  an  achievement  that  ha( 
been  13  years  in  the  making 
Partners  at  Saperstein,  workinj 
on  a  contingency-fee  basis 
had  even  taken  out  second  mort 


If 
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s  on  their  houses  to  cover  expenses, 
mong  the  most  effective — and  most 
insive — of  Saperstein's  tactics  is  to 
!Ct  corporate  records  on  hiring,  pi'o- 
on,  and  pay  raises.  Speciahsts  in 
irm  and  computer-savvy  consultants 
?  the  data,  usually  kept  on  huge 
iframe  tape  reels,  to  identify  dis- 
inatory  patterns.  In  the  State  Farm 
;er,  consultants  spent  2,000  hours 
uating  employment  records, 
ar  years,  the  complexity  of  these 
;  kept  all  but  a  handful  of  dogged 
itiffs  and  devoted  lawyers  out  of 
t.  But  other  lawyers  have  watched 
;rstein  rack  up  big  settlements  and 
t  a  piece  of  the  action.  Houston's 
art  S.  Bennett,  a  general  business 
er,  initially  brought  a  race-discrim- 
on  case  against  Fort  Worth's  Color 

Inc.  chain  in  1992  on  behalf  of  a 
le  plaintiff.  But  a  Saperstein  class 
)n,  charging  Denny's  restaurants 

refusing  to  serve  African- American 
omers,  gave  Bennett  the  idea  to 

class-action  status  in  the  Color  Tile 

The  Denny's  case  "was  kind  of  in- 
itional,"  he  says.  Color  Tile  attor-ney 

D.  Inman  says  the  court  isn't  like- 
<  gr-ant  class-action  status. 
E  POSTERS.  Lawyer's  are  also  br'eak- 
5ome  new  gr'oimd.  In  1993,  a  sexual 
issment  case  for  the  first  time 
ed  class-action  status.  Sprenger  & 
^  in  Minneapolis  brought  the  case, 
■ging  Eveleth  Mines  in  Duluth, 
1.,  with  allowing  male  workers  to 

nude  poster's  and  gTafSti  identifying 
lie  "hot  spots"  on  its  office  walls, 
leth  did  not  r"etur-n  calls  seeking 
ment. 

ther  such  suits  have  been  denied 
3-action  status.  In  a  case  against 
vron,  plaintiffs  told  a  feder-al  judge 

pornographic  E-mail  was  sent  to 
onal  computers  at  Chevron's  infor*- 
ion-technology  division,  including  a 
ire  of  a  bound  woman  with  the  cap- 

"Taming  of  the  Arrogant  Little 
mo-Bitch."  But  the  judge  r-uled  that 
issment  claims  cannot  be  brought 
actively  because  they  are  based  on 
vidual  experiences.  Chevr-on  says: 

do  not  tolerate  discrimination  or' 
issment  in  the  workplace." 
he  pressure  brought  to  bear  by 
s  such  as  Saperstein  does  lead  to 
ige,  not  just  costly  legal  woes.  At 
ley's  Inc.,  25%  of  management  posi- 
3  today  are  held  by  minor'ity-group 
ibers,  up  fi'om  14.5%  in  1989,  when 
as  fri'st  sued.  At  State  Far-m,  two  of 
"y  five  agents  hired  in  the  wake  of 
suit  have  been  women.  Companies 
ht  want  to  review  their  own  em- 
inent records  befor-e  Saperstein  does 
ir'  them. 

'y  Russell  Mitchell  in  Oakland, 
•f.,  with  Jonathan  Ringel  in  Atlanta 


1  SAW  MY  JOY  CURVE 

FunENiNG  our 


Class  actions  have  been  good  to 
Berkeley  (Calif.)  lawyer  Brad 
Seligman.  A  former  partner  at 
the  firm  now  known  as  Saperstein, 
Goldstein,  Demchak  &  Bailer,  he  was 
instrumental  in  winning  huge  settle- 
ments against  State  Fann  insurance, 
Shoney's  restaiu'ants,  and  the  Lucky 
Stores  supermarket  chain.  But  after 
10  years  at  the  fir-m,  Seligman  left  in 
1991  "with  more  money  than  I  ever 
dreamed  of,  expected,  or  even  want- 
ed." 

Now,  he's  g"iving  a  chunk  of  it 
away.  Seligman  is  using  $1.25  million 
of  his  undisclosed  fortune  to  seed  the 
nonprofit  Impact  Fund,  which  he 
created  in  1993.  Dedicated  to  funding 
class  actions  in  civil  rights,  environ- 
mental, and  poverty  law,  the  Impact 
Fund  hands  out  gr-ants  of  up  to 
$50,000  to  attorneys.  They  repay  the 
money  only  if  they  win. 

Seligman,  43,  says  he  would  like  to 
reverse  the  dr'amatic  decline  in  pub- 
lic-interest class  actions  that  has  tak- 
en place  since  the  late  1970s  and 
counter  the  cuts  in  legal  ser'vices  to 


/its  to  class-action  plaintiffs 


the  poor.  Part  of  the  problem  is  that 
private  foundations  have  stopped 
funding  class  actions  while  the  cost 
of  litigation  has  continued  to  sky- 
rocket. "There  is  a  lot  less  money 
out  there,"  he  says. 

One  lawyer  who  received  Impact 
Fund  money  is  Joaquin  G.  Avila  of 
Milpitas,  Calif.  He  used  a  $35,000 
gr'ant  to  help  win  a  class  action 
against  the  Monter'ey  County  Board 


of  Supervisors  in  1993  and  force  the 
creation  of  voting  districts  to  give 
the  Latino  community  more  voting 
power.  Avila  says  that  money  is  a  se- 
rious problem  and  that  grants  "make 
a  big  difference." 
SIXTIES  DREAM.  Another  Impact 
grant  is  challenging  waste-incinera- 
tor-siting practices  in  Michigan, 
which  Seligman  says  discriminate 
against  the  poor.  "Mainstr'eam  envi- 
ronmental gr'oups  are  good  at  pro- 
tecting the  wilder-ness,"  he  says.  "We 
want  to  protect  the  rights  of  poor 
people."  The  Impact  Fund  is  target- 
ing corporations,  too.  For  example,  it 
is  funding  a  race-discrimination  suit 
against  Food  Lion  Inc.  super-markets 
and  a  disability-discrimination  case 
against  uSAir  Inc.  On  his  own,  Selig- 
man is  pursuing  a  case  against  Unit- 
ed Artists  for  allegedly  failing  to 
provide  adequate  seating  for  the  dis- 
abled at  its  movie  theaters. 

Seligman  grew  up  in  Hollywood, 
the  son  of  a  lawyer.  But  while  bounc- 
ing around  different  colleges  in  the 
Bay  Area,  he  became  a  "ver-y  politi- 

Ical  late  '60s,  early  '70s 
tyi^e,"  he  says.  He  still 
wears  a  beard  and  keeps 
his  hair  bushy.  And  he 
chose  the  name  of  his 
daughter',  now  13,  fi'om 
the  blues  song  Comm. 
For  fun,  Seligman  plays 
the  guitar  in  a  r'ecording 
^  studio  that  he  installed  in 

I  his  house  in  Berkeley. 

Although  many  years 
have  gone  by,  Seligman 
still  bears  the  rebel 
streak  that  made  him  re- 
sist his  father''s  urging  to 
go  to  law  school — "until  it 
was  my  idea."  Richard 
Dr'ogin,  a  statistics  profes- 
sor who  consults  for  the 
Saperstein  firm,  says  Se- 
ligman  quit  his  partner- 
ship because  "he  felt  the  direction  [at 
Saperstein]  was  getting  too  corpo- 
rate." Seligman  says:  "I  saw  my  joy 
curve  flattening  out."  But  viith  his 
comfortable  nest  egg,  he  is  able  to 
live  out  a  '60s  dream:  supporting 
public-inter'est  law  by  day  and  jam- 
ming away  in  a  personal  recor'ding 


studio  by  night. 


By  Russell  Mitchell 
in  Berkeley,  Calif. 
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Finance 


MARKETS 


PASSAGE  TO  INDIA, 
COMPLIMENTS  OF  GEORGE 

Purnendu  Chatterjee  is  running  a  billion-dollar  Soros  fund  despite  a  run-in  with  the  SEC 


Eveiyone  from  liis  boss  to  his  secre- 
taiy  calls  him  P.C.,  with  affection- 
ate infomiality,  and  his  understat- 
ed manner  can  be  almost  nerdy. 
Yet  45-year-old  PiUTiendu  Chatterjee  in- 
spires I'espect — and  sometimes  fear.  Foi- 
10  years,  global  investor  Geoi'ge  Soros 
has  taken  small  stakes  in  Chatterjee's 
lucrative  turnaround  ventures  in  the 
U.S.,  mostly  tiny  companies  with  a 
technological  niche.  Now,  at  the  helm 
of  Soros'  billion-dollar  Quantum  India 
Fund,  Chatterjee  is  making  waves  in 
the  country  of  his  birth.  For  Soros, 
Chatterjee  means  easier-  entree  into  one 
of  the  world's  most  promising  but  most 
regulated  emerging  markets.  And  the 
Soros  connection  puts  ample  resources 
at  Chatterjee's  disposal. 

The  return  of  this  native  son  to  his 
homeland,  trailing  a  world-famous  in- 
vestor's dollars  in  his  wake,  is  the  latest 
career  move  for  a  man  marked  by  con- 
troversy. As  recently  as  January,  1993, 
Chatterjee  was  dealing  with  a  Secur- 
ities &  E.xchange  Commission  allega- 
tion of  insider-  ti-ading.  A  few  yearvs  ear- 
lier, a  takeover  tar-get  took  him  to  court. 
Yet  Sor-os'  New  York  headcjuarter-s  is 
now  home  to  the  Chatter-jee  Gr-oup,  an 
affiliate  of  Sor-os  Fund  Management. 
And  even  befor-e  naming  him  as  princi- 
pal adviser-  to  the  new  India  fund,  Sor-os 
appointed  Chatterjee  to  co-manage  the 
$1.5  billion  Quantum  Industrial  Hold- 
ings Fund  and  $500  million  Global  Pow- 
er Investments,  two  funds  aimed  at  in- 
vesting in  emer'ging  markets. 

Canny,  meticulous,  and  at  home  in 
both  Anglo  and  Indian  cultures,  Chat- 
terjee has  obviously  proved  himself  to 
Soros,  despite  his  r-un-in  with  the  sec. 
Says  Anupam  Piuie,  who  heads  McKin- 
sey  &  Co.'s  Indian  operations  and  used 
to  wor-k  with  Chatterjee:  "P.C.  is  smart- 
er than  anybody  else  I  know,  by  a  fac- 
tor- of  at  least  10."  Geor-ge  Sor-os  de- 
clined to  comment  about  Chatter-jee  and 
their  investments. 

Chatter-jee  was  bor-n  to  a  middle-class 
family  in  Calcutta  and  went  to  one  of 
the  pr-estigious  Indian  Institutes  of 


Technology.  After  getting 
his  engineering  PhD  fr-om 
the  Univer-sity  of  Califor-nia 
at  Berkeley  and  working 
for-  a  while  at  the  Stanfor-d 
Resear-ch  Institute,  he 
spent  10  years  at  McKin- 
sey  in  the  U.  S.,  the  last 
two  as  a  partner.  During 
his  tenure  there,  he  mar- 
ried the  daughter-  of  Indian 
steel  magnate  Vir-en  Shah. 
He  now  divides  his  time 
between  India  and  New 
Yor-k  City,  wher-e  he  keeps 
a  modest  apartment  over-- 
looking  Centr-al  Par-k. 

His  background  clear-ly 
benefits  him  back  home, 
where,  despite  a  gr-adual 
liber-alization,  the  gover-n- 
ment  remains  wary  of  for-- 
eign  investor-s.  Just  last 
month,  the  Chatter-jee 
Gr-oup  secur-ed  a  26%  stake 
in  L'B  Ltd.,  a  conglomerate 
with  interests  in  brewing, 
distilling,  phar-maceuticals, 
engineering,  fertilizer-s,  and 
plastics. 

SLEEPING  BEAUTY.  Soros 
and  Chatter-jee  scored 
their-  fir-st  major-  coup  in 
India  last  May,  when  they 
br-ought  to  life  the  coma- 
tose Haldia  petr-ochemical 
pr-oject  near  Calcutta.  For- 
17  years,  the  pr-oject  was  a 
sleeping  beauty.  Then,  P.C.  reconfigur-ed 
Haldia's  business  plan  to  provide  better 
cash  flow.  Mor-e  important,  he  br-ought  a 
$200  million  capital  commitment  fr-om 
Sor-os.  Within  days,  the  pr-oject's  equity 
str-uctiu-e  was  finalized:  It  would  be  25% 
owned  by  Sor-os,  25%  by  the  state  gov- 
ei-nment  of  West  Bengal,  ar-ound  8%  by 
India's  Tata  family,  and  42%  publicly 
held.  Sor-os  made  this  move  through 
Chatterjee  Petr-ochemical,  a  company 
set  up  to  channel  funds  to  Haldia  and 
based  in  Mauritius,  which  has  favor-able 
tax  treaties  with  India. 


Chatterjee's 
Progress 

1974  Chatterjee  receives  PhD 
in  engineering  from  University  of 
California,  Berkeley,  proceeds  to 
Stanford  Research  Institute. 

1976  Joins  IVIcKinsey  &  Co.; 
promoted  to  partner  in  1984. 

1984  In  partnership  with 
George  Soros,  takes  over  compo- 
nents maker  John  Beall  &  Co. 

1990  Shareholders  of  T-bar, 
a  takeover  target,  sue  Chatterjee 
and  Beall  for  improper  trading; 
defendants  pay  $114,500 

1993  Chatterjee  pays 
$643,855  in  an  SEC  consent 
decree  for  insider  trading  of 
Foxboro,  an  electronics  company 
in  which  he  and  Soros  hold  a 
combined  4.8%  stake. 

1994  Soros  appoints  Chatter- 
jee investment  manager  for  the 
$1.5  billion  Quantum  Industrial 
Holdmgs,  $500  million  Global 
Power  Investments,  and 
$1  billion  Quantum  India  Fund. 

DATA;  BUSINESS  WEEK 


The  local  press  loved  it.  Besides  mak 
ing  much  of  Chatterjee,  the  media  her  m 
aided  Soros  as  a  Hungarian  Jew  wh( 
had  escaped  the  Holocaust  and  took  per 
sonal  inter-est  in  India's  downtrodder 
millions.  DowTistr-eam  industry  will  pro 
vide  100,000  jobs  for  the  region  wher< 
P.C.  was  bor-n. 

With  an  evolving  middle  class  and  ; 
24%'  personal  savings  rate,  India  nov 
has  P.C.  excited  about  retail  financia 
services.  In  1994,  the  Chatterjee  Grou]  jfr, 
took  a  24%  stake  in  a  Calcutta-base( 
brokerage.  P.  C.  has  also  agreed  to  in 
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$50  million  of  Soros'  money  in  the 
t-management  ar-m  of  General  In- 
nce  Corp.,  India's  largest  property 
alty  insurer.  The  company  expects 
3awn  a  series  of  mutual  funds, 
ringing  First  World  conveniences 
1  as  mutual  funds  to  the  Third 
Id  always  seems  to  bring  out  the 

in  P.C.  For  example,  Phoenix  Infor- 
ion  Systems,  based  in  St.  Peters- 
Fla.,  had  been  developing  airline- 
rvations  software  for  emerging 
kets  since  1986.  It  was  still  flounder- 
in  1992,  when  P.C.  began  accompa- 
g  Phoemx  managei-s  on  trips  to  Chi- 
Russia,  and  India.  By  late  1994, 
e  joint  ventures  were  in  place,  the 


been  as  welcome  as  they  were  at  Phoe- 
nix. Chatterjee  fo-st  met  Soros  in  1983, 
when  P.C.  was  a  partner  at  McKinsey 
and  growing  restless  with  consulting. 
A  year  later,  the  two  bought  a  tiny 
electrical  components  manufacturer 
called  John  Beall  &  Co.  At  the  time, 
Soros  invested  only  $340,000.  But  he 
and  Chatterjee  subsequently  used  Beall 
as  a  vehicle  for  other  investments. 

One  was  a  19S6  hostile-takeover  at- 
tempt of  T-bar,  a  .$50  million  computer 
company  based  in  Wilton,  Conn.,  that 
eventually  fled  into  the  amns  of  a  less 
hostile  suitor  PC's  attempts  to  acquire 
the  company  prompted  a  lawsuit.  T-bar 
alleged  that  Chatterjee  and  Beall  bene- 


CHATTERJEE: 
AT  HOME  IN 
BOTH  EASTERN 
AND  WESTERN 
CULTURES 


Chatterjee 
developed 
a  reputation 
for  buying 
stakes  in 
struggling 
companies, 
getting  on 
their  boards, 
and  breaking 
them  up.  His 
new  mission 
is  to  build 
companies 
-and  industries 


of  which  is  expected  to  be  up  and 
ling  in  China  by  mid-Febiiiaiy. 
hen  came  capital  from  Soros,  Chat- 
ee,  and  Quantum  Industrial  Hold- 
,.  They  initially  bought  1.3  million 
■es  of  Phoenix,  for  90(f  a  share,  then 
mitted  an  additional  $12  million.  Ul- 
itely,  the  Soros  group  will  own 
'%  of  Phoenix — and  it  holds  war- 
;s  to  purchase  shares  in  the  futui-e 
as  little  as  72(Z.  Phoenix  shares  are 
■ently  seUing  for  $1.31. 
/hile  P.C.  and  Soros  have  made 
ley  together,  they  have  not  always 


fited  from  short-swing  profits  through 
trading  T-bar  stock  aftei'  they  had  ac- 
quired a  10%-plus  ownership  in  the  com- 
pany, violating  SEc  restrictions  against 
such  trading  by  officers,  directors,  and 
10%  shareholders.  The  court  ordered 
Chatterjee  and  Beall  to  pay  $114,500. 
Quizzed  about  the  case,  Chatterjee  says 
he  thinks  T-bar's  lawyers  were  just  try- 
ing to  buy  the  company  time  to  get  an- 
other bid. 

It  was  PC's  involvement  in  Foxboro 
Co.,  a  $600  million  Massachusetts-based 
maker  of  industrial  instruments,  that 


prompted  the  sec  investigation.  Soros 
and  P.C.  had  accumulated  a  4.8%  stake 
in  the  company,  and  Chatterjee  was  on 
the  board,  when  it  was  sold  to  a  British 
conpany  in  1990.  Chatterjee  was  ac- 
cused of  supplying  inside  information 
on  Foxbor-o,  before  the  sale,  to  an  indi- 
vidual in  Fr-ance  and  a  consultant  in 
Connecticut.  He  paid  $643,855  in  a  con- 
sent decr-ee  with  the  SEC  without  ad- 
mitting any  wr-ongdoing. 
BITTER  STRUGGLE.  Chatterjee  developed 
a  r-eputation  for  buying  companies,  get- 
ting on  their  boar-ds,  and  breaking  them 
apart.  Says  analyst  Thomas  Carley  of 
Jensen  Securities  Co.  in  Portland,  Ore.: 
"If  you  look  at  everything  he  touched, 
ther-e  was  r-estructuring, 
sales  of  the  assets  or  of 
the  company  itself." 

Perhaps  the  bitter-est 
str'uggle  was  fought  in 
1991-94  at  Tektronix  Inc.,  a 
$1.3  million  computer  and 
electronic  instriimentation 
company.  Quantum  Fund, 
Soros,  and  Chatterjee 
bought  into  Tektronix  at 
$18  to  $20  a  share,  when 
analysts  were  estimating 
the  company's  breakup  val- 
ue at  $40  to  $42.  According 
to  analysts,  P.C.  gave  man- 
agement an  ultimatum:  Re- 
alize this  value  or  you're 
history.  The  Soros  gr-oup 
finally  capped  its  owner- 
ship at  14.9%'  of  the  com- 
pany in  exchange  for-  two 
boar-d  seats. 

During  1992-94,  a  host 
of  divisions  were  spun  off. 
Says  Shawn  Willar-d,  an 
analyst  with  Charter  In- 
vestment Gr-oup  Inc.  in 
Portland,  Or-e:  "Somebody 
had  to  be  the  bad  guy,  and 
P.C.  was  it.  [Tek]  had 
some  phenomenal  technol- 
ogy, but  they  had  no  idea 
what  to  do  with  it."  By 
November-,  1994,  Tek  stock 
was  nearing  its  breakup 
value.  Soros  and  Chatter- 
jee began  selling  at  $35  to 
$37  a  shar-e,  double  their-  jwchase  price. 

In  India,  Chatterjee  and  Soros  in- 
tend to  build  companies,  not  break  them 
up.  But  they'r-e  betting  that  their  syner- 
gy will  be  just  as  successful  in  a  market 
where  they  have  to  start  from  scratch. 
Chatterjee  says  very  little  of  his  own 
funds  are  invested  in  India:  "Almost 
ever-ything  is  Soros.  I  need  his  money." 
Appar-ently,  there's  something  about  P.C. 
that  George  Sor-os  needs,  too. 

By  Louise  Nanieth  and  Joan  Warner 
in  New  York,  mth  Shekhar  Hattangadi 
in  Bombay 
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Finance 


DEALS 


WHO  SAYS  THE 
CONGLOMERATE  IS  DEAD? 

Not  Dover.  It  has  70-plus  businesses  and  is  still  acquiring 


Late  last  year,  itt 
Corj).,  the  quintes- 
sential conglomer- 
ate, took  another  step 
to  shed  that  label  by 
deciding  to  divest  its 
financial  services  oper- 
ations and  concentrate 
on  a  narrower  range 
of  businesses,  notably 
entertainment.  It  was 
further  evidence  of 
the  conventional  wis- 
dom of  the  1990s:  Fo- 
cus on  a  few  core 
businesses. 

At  least  one  compa- 
ny, however,  is  thiiv- 
ing  by  defying  the 
gospel:  Dover  Coip.,  a 
large  ($3  billion  in 
sales)  but  little-known 
manufacturer  with  54 
operating  companies 
engaged  in  more  than 
70  diverse  businesses, 
from  elevators  and 
garbage  trucks  to  valves  and  welding 
torches.  Founded  in  1955,  Dover  flouts 
convention  in  other  ways.  Abidingly  re- 
clusive, it  had  refused  press  requests 
for  interviews  for  a  decade  before 
agreeing  to  talk  with  BUSINESS  week 
recently. 

Its  spartan  New  York  headquarters, 
staffed  by  just  22  employees,  resembles 
a  dentist's  office:  The  cramped  recep- 
tion area  features  a  couple  of  carved 
ducks  under  glass  and  prints  of  himters 
and  bird  dogs.  Although  Dovej-  general- 
ly eai'ns  high  mai'ks  for  its  frugal  ways, 
some  Wall  Streeters  complain  that  the 
company  is  so  miserly  that  prospective 
investors  have  to  badger  it  to  get  on 
the  mailing  list  for  earnings  statements. 

The  statements  are  worth  the  effort. 


Making  It  Work 

THE  STRATEGY 

•  Give  near-total  autonomy  to 
subsidiary  business  managers 

•  Foster  risk-taking  and 
entrepreneurship 

•  Keep  headquarters  staff  and 
overhead  at  a  minimum 

•  Buy  healthy  companies  at 
reasonable  prices,  retain 
existing  management 

•  Don't  worry  about  synergy 

THE  RESULTS 

200  — 
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More  than  anything 
else,  Dover  is  a  per- 
petual-acquisition ma- 
chine, a  case  study  of 
the  art  of  the  deal.  Al- 
though Dover's  earn- 
ings have  gi'ovra  inter- 
nally at  a  rate  of 
about  5%  to  10%  an- 
nually, acquisitions 
have  typically  pro- 
pelled eaiTungs  growth 
to  as  much  as  20%.  In 
1994,  Dover  spent 
more  than  $180  million 
to  buy  10  new  compa- 
nies, mostly  small, 
low-tech  manufactur- 
ing and  machineiy  op- 
erations such  as  Mid- 
land Manufacturing 
Co.,  a  maker  of  safety 
valves  for  railway 
tank  cars. 

On  Jan.  19,  analysts 
look  for  the  company 
to  report  record  1994 
net  income  of  nearly  $200  million,  or 
about  $3.45  a  shai'e,  according  to  Zacks 
Investment  Research.  Says  Chief  Fi- 
nancial Officer  John  R  McNiff: 
"Earnings  will,  as  everyone 
expects,  be  quite  positive." 
For  1995,  analysts  are 
generally  forecasting  a 
13%  increase. 

So  how  does  Dover  make 
a  conglomerate  work?  The 
answer  lies  in  a  corporate 
cultui'e  that  encoiu-ages  busi 
ness  heads  to  manage  their 
companies  as  if  they 
owned   them,  con 
ducts  an  aggi'essive 
and  opportunistic 
but  disciplined  ac- 


Em^K^^Biwh^M  Dover  favors  basic 
manufacturers  that  are  strong,  but 
smaller  than  other  bidders  want 


quisition  program,  and  keeps  expenses 
to  an  absolute  minimum.  That  formuh] 
has  consistently  produced  returns  or 
shareholders'  equity  in  the  high  teenu^ 
and  average  annual  total  return  ttp 
stockholders  of  neai'ly  14%  over  the  lasti, 
decade.  j. 

In  his  first  intemew  since  succeeding; 
Chairman  Gary  L.  Roubos  as  chief  exeei 
utive  last  May,  President  Thomas  L 
Reece,  52,  didn't  hesitate  when  asked 
Dover  was  the  antithesis  of  itt.  "That's 
how  we  see  it,"  he  said  bluntly. 
UNCONCERNED.  Still,  some  analysts  havi 
begun  to  wonder  if  Dover  could  soorjj 
become  a  victim  of  its  own  good  forf 
tune.  Part  of  its  success  has  stemmec 
from  its  abiUty  to  acquire  companies  in 
expensively  because  they  have  usuallj 
been  too  small  to  show  up  on  the  radai 
screens  of  othei-  potential  bidders.  Now 
however,  for  Dover  to  keep  gi'owing  a1 
its  historic  pace,  says  EU  Lustgarten,  i 
PaineWebber  Inc.  analyst,  the  size  o: 
acquisitions — and  the  relative  prices  paic 
for  them — will  be  forced  up.  Says  Mc 
Niff:  "I've  heard  that  comment  since  ] 
joined  the  company  13  years  ago." 

If  Reece  is  concerned  about  his  abil 
ity  to  emulate  his  predecessors,  he  does 
not  show  it.  Like  all  but  one  previous 
Dover  ceo,  Reece,  who  grew  up  on  j 
farm  in  Michigan,  rose  through  th( 
Dover  ranks.  "I'm  not  coiTiing  in  as  ai 
agent  of  change,  but  as  an  agent  of  per 
petuation,"  he  says,  adding  that  hii 
management  style  is  barely  distinguish 
able  fi'om  Roubos'.  "He  has  a  mustache 
and  is  a  better  skier,"  Reece  quips. 

That  said,  Reece  acknowledges  that'll 
"we  have  told  managers  to  be  a  Uttl^ai 
more  aggressive  in  gi'owing  their  busi 
nesses."  One  way  company  president; 
will  accomplish  that  is  by  making  i 
more  so-called  "bolt-on"  acquisitions  n 
than  they  have  in  the  past.  In  1993  k 
for  example,  Dover  bought  Phoenb  r 
Refrigeration    Systems,  whicl 
makes  cooling  units  for  supermarket  lo 
display  cases.  Then  last  year,  Phoe 
nix  bought  Hill  Refrigeration  Inc. 
a  maker  of  display  cases,  ena 
bling  the  combined  Hill  J 
Phoenix  to  manufac 
tui-e  complete  uniti 
and  compete  mon 
effectively  wit! 
Hussmann  Corp. 
the  mai'ket  leadei 
To   date,  Dove] 
has  gTown  mostlj  1 
through  acquisi 
tions  of  small  bu' 

CEO  REECE:  "AN 
AGENT  OF 
PERPETUATION" 
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thy  stand-alone  companies.  TyiMcal- 
hese  companies  dominate  the  busi- 
;;  a  market  share  of  30%  or  more  is 
unusual,  says  Reece. 
lover  makes  little  or  no  effort  to 
eve  synergies  among  its  holdings, 
t  approach,  says  Goldman,  Sachs  & 
analyst  Jack  L.  Kelly,  has  helped 
void  overpaying  for  companies  be- 
ie  they  seem  to  be  good  fits.  "We 
;  a  careful  look  at  anything"  vdth  a 
e-earnings  ratio  over  15,  says  Di- 
or Magalen  0.  Bryant,  Dover's  sin- 
largest  shareholder, 
buying  companies,  Dover  admits  to 
mistakes.  Reece  says  Dover  has 
ed  up  divesting  only  about  five, 
letimes  Dover's  companies  get  in 
1  other's  way.  One  example:  Dova- 
1  Inc.,  a  circuit-board  assembler, 
tup  Dovatron  found  itself  competing 
ctly  with  other  circuit-board  assem- 
■s  that  w^ere  customers  of  another 
er  unit.  Dover  spun  off  Dovatron 
hareholders  in  1993. 
ONOMY.  Dover  rarely  departs  from 
practice  of  gi-anting  nearly  total  au- 
)my  to  existing  management.  Refer- 
;  to  himself  and  other  senior  Dover 
I'utives,  Reece  says:  'We  try  to  stay 
of  the  way."  He  boasts  that  all  but 
)ut  of  22,000  employees  are  engaged 
ictivities  directly  related  to  manu- 
uring  products.  The  tiny  New  York 
f  handles  such  matters  as  coi-porate 
itegy,  finance,  and  legal  affaii's. 
n  contrast  to  some  diversified  compa- 
■  that  tend  to  burden  operating  units 
1  overhead  and  stifie  entrepreneuri- 
nstincts,  Dover  enables  its  compa- 
5  to  take  even  greater  risks  and 
w  much  faster  than  they  could  if 
Y  remained  independent,  says  Wil- 
1  D.  Rogerson,  president  of  De-Sta- 
a  Troy  (Mich.)  Dover  unit, 
lome  analysts  have  criticized  Dover 
moving  too  slowly  overseas,  however, 
light  of  the  economic  recovery  now 
er  way  in  Europe,  for  example,  ana- 
,  Kelly  says:  "Ideally,  you'd  like  a 
ipany  vdth  more  exposure  there  than 
^er  has."  But  CFO  McNiff  counters 
:  when  its  large  Dover  Elevator  Sys- 
is  division  is  excluded,  more  than  30% 
)over's  domestic  production  is  export- 
And  lately,  Dover  Elevator  has  nego- 
sd  four  joint  ventures  in  China,  which 
xpected  to  become  the  world's  lai-gest 
'ket  for  new  elevator  sales.  At  least 
source  familiar  vdth  the  elevator  in- 
tiy  thinks  that  Dover  Elevator-  vdll 
;  stiff  competition  ther-e,  as  elsewhere 
ihe  overseas  elevator  market,  from 
3  and  estabhshed  for-eign  rivals. 
50  far,  though,  Dover's  powerful  con- 
merate  machine  has  proved  itself 
re  than  adept  at  grinding  up  the 
ipetition. 

By  Phillip  L.  Zweig  in  New  York 


INVESTMENTS 


THE  CASE  FOR  ELECTRIFYING 
YOUR  PORTFOLIO 

The  threat  of  utility  deregulation  may  be  overblown 


They're  battered.  They're  bloody. 
And,  say  some  analysts,  they're 
bargains.  After  a  year  of  being 
whacked  by  inter-est-r-ate  hikes  and  fear's 
that  deregulation  would  spar-k  brutal 
price  competition,  electric  utilities  seem 
ready  for-  a  comeback.  Fears  of  dr-amat- 
ic  deregulation  may  be  overdone.  Be- 
sides, while  competition  dims  the  out- 
look for  some  companies,  it  brightens 
prospects  for  others. 

Deregulation  in- 
spir-es  fear-  and  loath- 
ing among  investors 
because  it  could  bring 
price  wars  to  an  in- 
dustry whose  appeal 
has  been  its  status  as 
a  state-sanctioned 
monopoly.  Cur-rently, 
utilities  are  able  to 
pass  along  operating 
costs.  And  if  a  plant 
has  high  fixed  costs, 
that  will  filter  into 
rates,  too.  Some  in- 
dustrial companies, 
however-,  have  suc- 
cessfully pressured 
utiUties  for  discounts. 
Now,  if  a  concept 
called  "retail  wheel- 
ing" catches  on,  other 
big  user-s  may  draw 
competitive  rates  fi-om  utilities  outside 
their  region,  then  just  pay  a  transmis- 
sion fee  to  a  local  utility.  Low-cost  pr-o- 
ducers  may  gain  market  share.  High- 
cost  producers  might  have  to  cut  rates. 
YEARS  AWAY.  But  the  mar-ket  has  over-- 
reacted  to  the  threat.  T.  Rowe  Price 
Associates  Inc.'s  David  J.  Wallack,  for 
one,  notes  that  retail  wheehng  has  yet 
to  be  approved  by  any  state,  although 
Michigan  is  experimenting  with  it.  Even 
if  it  does  become  widespread  in  several 
years,  Wallack  argues  that  rates  will 
not  come  under  as  much  pr-essure  as 
the  stock  market  seems  to  expect.  And 
by  that  time,  he  says,  the  stocks  may 
benefit  from  a  power-supply  crunch, 
since  utilities  are  spending  less  money 
on  building  capacity.  Wallack's  stock- 
picking  approach:  Buy  stocks  that  have 
been  beaten  up  the  most.  He  likes  Cen- 
terior  Energy,  Niagara  Mohawk  Power, 
and  Pacific  Gas  &  Electric. 


ELECTRIC  UTILITIES  HAVE 
TAKEN  A  BEATING 
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Even  if  r'etail  wheeling  has  mor'e  im- 
pact than  Wallack  predicts,  it  doesn't 
spell  doom  for  aU  utilities.  Investors  can 
profit  by  focusing  on  low-cost  pr-oducers. 
Kit  Konolige,  Mor-gan  Stanley  &  Co.'s 
electric  utility  analyst,  favor-s  Public 
Service  Co.  of  Color-ado.  It  has  a  divi- 
dend yield  of  6.8%,  has  a  big  cost-cut- 
ting program,  and  ser'vices  a  thriving 
area.  He  also  likes  Atlanta-based  South- 
ern Co.  for  its  "solid, 
low-cost  operations 
and  growing  service 
ter-ritory." 

COMEBACKS.  Pacifi- 
Corp,  which  operates 
mostly  in  Utah  and 
Or-egon,  may  also  ben- 
efit ft'om  competition. 
"There  are  some  very 
high-cost  utilities  in 
California,  with  r'ates 
ahnost  double  those  of 
PacifiCorp,"  says  Bar- 
r-y  M.  Abramson, 
Mor-gan  Stanley's  sen- 
ior utilities  analyst. 
"In  a  der-egulated  en- 
vironment, PacifiCorp 
will  have  many  new 
opportunities,  and 
they  have  excess 
power  they  could  sell 
into  Cahfomia." 
Turnar-ound  situations  also  warrant 
attention.  Take  lUinova  Corp.  in  Deca- 
tur, 111.  Its  yield  is  only  4.5%,  but  its 
pay-down  of  debt,  its  cost-cutting  pro- 
gr-am,  and  a  cyclical  upturn  in  some  of 
its  service  areas  pr-esage  good  ear-nings 
and  dividend  gr"owth.  A  similar  play  is 
Phoenix-based  Pinnacle  West  Capital 
Corp.  Konolige  expects  both  stocks  to 
have  one-year  total  r-etur-ns  of  20%.  cms 
Energy  Corp.  is  also  r-ecovering  from 
financial  woes.  But  that's  not  why  Ab- 
r-amson  is  a  fan.  "It  is  one  of  the  more 
aggressive  U.  S.  companies  in  making 
new  investments  in  international  power 
projects,"  he  says.  "And  there's  an  awfvl 
lot  of  growth  in  other  countries." 

Clearly,  with  deregulation  on  the 
agenda,  utilities  ar-e  no  longer  the  safe 
haven  they  once  were.  But  for  astute  in- 
vestors, the  change  may  bring  rewards 
that  could  be  sweet  indeed. 

By  Suzanne  Woolley  in  New  York 
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Finance 


TAKEOVERS 


IS  KEMPER  TRYING 

TO  GIVE  AWAY  THE  STORE? 

The  CEO  seeks  a  quick  sale.  Going  it  alone  makes  better  sense 


By  the  night  before 
Christmas,  Kem- 
per Corp.  Chief 
Executive  David  B. 
Mathis  ah-eady  had  his 
New  Yeai-'s  resolutions 
in  order.  At  a  Dec.  23 
annual  meeting  in  Chi- 
cago, Mathis  set  out  to 
soothe  stockholders  of 
the  financial-services 
company,  who  were 
upset  with  his  han- 
dling of  takeover  bids 
from  General  Electric 
Co.  and  Conseco  Inc.. 
Both  bids  had  been 
abandoned,  causing  a 
sharp  drop  in  Kempei- 
stock. 

To  push  the  stock 
back  up,  Mathis  re- 
solved  to  find  another  buyer.  Goldman, 
Sachs  &  Co.,  he  told  the  sparse  crowd, 
was  already  circulating  the  offering 
books  to  prospective  buyers.  "The  for- 
sale  sign,"  Mathis  declared,  "is  up." 
HERO  TO  GOAT.  But  should  it  be?  Math- 
is'  plan  has  all  the  eaiTnarks  of  a  fire 
sale:  an  eager  seller  in  a  weak  nego- 
tiating position  peddhng  damaged  goods 
at  an  inopportune  time.  With  financial- 
sei'vices  companies  out  of  favor  because 
of  rising  interest  rates,  it's  clear  Kemper 
today  can't  command  the  $67  per  share 
Conseco  offered  in  June.  Even  the  $60 
that  GE  floated  in  May  would  be  a 
stretch.  As  of  early  January,  analysts 
pegged  the  likely  opening  bid  at  $50 
per  shai-e.  "It's  a  tenible  time  to  sell  it," 
argues  Robert  W.  Back,  an  analyst  at 
SNC  Caj:)ital  Management  Corp.  Yet  mo- 
mentum is  building  for  a  quick  sale, 
with  Dean  Witter  Discover,  SunAmerica, 
and  Bank  of  Montreal  among  the  ru- 
mored interested  buyers. 

The  best  outcome  for  Kemper,  though, 
■;iight  be  no  sale  at  all.  Before  ge  came 
long,  Mathis  had  just  finished  a  broad 
-ti-ucturing  that  never  had  a  chance  to 
^om.  After  becoming  ceo  in  1992,  he 
ik  decisive  steps  to  halt  real-estate 
1  litigation  losses  that  had  undemnined 
-Tiper's  results  for  years.  He  exited 


A  WILD  RIDE 
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Conseco  bids  5 
$67  in  cash 
and  stock 


MATHIS:  H/s  rrstni ctui-ing  never  had  a  chance  to  bloom 


cyclical  businesses  that  had  made  the 
company's  eaiTiings  unpredictable,  selling 
foui"  major  subsidiaries.  He  integrated  its 
life-insurance  operations,  consolidated  its 
money-losing  broker-dealer,  and  posi- 
tioned the  mutual-fund  arm  for  expan- 
sion. "You've  got  the  potential  for  a 
much  better  company  two  years  down 
the  road,"  says  analyst  Ira  L.  Zucker- 
man  at  S.  B.  S.  Financial  Group. 

Yet  due  to  his  management  of  the 
takeover  maneuvering,  the  gentlemanly 
Mathis  has  gone  ft"om  hero  to  goat.  In- 
itially, a  defiant  Mathis  accused  GE  of 


GE  bids  $55  cash 
per  share  for  Kemper  I 
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ti-jing  to  "steal"  a  resurgent  Kemper 
with  a  "lowball"  $55  bid.  But  after  ge 
upped  its  bid  to  $60,  he  allowed  the 
deal  to  slip  thr-ough  his  finger's.  Then  he 
embraced  little-known  Conseco,  which 
ended  up  being  unable  to  finance  the 
deal.  "You  went  to  bed  with  a  company 
that  was  a  dwarf  against  a  giant, 
don't  call  that  gr'eat  management,"  com 
plained  Hans  Mueller-,  an  investor  and 
Milwaukee  businessman,  at  the  annua 
meeting. 

Investors  and  analysts,  further,  gripe 
that  top  Kemper  executives  have  the 
wi'ong  incentive  to  sell — golden  para- 
chutes pajing  as  much  as  $19  miUion — 
and  new  jobs  waiting  in  the  wings.  Ma- 
this, for  instance,  has  agreed  to  head 
Kemper"'s  former  parent — the  now-in 
dependent  Kemper  National  Insurance 
Cos. — once  he  extricates  himself  ft-om 
his  current  position.  That  hardly  in 
spires  confidence  in  management.  "I 
don't  get  the  sense  their  heart  is  still  in 
it,"  says  Robert  N.  Gensler  of  T.  Rowe 
Price  Associates  Inc.,  which  sold  a  large 
Kemper  stake  last  year.  Neither  Ma- 
this nor  a  Kemper  spokesman  would 
comment. 

Mathis  has  pledged  not  to  give  away 
the  company  at  "an  inadequate  price.' 
And  when  he  was  battling  against  ge 
last  spring,  he  appealed  for  another  year 
of  independence  so  Kemper  could  reap 
the  benefits  of  its  restraicturing.  But 
with  antsy  institutional  investor's  push- 
ing for  an  immediate  payoff,  he's  likely 
to  go  for  a  quick  deal. 
DEFECTIONS.  But  maybe  he  should  just 
take  down  the  for'-sale  sign.  To  be  sure 
the  recent  turmoil  has  hur-t,  trigger- 
ing broker  defections  at  Kemper's 
shaky  securities  firm  and  discouraging 
independent  br'okers  and  financial  plan 
ners  from  selling  its  mutual-fund  and 
annuity  products.  But  Kemper's  life 
insur'ance  units  are  posting  strong  re 
suits  after  an  investment-portfolio  re 
vamp  last  year.  And 
the  asset-manage 
ment  arm,  which  has 
suffered  along  with 
most  mutual-fund 
companies,  remains 
a  strong  fr-anchise 
that  could  benefit 
from  consolidation  in 
the  industry. 

Whatever  the  case, 
Mathis  needs  to  put 
an  end  to  the  un- 
cer'tainty  soon — and 
vrithout  selling  Kem 
per  short. 

By  Greg  Bums  in 
Chicago 
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"For-sale  sign  is  up," 
Kemper  tells  shareholders 
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The  right  multimedia  notebook  can  give  you  a 
decided  advantage  in  your  work.  That's  why  we  made 
the  TravelMate  M  Series  notebook  computers. 

These  powerful  multimedia  machines  give 
you  desktop  PC  capabilities  in  a  portable  package, 
including  the  industry's  first  truly  portable, 
battery-powered  CD-ROM  Docking  System.  So  you 
have  the  fi-eedom  to  use  them  anytime,  anywhere. 

The  M  Series  continue  the  TravelMates' 
award-winning  reputation  for  incredible  power, 
performance  and  reliability.  Each  comes  standard 
with  16-bit  sound,  a  built-in  speaker  and  micro- 


phone, plus  a  choice  of  486  processors  to  handle 
fuU-motion  video  and  speed  you  through  other 
multimedia  applications. 

And  the  optional,  battery-powered  CD-ROM 
Docking  System  gives  you  access  to  the  growing 
libraries  of  CD-ROM  software,  no  matter  where 
you  are. 

The  Tl  TravelMates.  They're  for  people  who 
are  going  places. 

For  more  information  or  the  name  of  the 
dealer  nearest  you,  call  1-800-TI-TEXAS 
(1-800-848-3927). 
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Inside  Wall  Street  \ 


BY  GENE  G.  IWARCiAL 

OOMPH  FROM 
MUSCLE  CHIPS' 

International  Rectifier  (irf)  is  by  no 
means  a  household  name.  But  boy, 
do  the  big  boys  love  this  Big  Board 
stock.  Institutional  investors  have  been 
snapping  up  the  shares,  driving  them 
to  25  from  15  in  July.  And  they  say 
that  the  ride  isn't  over  yet.  One  New 
York  money  manager  swears  that  the 
stock  is  going  to  sizzle  to  40.  What's 

HEADING  FOR  40? 
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so  hot  about  International  Rectifier? 

Three  things:  Its  products  have  fast- 
growing  markets  worldwide.  Earnings 
have  been  popping  and  are  expected  to 
exceed  Street  expectations.  And  Rec- 
tifier's growing  links  with  Motorola 
have  led  pros  to  speculate  on  a  take- 
over. In  a  buyout,  Rectifier  is  estimat- 
ed to  be  worth  45  a  share. 

At  first  glance,  the  company  would 
seem  to  operate  in  the  volatile  semicon- 
ductor industry,  since  it  is  a  major  pro- 
ducer of  "power"  semiconductors.  And 
Rectifier  seems  closely  linked  to  the 
cyclical  auto  industry,  because  its  major 
product  is  used  as  an  electi'onic  switch 
for  brakes  and  fuel-injection  systems. 

In  fact,  Rectifier  makes  metal-oxide 
semiconductor  field-effect  transistors 
(mosfets),  which  switch  or  control 
electricity  at  high  voltage.  They  serve 
a  more  diversified  market  than  semi- 
conductors: MOSFETS  are  used  in  cars, 
computers,  TVs,  copiers,  fax  machines, 
fluorescent  lamps,  and  aerospace  ap- 
plications.. So  when  the  semiconductor 
industry  is  in  a  slump,  demand  for  mos- 
fets is  less  apt  to  droop. 

MOSFET  transistors,  which  Rectifier 
pioneered,  have  grown  at  a  steady  an- 
nual 24%  over  the  past  five  years.  As 
an  example  of  their  growing  applica- 


tions, an  average  car  now  uses  40  to 
100  MOSFETS,  up  from  fewer  than  10 
five  years  ago.  Some  15%  of  Rectifi- 
er's MOSFETS  go  into  autos  and  25% 
into  computers.  Michael  Gumport  of 
Lehman  Brothers  says:  "If  memory 
chips  are  the  brain,  power  transistors 
are  the  muscle  chips  that  act  on  what 
microprocessors  want  to  do." 

Gumport  has  raised  his  earnings  es- 
timates three  times  this  year  to  catch 
up  with  Rectifier's  rebound:  It  stum- 
bled in  1992  and  1993  from  manufactur- 
ing problems.  In  the  year  ended  June 
30,  1994,  Rectifier  made  780  a  share, 
vs.  a  150  loss  in  1993.  In  1995,  Gum- 
port sees  the  net  jumping  to  $1.50  and 
to  $1.70  in  1996 — more  or  less  in  line 
with  the  estimates  showTi  in  the  chart. 

Rectifier  claims  20%  of  the  $2  billion 
power-transistor  market — nearly  twice 
as  much  as  Motorola.  Some  big  inves- 
tors think  Motorola  may  seek  to  up 
its  share  of  this  growing  business  by 
going  after  Rectifier.  Early  in  January, 
the  two  companies  signed  a  long-term 
cross-licensing  agreement  for  patents 
they  hold  in  the  technologies  of  power 
MOSFETS  and  related  products.  This  lat- 
est pact,  some  traders  say,  could  be 
the  first  step  towards  a  Motorola  move 
on  Rectifier.  Both  Rectifier  and  Motoro- 
la declined  comment. 


A  BIOTECH  BABY 
CATCHES  COLD 

Tiny  North  American  Vaccine  (Nvx) 
certainly  has  guts.  It  wants  to  get 
its  foot  into  a  small  field  controlled  by 
such  biggies  as  Merck  and  American 
Cyanamid.  But  startup  North  Ameri- 
can is  waging  a  losing  battle,  says 
Evan  Sturza,  editor  of  Sturza's  Medical 
Investment  Letter. 

Specifically,  it's  gunning  to  sell  vac- 
cines against  common  bacterial  and  vi- 
ral diseases.  Its  lead  product,  DTaP, 
targets  acellular  pertussis — or  whoop- 
ing cough.  The  company  is  up  against 
the  short-sellers,  who  insist  DTaP  is 
less  effective  than  the  inexpensive  vac- 
cines already  available.  The  market 
seems  to  agree:  Since  September,  the 
stock  has  slumped  from  14  to  8. 

Results  of  the  vaccine's  third  clinical 
test,  according  to  President  Sharon 
Mates,  showed  that  only  4%  of  chil- 
dren receiving  DTa?  came  down  with 
whooping  cough,  compared  with  14%  of 
the  control  group.  She  points  out  that 
this  represents  "a  reduction  of  71%  in 
the  incidence  of  disease." 


No  so  fast.  Sturza  says  that  this 
71%  reduction  rate  is  not  so  good  as 
those  of  other  acellulai-  and  whole-cell 
vaccines,  which  have  efficacy  rates  of 
80%  to  85%.  North  American's  stock 
has  fallen  25%  just  since  it  announced 
the  trial  results.  But  even  at  its  cur- 
rent price,  Stui-za  feels  it  is  overval- 
ued— and  worth  only  3.  A  company 
spokeswoman  says:  "We  remain  opti- 
mistic about  our  vaccine,  and  we'll  file 
for  Food  &  Drug  Administration  ap- 
proval this  quarter." 


AMID  THE  RUBBLE. 
A  MEXICAN  GEM 


Since  the  peso's  tumble,  Mexican 
stocks  have  been  ferociously  ham- 
mered, with  many  losing  40%  to  80% 
of  their  value  in  just  a  few  weeks. 
Many  American  investors  have  bailed 
out  fast.  But  not  all.  Money  manager 
Willie  Weinstein  is  among  the  dare- 
devils scooping  up  the  leavings. 

One  pick  is  Banca  Quadrum  (qdrmy), 
a  little-known  financial  company  that 
converted  itself  into  a  commerciaJ  bank 
in  November.  Its  shares  have  coUapsed 
to  B'A,  down  Irom  20  in  August.  Previ- 
ously called  Servicios  Financieros 
Quadrum,  this  Mexico  City  outfit  pro- 
vides small-to-midsize  Mexican  busi- 
nesses with  financing — usually  secured 
by  accounts  receivables. 

Weinstein  expects  the  bank  to  re- 
main solidly  pi'ofitable.  Adjusted  for 
the  sudden  peso  devaluation,  its  earn- 
ings were  800  a  share  in  1994,  he  fig- 
ures. For  1995,  Weinstein  foresees  950 
or  more. 

But  the  important  thing,  he  says,  is 
that  Quadrum  has  become  even  more 
undervalued:  It's  trading  at  book  value 
of  $5  a  share — and  at  a  depressed 
multiple  of  five 

HAMMERED 
WITH  THE  PESO 
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times  its  esti- 
mated earnings 
for  1995.  "The 
company  has 
assets  of  ex- 
tremely high 
quality,"  he 
says.  The  bal- 
ance sheet  is 
strong,  with 
little  debt,  he 
adds.  He's  con- 
vinced that  the 
stock  will  head 
back  north — to 
12  in  the  com- 
ing year. 


9! 


Ho 
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THE  1994  BUSINESS  WEEK  EUROPE  ROUNDTABLE  OF  CHIEF  EXECUTIVES 


Great  Expectations: 
iurope,  China,  the  Emerging  Markets 


i  M  anagement  didn't  get  smart,"  says 
if  I  Siemens  Nixdorf  CEO  Gerhard 
W  I  Schulmeyer,  "the  old  system  just 
t  work  anymore.  That's  why  we're  chang- 
The  old  system  for  most  European 
)rations  was  top-down  management,  lifelong 
3yment,  and  lavish  worker  entitlements  - 
er  combination  that  handicapped  them  in 
lobal  race  for  market  share. 
5ut  after  three  years  of  low  or  no  growth, 
oean  corporations  are  rising  from  the  ashes, 
this  phoenix  is  a  new  bird  -  lean  after 
ul  delayerinp  and  downsizing,  and  preda- 
or  profits  in  the  emerging  markets  of  the 
?r  Soviet  bloc  and  the  developing  countries 
utheast  Asia. 

>chulmeyer  was  joined  by  Dr.  Henry 
iger;  Romanian  President  Ion  Iliescu;  U.S. 
assador  to  NATO  Robert  Hunter;  U.K. 
i  of  Trade  President  Michael  Heseltine,  MP; 
nore  than  100  corporate  chief  executives  of 
pe's  leading  enterprises  at  the  fifth-annual 
less  Week  Europe  Roundtable  of  Chief 
itives  in  London,  U.K. 
rhey  met  to  forge  the  new  system  -  lean 
vizations,  process-oriented  management, 
)utward-looking  business  strategies  to  get 
pe  back  into  the  global  game. 

hing  Taylor 

chulmeyer  says  the  faults  of  the  old  system 
were  twofold.  "First  the  speed  with  which 
things  changed  on  the  factory  floor  made 
command  structures  irrelevant,  and  peo- 
t  the  lower  levels  recognized  this.  Second, 
iformation  moving  up  through  the  organi- 
n  became  so  complex  that  managers 
\ted  decision  support  systems."  As  a  result, 
Imeyer  says  the  real  issues  became  muddied 
cavalcade  of  decision  makers  too  far 
ived  from  the  business  to  be  effective.  The 
ty  of  management  decisions  suffered  and 
^e  disconnect  yawned  between  upper  man- 
lent  and  the  factory  floor. 
'Communication  technology,"  explains 
il  Ahold  nv  Vice-President  and  Member  of 
Corporate  Executive  Board,  Edward  Moerk, 


"basically  kills  the  management  model  we  all 
grew  up  with,  the  Taylor  model,  which  is  the 
command  niodel  with  a  big  guy  at 
the  top  and  16  layers  beneath  him." 

"Advances  in  communications 
technology  are  facilitating  a  funda- 
mental change,"  says  eunetcom 
Business  Development  Director 
Neil  Rafferty.  "Business  can  now 
put  information  in  the  hands  of 
whomever  needs  it  to  make  a  com- 
petitive decision,  anywhere  in  the 
world.  And  that  has  a  direct  effect 
on  the  bottom  line  anei  on  manage- 
ment structure." 

As  a  result,  Tayloristic  hierarchies  have 
been  marginalized.  For  example.  Ahold 's  chain 
of  supermarkets  in  the  United  States,  which 


First  the  speed  with  which  things 
changed  on  the  factory  floor  made 
the  Tayloristic  command  structures 
irrelevant,  and  people  at  the  lower 
levels  recognized  this. 
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"Advances  in  communica 
tions  technology  are 
facilitating  a  fundamental 
change  upon  business. 
Business  can  now  put 
information  in  the  hands 
of  whomever  needs  it 
to  make  a  competitive 
decision,  anywhere  in 
the  world.  And  that  has 
a  direct  effect  on  the 
bottom  hne  and  on 
management  structure." 

eunetcom  Business  Development 
Director  Neil  Rafferty 


have  from  $20-50  million  in  sales,  operate  as 
totally  separate  enterprises.  "The  only  thing 
centralized  is  the  supply  system,"  says  Moerk. 
"With  the  right  telecommunications  and  infor- 
mation technology,  they  run  their  own  show 
so  they  can  make  their  own  decisions  with  the 
speed  they  need  to  remain  competitive.  " 

That  kind  of  empowerment  has  made  it 
possible  for  European  companies  to  eliminate 
entire  layers  of  management  and  cut  payrolls 

for  healthier  margins.  At  Siemens 
;     Nixdorf,  Schulmeyer  cut  the  European 
workforce  from  52,000  to  38,000.  Then 
the  company  focused  on  empowering  its 
best-in-class  people  with  new  tools  and 
techniques. 

Royal  Ahold,  Holland's  top  supermar- 
ket chain  with  $15  billion  in  revenues,  and 
sales  and  profits  that  are  doubling  every 
five  years,  is  eliminating  an  entire  level  of 
management  (5,000  employees)  to  get  even 
leaner.  But  in  the  European  culture,  mass 
U.S.-style  downsizings  are  both  unfamiliar, 
and  unwelcome. 

"People  are  asking,  'Why?  Why  do 
we  have  to  do  it?'"  says  Moerk.  "When 
you  explain  that  there  are  millions  of 
people  all  over  the  world  who  would  love 
to  do  their  jobs  for  one-tenth  of  their  salary, 
they  begin  to  understand." 


The  New  Age 

undreds  of  European  corporations 
have  already  restructured,  and 
embraced  team-oriented,  market- 
focused,  customer-driven,  flexible  strate- 
gies. Gemini  Consulting  Co-Chairman 
James  Kelly  sees  the  transformation  of  the 
European  corporation  as  part  of  a  new  social 
contract  necessitated  by  the  advent  of  the 
"Communication  Age." 

"The  message  is  not  just  about  making  prof- 
its, saving  costs,  and  cutting  people,"  Kelly 
observes,  "It's  about  releasing  the  imaginations, 
energies,  and  the  spirits  of  people  to  contribute 
to  their  organizahons  and  to  society  in  totally 
new  ways,  ways  not  previously  possible  in  our 
industrial  organizations." 

Minolta  Europe  GmbH  Director 
Akio  Miyabayashi  says  that  the  communica- 
tion age  places  a  premium  on  creativity,  and 
that  necessitates  a  human-centered  corporate 
environment  that  is  led  by  managers  who  have 
nore  in  common  with  coaches  and  cheerleaders 
han  with  dictators.  "The  marketplace  is  too 
omplex  foi'  the  leaders  to  do  the  thinking  for 


everyone,  and  workers  today  want  to  do  the 
thinking  themselves." 

"The  bottom  line,"  says  Moerk,  "is  that 
most  organizations  of  the  future  will  be  based 
on  the  concept  that  people  want  to  contribute, 
they  want  sadsfaction,  they  want  to  run  things." 

Miyabayashi  calls  this  heightened  aware- 
ness of  employee  fulfillment  an  emphasis  on 
"humanware."  The  premise  is  that  without 
employee  satisfaction,  corporations  cannot  deliv- 
er customer  satisfaction,  making  "humanware" 
as  vital  to  success  in  the  communication  age  as 
hardware  and  software. 

"The  human  element  vvill  be  the  core  of 
everything  in  the  future,"  says  Miyabayashi. 
"We  create  products  to  give  pleasure  and 
happiness  to  their  owners  and  users.  If  a  com- 
pany wants  to  create  a  product  that  people 
will  want,  will  enjoy  owning,  and  will  get 
excited  about  using,  they  must  create  an  envi- 
ronment in  which  their  staff  gets  happiness 
and  enjoyment  out  of  what  they  do." 

Tailor-Made  Success 

Human-centered,  customer-focused,  flat, 
global.  Benetton,  the  $613,000,000  interna- 
tional outfitter,  epitomizes  the  new  model 
for  successful  European  companies.  Founded  in 
Italy  30  years  ago,  the  company  has  maintained 
the  creative,  entrepreneurial  culture  of  a  start-up 
by  remaining  focused  on  the  core  aspects  of  the 
business  and  outsourcing  everything  else.  Now 
it's  ubiquitous  -  7,000  stores  in  120  countries. 

Benetton  Chief  Financial  Officer  Marco 
Polo  credits  capital  efficiency  with  the  com- 
pany's success.  With  only  $1  billion  total  capital 
invested,  5,500  employees,  and  196  managers, 
the  company's  annual  revenues  are  more  than 
$2  billion. 

"Not  being  burdened  down  by  brick  and 
mortar  and  thousands  and  thousands  of  people 
has  kept  us  flexible,"  says  Polo.  "The  Benetton 
stores  are  independently  owned;  Benetton  owns 
only  the  30%  of  the  production  required  to 
maintain  quality,  and  produces  one  collection 
worldwide."  Moreover,  $600,000  per  year 
invested  in  technology  enables  the  company  to 
keep  labor  costs  low  and  efficiency  high. 
Benetton's  only  warehouse  -  the  technologically 
sophisticated  "Big  Charlie"  -  is  so  efficient,  it 
ships  to  all  7,000  stores  directly  and  takes  only 
12  people  to  operate. 

"If  people  stopped  wearing  clothes,"  says 
Polo,  "we  have  an  organization  that  is  smart 
enough  and  flexible  enough  to  start  producing 
umbrellas  in  many  different  colors  tomorrow." 
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er  There 

With  European  companies  like  Benetton, 
Royal  Ahold,  and  Siemens  Nixdorf 
down  to  their  fighting  weight,  they're 
the  prowl,  poised  to  regain  market  share 
/ond  the  boundaries  of  Western  Europe, 
t  while  the  emerging  markets  of  the  former 
/iet  bloc,  China,  and  Southeast  Asia  raise 
/V  growth  opporttmities,  they  also  present  a 
5t  of  formidable  competitors  for  producing 
Dds  and  services.  "In  the  U.  K.  it  costs  on 
;rage  £50  per  day  to  employ  a  worker;  in 
igapore,  it  costs  £25  per  day,"  says  Grand 
?tropolitan  Pic.  Chairman  Lord  Sheppard. 
'e  are  simply  not  competitive  enough." 

Lord  Sheppard  calls  for  a  new  partner- 
p  between  European  corporate  leaders  and 
^'ernments  to  liberate  business  from  over- 
regulation,  take  steps  to 
lower  the  cost  of  labor 
to  competitive  levels  by 
capping  worker  bene- 
fits, and  eliminate  the 
costly  and  cumbersome 
bureaucracies  that 
hinder  entrepreneurial 
startups. 

"We  need  to  come 
together  to  find  new 
ways  to  grow  wealth," 
says  Lord  Sheppard. 
"The  message  from 
the  emerging  markets 
to  each  of  us  is  wake 
up;  the  world  doesn't 
owe  us  anything;  the 
continent  doesn't  owe 
us  a  living." 

U.K.  Board  of  Trade 
President  Michael 
Heseltine  has  identified 
a  power  shift  from 
national  governments 
multinational  corporations.  "Nation-states 
'  competing  for  the  investments  of  corpora- 
ns,"  says  Heseltine.  "Governments  must 
w  look  at  multinational  corporations  as  cus- 
ners,  and  we  must  provide  them  with  what 
>y  want  or  lose  their  investment." 

)ing  East 

What  they  want  is  skilled  labor,  at  low 
wages,  in  expanding  consumer  markets. 
They  need  look  no  further  than  the 
"s  back  door,  where  the  demise  of  commu- 
;m  has  opened  up  a  vast  new  consumer 


tales  are  compet- 
e  investments  of 
ons.Govemments 
/  look  at  multi- 
:orporations  as 
mer,  and  we 
vide  them  with 
want  or  lose 
stment." 

Trade  President 
eltine 


market  connected  historically  and  culturally 
to  Western  Europe  and  clamoring  for  quality 
goods  and  services. 

According  to  Coca-Cola  Company's 
Northeast  Europe/Middle  East  Group 
senior  vice-president  E.  Neville  Isdell,  the 
payback  is  more  than  profits.  "With  $1.5  bil- 
lion in  capital  and  strategic  partnerships 
involving  local  and  international  bottling 
partners,"  says  Isdell,  "we  have  quickly 
gained  soft-drink  leadership  throughout 
Eastern  Europe." 

But  even  more  important  to  Romania, 
Poland,  and  Russia,  Coca-Cola  has  become 
the  major  driver  of  the  "multiplier  effect," 
generating  local  jobs,  know-how  and 
business  opportunities,  and  nurturing  an 
entrepreneurial  culture  that  will  prove 
critical  to  the  overall  development  of  stable, 
market-oriented  economies. 

GE  Lighting  Europe  CEO  Charles 
Pieper  identifies  the  same  phenomenon 
resulting  from  the  company's  1990  acquisi- 
tion of  Tungsram,  Hungary's  largest  light- 
ing company.  "It's  not  just  a  financial 
issue,"  says  Pieper.  "We  have  800  engineers 
in  lighting  worldwide,  400  of  them  in 
Europe,  350  of  them  in  Hungary.  It's  more 
than  a  new  market,  it's  a  place  to  develop 
talent."  The  Tungsram  operation  now  holds 
"centers-of-exceUence"  status  for  GE  light- 
ing operations  worldwide  in  basic  research  in 
glass,  compact  fluorescent  lamps,  and  other 
new  technologies.  Under  GE,  Tungsram  has 
contributed  close  to  50%  of  Hungary's  export 
growth  to  the  United  States  over  the  past  two 
years. 

Romanian  President  Ion  Iliescu  says  there 
are  many  more  Tungsram-style  success  stories 
waiting  to  be  told  in  Eastern  Europe.  But 
Romania's  transition  to  a  market  economy  has 
been  slow  compared  to  the  Czech  Republic 
and  Hungary. 

"Unlike  Poland,  Hungary,  and  the  Czech 
Republic,"  says  President  Iliescu,  "Romania 
had  no  debt  when  it  emerged  from  its  revolu- 
tion in  1989.  But  that  also  meant  that  we  had 
no  relationships  with  Western  banks,  no  credit 
history  to  serve  as  a  precedent  for  new  loans. 
So  the  banks  ignored  us." 

But  Iliescu  says  the  doors  are  wide  open 
to  Western  investment.  "Romania  has  com- 
mitted itself  to  the  privatization  of  6,700  state- 
owned  enterprises.  With  700  privatized  over 
the  last  two  years,  thousands  of  opportunities 
remain  for  Western  European  investment  in 
Romania." 


"The  message  is  not  just 
about  making  profits, 
saving  costs,  and  cutting 
people.  It's  about 
releasing  the  imaginations, 
energies,  the  spirits  of 
people  to  contribute  to 
their  organizations  and 
to  society  in  totally  new 
ways,  ways  not  previously 
possible  in  our  industrial 
organizations." 

Gemini  Consulting  Co-Chairman 
James  Kelly 
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"Romania  has  committed 
itself  to  the  privatization 
of  6,700  state-owned 
enterprises.  With  700 
privatized  over  the  last 
two  years,  thousands  of 
opportunities  remain  for 
Western  European  invest- 
ment in  Romania." 

Itm  lliesai.  President  of  Romania 


All  Aboard  the  Orient  Express 

Farther  east,  European  companies  are  finding 
a  market  even  more  vast  -  900  million  con- 
sumers in  an  arc  that  stretches  from  Japan, 
along  coastal  Cliina,  and  southward  to  Southeast 
Asia.  There  the  growth  rates  are  higher,  the 
markets  are  larger,  and  the  entrepreneurialism 
is  palpable. 

Sophia  University  Professor  and  Gemini 
Consulting,  Japan,  Chairman  Dr.  James 
Abegglen  says  that  European  investment 
in  the  region  is  lagging  behinci  that  of 
Japanese  and  American  investors,  particu- 
larly in  such  key  emerging  economies  as 
Indonesia  and  Malaysia.  "The  center  of 
world  industry  has  shifted  to  East  Asia," 
Abegglen  says.  "There  must  be  a  parallel 
shift  in  Western  management  attention 
and  understanding." 

Critical  to  that  understanding  is  a 
Japan  strategy.  Japan  comprises  about  two- 
thirds  of  the  total  economy  of  the  area  -  it  is 
the  main  supplier  of  capital  and  technology 
to  the  rest  of  the  region.  "As  the  region 
moves  to  a  greater  integration  of  trade  and 
investment,"  says  Abegglen,  "a  Japan 
strategy  is  an  essential  part  of  a  total  East 
Asian  strategy." 

GE  Lighting  Europe's  Pieper,  who  was 
formerly  CEO  of  GE  Japan  and  GE  Medical 
Systems,  Asia,  says  there  are  three  reasons 
to  anchor  an  Asia  strategy  in  Japan: 
resources  for  the  entire  region  are  most  effi- 
ciently allocated  from  there;  the  competition 
is  typically  Japanese  and  can  be  better  observeci 
and  understood  from  a  Japanese  base;  and  the 
technology  flow  from  Japan  is  more  relevant  to 
the  emerging  Asian  markets  than  from  the  U.S. 

"For  the  Asian  market,"  says  Pieper,  "we 
often  take  technologies  from  the  U.S.  and 
'Japanize'  them  take  out  207"  of  the  features 
and  50%  of  the  costs  through  redesign.  Fewer 
features,  lower  costs,  and  less  design  is  what 
sells  in  that  marketplace,  and  we're  already 
producing  it  for  Japan." 

But  just  as  important  as  a  Japan  strategy  to 
marshalling  growth  in  Asia,  Abegglen  advises 
that  European  corporations  invest  in  local  tal- 
ent. "European  companies  active  in  Asia  must 
staff  Asians  in  their  Asian  operations.  Asian 
employees  will  bring  with  them  their  networks 
of  Asian  connections  that  are  so  critical  for 
Europeans  trying  to  do  business  in  the  region." 

"We're  finding  the  benefits  in  Asia  are  not 
just  access  to  markets,"  says  Pieper.  "In  Asia 
the  products  and  people  are  making  our  busi- 


nesses more  successful  everywhere  else.  Our 
whole  business  is  changing  because  of  our 
participation  there." 


Heiiiy  Kissinger 

Whither  NATO? 


Robert  Hunter 


T 


^  ^^^he  American  people  have  expended 
more  blood  and  treasure  in  the  defens 
of  Europe  than  in  any  other  endeavor 
other  than  the  Civil  War."  In  the  absence  of  an 
evil  empire  to  provide  a  raison  d'etre,  U.S 
Ambassador  to  NATO  Robert  Hunter  is  tryin 
to  justify  NATO's  existence.  So  NATO  is 
expanding  eastward  under  two  new  strategies 
the  Evolutionary  Approach  to  expaiision,  under 
wliich  NATO  will  admit  new,  full  members,  anc 
the  Partnership  for  Peace,  wliich  is  designed  to 
prepare  potential  NATO  members  for  full  mem- 
bership if  they  qualify. 

"If  history  is  kind  and  we  are  successful, 
says  Hunter,  "we  can  see  an  extension  eastwarc 
of  the  European  Civil  Space.  But  if  history  is 
unkind,  NATO  will  have  lost  no  time  and  no 
effort  in  providing  for  more  robust  allies  to  pla} 
a  full  role  in  the  security  of  the  continent." 

But  how  far  eastward  and  under  what 
criteria?  "I  have  the  most  serious  questions 
about  the  concept  of  the  Partnership  for  Peace, 
says  Dr.  Henry  Kissinger,  chairman  of  Kissinge 
Assciciates,  bic.  and  fc^rmer  Secretary  of  State. 
"I  believe  this  will  lead,  in  the  long  run,  to  a 
watering  down  of  NATO.  Tliere  needs  to  be  a 
line  drawn  against  which  it  is  clear  who  belongs 
to  what  and  then  to  ease  whatever  tensions  exist 
across  that  line,  but  in  my  mind  that  should 
be  done  not  by  NATO  but  by  the  European 
Security  Council." 

Even  the  nuances  of  the  debate  are  enough 
to  raise  the  ire  of  the  Warsaw  Pact-less  Russia.  Ii 
the  United  States,  the  growing  debate  is  unfold 
ing  along  partisan  lines,  in  violation  of  a  post-wa  f 
taboo  concerning  matters  related  to  European 
security.  Whatever  the  outcome,  'Whither 
NATO?'  will  be  the  most  serious  European  secu 
rity  issues  from  Vancouver  to  Vladivostok 


Martin  A.  Kcolinn  is  a  New  York-based 
business  'writer. 
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^ate  physicians  join  up  to  do  battle  with  big  insurers 

Don  after  Disa  Sacks 
lung  out  her  shingle  in 
L992,  the  32-year-old 
matologist  found  that 
wouldn't  survive  with- 
igning  on  to  insurance 
)anies'  physician  net- 
s.  Sacks  resented  the 
ference  in  her  medical 
•nent  by  the  networks, 
n  cap  doctors'  fees  and 
tor  the  tests  and  oper- 
,s  they  prescribe.  In 
mber,  Sacks,  who  prac- 
in  Rockledge,  Fla.,  fi- 
got  so  fed  up  that  she 
a  drastic  step:  She 
d  a  union. 

16  union,  the  Tallahas- 
)ased   Federation  of 
icians  &  Dentists,  has 
■d  up  500  private  prac- 
lers  in  Florida.  So  far,  it's  only  ad- 
g  members  on  the  contracts  that 
orks  offer  them.  The  next  step  is  to 
tiate  with  insurers  for  each  doctor 
idually,  then  eventually  for  all  of 
I  as  a  group.  Sacks  and  her  col- 
les  aren't  yet  ready  to  trade  their 
i  smocks  foi-  blue  collars  and  picket 
5.  But  they  hope  that  collective 
igth  will  give  doctors  the  clout  to 
on  a  more  equal  basis  with  the 
as  and  Prudentials  of  the  world, 
haven't  found  out  how  to  harness" 
power  of  private  doctors,  says 
s.  "That's  what  this  organization 
3o  for  us." 

the  federation  succeeds,  it  could 
3  up  doctors'  traditional  role  as  solo 
-s.  Some  75%  of  the  country's 
00  private  practitioners  have  sig-ned 
•acts  with  managed-cai'e  networks, 
the  American  Medical  Assn.  Cur- 
y,  most  deal  individually  with  these 
companies.  Now  many  doctors  are 
hing  the  Florida  gi-oup  closely.  If 
pull  it  off,  "I'd  be  interested  in 
ving  what  they  do,"  says  Gary  Rob- 
1,  the  executive  administrator  of  a 
"ornia  doctors'  union.  Union  of 
rican  Physicians  &  Dentists  (UAPD), 
h  also  has  private-practice  mem- 
but  doesn't  bargain  for  them. 


The  Florida  federation's  biggest  prob- 
lem is  the  SheiTnan  Antitmst  Act.  The 
union  was  formed  in  1988  as  part  of 
the  National  Union  of  Hospital  & 
Health  Care  Employees  to  represent 
doctors  at  state  hospitals.  There's  no 
antitrust  problem  with  these  600  mem- 
bers, who  work  for  an  employer.  But 
private  practitioners  are  self-emj^loyed 
business  owners.  If  they  jointly  nego- 
tiate fees,  the  Federal  Trade  Commis- 

WHY  DOCTORS  WANT  TO 
UNIONIZE 

Private  practitioners  in  Florida 
want  more  clout  with  insurer-run 
doctor  networks  over  issues  such  as: 


FEES 


MEDICAL 
JUDGMENT 

BILLING 


MEMBERSHIP 


How  much  doctors  will 
be  paid  for  each  proce- 
dure or  test 

When  tests  and  opera- 
tions are  appropriate 

Quantity  of  paperwork 
and  how  fast  doctors 
must  do  it 

Reasons  doctors  can  be 
removed  from  a  network 


sion  may  accuse  them  of  illegal  price-fLx- 
ing.  That's  what  happened  in  the  late 
1980s  to  the  Colorado  Union  of  Physi- 
cians &  Surgeons,  which  disbanded. 

Last  year,  the  ftc  tried  to  clarify  the 
issue  in  talks  with  the  ama.  It  issued 
guidelines  saying  that  to  avoid  market 
domination,  no  more  than  30%  of  spe- 
cialists in  a  city  can  join  forces.  They 
also  must  share  "significant  financial 
risk."  Othei-wise,  "collective  bargaining 
among  independent  physicians  is  ille- 
gal," says  an  ftc  official. 
MASTER  DEAL..  Robinson's 
union,  based  in  Oakland, 
Calif.,  has  worked  within 
the  guidelines.  His  gi'oup, 
which  represents  5,000 
public-sector  staff  doctors, 
also  formed  a  nonprofit 
joint  venture  for  650  of 
its  private  practitioners. 
The  venture  negotiates 
fees  with  insurance  com- 
jjanies  and  distributes  the 
payments  to  doctors  ac- 
cording to  the  woi'k  they 
]ierform. 

The  Florida  federation 
doesn't  want  to  go  to  such 
lengths.  Jack  Seddon,  its 
executive  director,  says 
his  union  should  be  able 
to  negotiate  a  master  con- 
tract to  set  minimum  fees  and  other 
conditions  for  private  practitionei-s.  Each 
doctor  then  would  sign  a  separate  deal 
with  an  insurance  network,  much  as 
football  players  sign  individual  contracts 
governed  by  a  labor  agi'eement  between 
the  players'  union  and  the  football 
league.  The  federation  has  hired  an  anti- 
trTJst  lawyer  and  a  labor  lawyer'  to  help 
make  its  case  in  Washington.  Meanwhile, 
the  organization  is  helping  members  in- 
dividually. "We're  not  looking  for  a  fight," 
said  Seddon. 

Still,  he's  likely  to  find  one  if  the  fed- 
eration tries  real  bargaining.  Andrew 
Crooks,  the  head  of  Pi-udential  Insur- 
ance Co.'s  Orlando  health  cai'e  unit,  says 
if  doctors  don't  like  network  restric- 
tions, they  shouldn't  join.  Managed  cai'e 
works  only  "if  you  have  like-minded 
physicians  willing  to  woi'k  together,"  he 
says.  Federation  members  wony  that 
insurers  may  retaliate  by  cutting  them 
out  of  a  network. 

Whether  the  Florida  doctors'  union 
takes  off  or  not,  "the  days  of  the  Lone 
Ranger  have  ended,"  says  uapd  Presi- 
dent Robert  L.  Weinmann.  One  way  or 
another,  doctors  are  likely  to  start  band- 
ing together. 

By  Peter  Valdez-Dapena  in  Miami, 
with  biireau  reports 
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AFTER  THE  FIRE 
IN  EMERGING  MARKETS 


Anyone  who  invested  in 
emerging  markets  last 
year  without  under- 
standing the  risks  must  have 
learned  a  lesson  by  now.  In  a 
few  short  weeks.  Me.xico's  bol- 
sa  declined  about  429f  in  dol- 
lar terms  following  the  sud- 
den devaluation  of  the  peso. 
Asian  markets  that  sizzled  in 
1993  slumped  in  1994.  Hong 
Kong  fell  319f.  Malaysia  20%. 
and  Thailand  18%  in  dollar 
teirns.  says  Baring  Securities. 
Emerging-market  mutual 
funds,  often  hea\ily  weighted 
in  Mexican  stocks,  plimged  an 
average  of  8.3%  from  Dec.  20. 
1994.  \o  Jan.  6.  1995.  and  de- 
clined 12.8%^  last  yeai;  accord- 
ing to  MoiTiingstar  Inc. 

Do  you  feel  Uke  turning  tail 
and  heading  home?  Or  are 
you  patting  yourself  on  the 
back  for  never  plunging  part 
of  your  savings  into  emerg- 
ing mai'kets  in  the  fu-st  place? 
Well,  neither  is  the  appropri- 
ate response. 

Emerging-market  stocks 
should  play  a  role  in  all  but 
the  most  conseivative  portfo- 
lios, investment  pros  say.  As 
with  many  developing  coun- 


tries in  Latin  America,  the 
Pacific  Rim,  and  Eastern  Eu- 
rope have  sometimes  en- 
joyed triple-digit  returns 
in  a  single  year,  they 
can  also  fall  on  bad 
news  just  as  quick- 
ly as  they  rise. 
Coups,  assassina- 
tions, cLUTency  de- 
valuations— 'those 
ai-e  things  you  ex- 
pect to  happen," 
says  Michael  Hoff- 
man, manager  of  the 
Robertson  Stephens 
Emerging  Markets 
Fund.  Indeed.  1995  may 
have  more  than  its  shai-e  of 
pohtical  and  economic  crises. 
In  addition  to  tensions  in 
Mexico,  Russia,  China,  and 
the  Middle  East,  a  global  rise 
in  interest  rates,  triggered  by 
U.  S.  rate  hikes,  will  slow- 
growth  and  continue  to  cre- 
ate disappointments  in  equi- 
ty markets.  These  declines 
may  prove  to  be  excellent 
buying  opportunities  for  peo- 
ple with  the  cash — and  the 
nen-e — to  invest. 

The  danger  is  that  in- 
vestors— including  U.  S.  mu- 


AMG  Data 
Senices  in  Ai-cata. 
Calif.  But  if  tnvestoi's  e\  en- 
tually  see  reason  to  flee  in 
droves,  ftmd  managers  could 
be  forced  to  sell  off  then-  hold- 
ings to  meet  redemptions.  In 
these  illiquid  markets,  those 
losses  could  be  the  most  pun- 
ishing of  all. 

ThatV  wily  emerging-mar- 
ket ainii  Mark  Mobius,  wiio 


INVESTING 


Is  the  worst  over  yet? 
It  depends  on  which  pro  you  believe, 
so  proceed  with  extreme  caution 


tries,  the  economies  of 
Malaysia.  Thidland.  and  South 
Korea  ai-e  projected  to  grow 
at  a  5%  to  10%  rate — two  to 
three  times  fa.ster  than  the 
developed  world's.  Over  the 
long  terni,  this  shoukl  trans- 
late into  dramatic  gains  for 
their  stock  markets. 

Bu':  these  markets  are  ex- 
tremelv  volatile.  While  coun- 


tual-fund  shareholder.-^ — wiio 
flooded  into  these  markets  in 
recent  years,  often  pa\ing  a 
high  i^rice,  could  be  eiisily  dis- 
ap))ointed  by  downtiuTis.  Af- 
ter a  flurry  of  redemptions 
wiien  the  peso  was  allowed  to 
float  on  Dec.  20,  mutual-fund 
companies  saw  inflows  to  theii- 
Latin  America  funds  the  fii-st 
week  in  Januaiy,  according  to 


manages  several  ftmds  for  the 
Franklin  Temjjleton  families, 
is  keeping  as  much  as  30%  of 
his  portfolio  in  cash  wiiile  he 
seai'ches  for  "I'eali-stic  and  sas- 
tainable"  stock  prices.  Both 
professional  and  incli\idual  in- 
vestors have  to  "look  for  val- 
ue and  not  chase  short-tenn 
peifonnance."  he  warns.  Mo- 
bius cuiTentlv  sees  values  in 


Argentina.  Hong  Kung,  I 
donesia,  Mexico,  and  Tm-key- 
all  cited  as  trouble  spots  t 
other  managers.  "We  need  1 
know  wiiere  the  outlook 
bad,"  he  says.  "Chances  ai' 
those  ai-e  the  places  we  shou 
be  investing." 
UNCERTAINTY.  ^Vlanagei's  agi't 
it  is  best  to  buy  on  advei-sit 
in  emerging  mai'kets.  But  tl 
])ros  differ  over  whether  tl 
worst  is  over.  For  exampl 
there's  little  consensus  aboi 
Mexico's  future.  "Steer  clej 
of  Mexico,"  says  Nigel  Rei 
dell,  James  Capel's  emergini 
mai-ket  strategist.  Growth  w  j"' 
slow,  interest  i~ates  will  remai  ' 
high,  and  j^olitical  uncertaint 
will  continue,  he  says.  Bi 
Hoffman  countei-s  that  this 
a  good  time  to  start  pickin 
up  Mexican  stocks.  He  recen 
ly  purchased  congiomerat 
Gi-upo  Cai-so  and  constinctic 
company  Giiipo  Tiibasa,  tw 
issues  he  believes  were  overl 
battered,  for  liis  fund. 
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for  the  rest  of  Latin 
ica,  some  managers  see 
lels  with  Mexico  in  Ar- 
ia, which  is  also  veiy  de- 
ent  on  foreign  capital. 
,  however,  has  a  lot  of 
domestic  financing 


while  India  may  be  unsettled 
through  its  March  elections, 
Comell  figiu'es  it  should  have 
a  good  year  after  that. 

Most  managers  aren't 
ready  to  dip  into  Eastern  Eu- 
rope and  foiTner  communist- 
bloc  countries.  But  the  con- 
ventional assessment 
of  the  jioliti- 


is  generally  a  favorite, 
and  Br-azil,  two  countries 
turned  in  strong  peifor- 
:es  in  1994,  have  fueled 
te  about  prospects  for 
,  since  some  managers 
hey  are  now  overvalued, 
ist  year  dashed  investor 
3  that  Asia  would  tm-n  in 
ler  peifoiTnance  like  1993, 

I  the  avei'age  total  retmii 
^acific  stock  funds  was 

and  several  funds  re- 
3d  more  than  70%.  In 
,  rising  rates  wreaked 
:  on  Hong  Kong  property 
:s  while  China's  fledgling 
:et  cooled  as  cracks  de- 
)ed  in  the  countiy's  un- 
relationship  with  the 
For  these  reasons,  some 
are  avoiding  these  core 

II  markets.  Joyce  Cornell, 
merging-markets  poitfo- 
manager  at  Scudder, 
ens  &  Clark,  thinks  pe- 
iral  markets  such  as  In- 
:sia  and  the  Philippines 
more  interesting.  And 


cal  systems  as 
unstable  is  overblown, 
says  Suzanne  Patrick,  who 
covers  Eastern  and  Central 
Europe  for  Arnhold  &  S. 
Bleichroeder  Inc.  Poland  is 
the  economic  powerhouse  of 
the  region.  "When  you  get  to 
'96  and  '97,  this  is  the  stoiy," 
she  says,  although  she  doesn't 
expect  to  see  much  gi-owth  in 
'95.  Czech  and  Slovak  Re- 
publics, Hungary,  and  the 
Baltic  states  are  still  undei- 
going  economic  transfonnation 
and  are  gTOwth  stories  for  the 
future. 

RUNNING  THE  RISK.  Russia  at- 
tracted some  investor  atten- 
tion early  in  1994,  but  fighting 
in  Chechnya,  not  to  mention 
severe  economic  problems,  has 
squelched  interest.  "I  wouldn't 
touch  Russia  with  a  10-foot 
pole,"  says  Scudder's  Cornell. 

Afiicaand  the  Middle  East 
still  don't  seem  ready  for  big- 
time  investing,  either.  But  a 
few  "pre-emerging"  countries 
there  are  generating  interest. 
Cornell  likes  some  mining 
stocks  in  Zimbabwe  and  oil 


stocks  in  Oman.  Markets  in 
Israel  and  South  Africa  are 
far  more  sophisticated  than 
their  neighbors  but  are  risky 
for  1995.  Israel's  market 
hinges  on  the  success  of  the 
Ai'ab-Israeli  peace  plan.  South 
Afiica,  fomierly  an  investment 
pariah,  should  get  a  boost 
when  it  is  included  in  the  In- 
ternational Finance  Coipora- 
tion  Emerging  Market  Index 
this  year.  Fund  managers  will 
buy  up  South  African  equi- 
ties to  match  the  index's 
countiy  weightings,  says 
Rendell. 

If  you  have  a 
long-tenn  time  hori- 
zon and  a  taste  for 
risk,  you  should 
invest  up  to  30% 
of  your  equity 
holdings  in  emerg- 
ing markets,  says 
Mobius.  For  most 
jjeople,  buying  a  mu- 
tual fund  that  offers  a 
diversified  basket  of 
emergijig-mai'ket  secuiities 
makes  the  most  sense.  Mont- 
gomeiy  Emerging  Markets  is 
the  top  pick  of  Jay  Scha- 
backei;  editor  of  Mutual  Fund 
Investing.  He  also  recom- 
mends Fidelity  Emerging 
Mai'kets  and  Lexington  World- 
wide Emerging  Markets. 


You  can  make  a  bet  on  a 
region  by  choosing  a  fund  that 
focuses  on  Latin  America  oi' 
Pacific  Rim  countries.  Or  you 
can  pick  a  closed-end  single 
country  fund.  Many  are  trad- 
ing at  huge  discounts  to  their 
underlying  holdings,  which 
could  make  them  good  values 
if  you  like  to  gamble.  The 
Thai  Fund  is  at  a  20%  dis- 
count to  its  net  asset  value; 
Scudder  New  Asia  is  at  a 
17%  discount. 

Finally,  you  can  choose 
from  hundreds  of  American 
Depositary  Receipts,  which 
trade  in  dollars  on  U.S.  ex- 
changes but  represent  shares 
in  foreign  companies.  This 
way,  you  can  invest  in  com- 
panies or  sectors  you're  inter- 
ested in.  But  wliile  infi'astiuc- 
ture,  telecommunications, 
bottling,  mining,  retail,  and 
banldng  are  comj3elling  themes 
to  explore  in  emerging  mar- 
kets, the  peifonnance  of  indi- 
vidual issues  is  often  linked 
to  the  local  mai'ket  as  a  whole. 

No  matter  what  strategy 
you  choose,  1995  may  be  a 
tough  year  for  emerging  niai- 
kets.  But  the  rockier  it  gets, 
the  more  opportunities  thei-e 
will  be  to  snap  up  bargains  in 
the  world's  fastest-growing 
nations.  A»ief/  Strnie 


Mapping  the  Emerging  Markets' 
Investment  Landscape 

LATIN  AMERICA  Selected  stock  markets  could  bounce 
back,  although  money  managers  disagree  about  which 
are  the  best  bets.  Many  are  avoidmg  Mexico.  Peru  and 
Chile  are  favored,  while  Argentina  and  Brazil  could  face 
the  same  problems  as  Mexico. 

ASIA/PACIFIC  Look  out  for  interest-rate  shock  in  Hong 
Kong,  China,  and  Malaysia.  Managers  like  peripheral 
markets,  such  as  Korea,  Indonesia,  and  the  Philippines. 
India  IS  showing  good  growth  and  stocks  should  per- 
form well  after  March  elections. 

AFRICA  AND  THE  MIDDLE  EAST  Money  managers  are 
intrigued,  but  for  most  it's  too  early  to  step  to  the  plate. 
The  pros  are  watching  Egypt,  Oman,  Morocco, 
Botswana,  and  Zimbabwe.  South  Africa  and  Israel  are 
more  developed  but  tricky  politically. 

EASTERN  EUROPE  Market  watchers  say  1996  and 
1997  will  be  strong  years  for  the  region.  As  the  eco- 
nomic powerhouse,  Poland  merits  attention,  and  the 
Czech  and  Slovak  Republics  are  promising. 
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HOW  FREOIIENT  FLIERS 
CAN  BEAT  THE  CLOCK 


Most  people's  pre- 
Christmas  frenzy  cen- 
ters on  shopping.  But 
Martha  Lindeman, 

vice-president  at  Playboy 
Enterprises  in  Chicago, 
spent  the  holiday  searching 
for  ways  to  maximize  her 
family's  payoff  from  more 
than  200,060  frequent-flier 
miles.  Scrambling  to  beat 
Feb.  1  and  Apr.  1  hikes  in 
mileage  requirements  for  do- 
mestic and  international 
coach  travel,  respectively, 
Lindeman  and  her 
husband  redeemed 
enough  miles  for  three  free 
tickets  to  Salt  Lake  City 
and  four  to  Paris.  "When  I 
placed  the  call,  I  didn't  even 
know  where  or  on  what 
dates  I  wanted  to  travel," 
she  says.  "I  just  knew  I 
wanted  to  cash  in  at  the 
lower  mileage  levels." 

Like  Lindeman,  milHons  of 
fi-equent  fliers  ai'e  hustling  to 
beat  deadhnes  that  will  gen- 
erally boost  mileage  needed 
for  mainland  U.  S.  travel  by 
25%,  or  5,000  miles,  and  hike 
requirements  for  such  popu- 
lar destinations  as  Hawaii 
and  Europe  by  up  to  50%. 
That's  no  paltry  jump:  An 
added  5,000  miles  can  mean 
10  e.xtra  flights  to  earn  a  fi-ee 
ticket.  And  by  late  spring, 
the  largest  U.  S.  earners  will 
have  "use-it-or-lose-it"  re- 
stiictions  on  how  long  miles 
remain  valid,  making  it  even 
tougher  for  occasional  fliers 
to  reach  award  thresholds. 
DEVALUED.  "In  recent  years, 
airlines  have  changed  their 
programs  to  look  more  alike, 
making  airline  mileage  into  a 
common  cuirency — and  now 
that  cuiTency  is  being  deval- 
ued," says  business-travel  au- 
thor Chi-istopher  McGinnis. 

If  you  need  miles  to  beat 
the  Feb.  1  deadhne,  your  op- 
tions ai'e  Hmited.  Members  of 
the  American  Express  Mem- 


bership Miles  program,  which 
gives  one  mile  for  each  dollai' 
charged  on  the  AmEx  card, 
can  transfer  mileage  to  their 
accounts  at  six  carriers,  in- 
cluding Continental  Airlines 
and  uSAir,  in  as  little  as  a 
week — perfect  for  topping  off 
an  account.  And  Continental 
will  sell  you  up  to 
20%  of  "the  miles 


to  use  a  rental  car  or  hotel 
room  in  conjunction  with  a 
trip,  be  sui'e  to  book  with  one 
of  your  airline's  partners. 
Large  ones,  such  as  Hertz, 
get  high  marks  for  posting 
bonus  mileage  quickly. 

If  you're  within  shouting 
distance  of  an  award,  it  may 
be  worthwhile  to 
take  a  trip  pronto 
just  to  nab  miles.  Pick  a 
route  with  rock-bottom  fai'es. 
American,  for  example,  flies 
between  Los  Angeles  and 
San  Diego  for  just  $71  round 
trip,  while  United  shuttles 
between  Chicago  and  Detroit 


FLYING 


Frequent  Fliers 
Hit  An  Air  Pocket 


CHANGE 


Required  mileage  for  one  free  domestic  coach  ticket 
increases  25%,  to  25,000  miles,  on  American, 
Continental,  Northwest*,  and  United 

Required  mileage  for  free  coach  travel  to  Hawaii,  the 
Caribbean,  Europe,  and  Asia  jumps  17%-50% 
on  United,  American,  Northwest,*  and  Continental 

Required  mileage  for  one  free  domestic  coach  ticket  on 
Delta  falls  17%,  to  25,000  miles,  but  minimum  mile- 
age credit  given  for  each  flight  is  cut  50%,  to  500  miles 

Minimum  mileage  drops  33%,  to  500  miles,  on  USAir, 
and  mileage  for  free  travel  to  Caribbean  and 
Mexican  destinations  increases  17%,  to  35,000  miles 


EFFECTIVE 
DATE 

FEB.1 


APR.  1 


MAY1 


MAY1 


*  EXCEPT  FOR  LIMITED  OFF-PEAK  PERIODS 

needed  for  im  awaixl  at  a  cost 
of  .$25  per  1,000  miles. 

But  your  surest  bet  is  to 
fly — fast.  Airlines  normally 
give  mileage  credit  within 
five  business  days  of  the 
flight.  So  if  you've  got  trips 
that  can  be  moved  up  to 
even  .Jan.  25,  your  mileage 
should  post  in  time  to  beat 
the  changes.  And  if  you  plan 


DATA:  AIRLINES,  BW 

for  .$68  round  trip.  Either 
jaunt  earns  a  quick  1,000 
miles.  "A  $68  ticket  may  be 
worth  the  5,000  miles  you're 
going  to  save  by  redeeming 
at  the  lower  level,"  notes 
Randy  Petersen,  publisher  of 
Im  ide Flyer  newsletter. 

If  you're  shooting  for  in- 
ternational awards  to  Mexi- 
co or  Asia,  which  won't  be 


increased  until  April,  you  ca 
be  a  bit  more  creative 
your  mileage-accumulatio 
tactics.  For  instance,  carrier 
such  as  USAir  give  as  muc 
as  2,500  miles  to  member 
who  apply  for — and  quick] 
use — the  bank  credit  card 
the  airlines  sponsor.  Diner 
Club  has  a  simila 
come-on.  MCi  Con 
munications  is  offering  up  t 
2,000  miles  to  customers  wh 
switch  to  its  long-distanc 
service.  And  dining-for-mile 
plans  at  Northwest  an 
Ainerican  give  mileage  base 
on  the  tab  at  participatin 
restaurants. 
MIX  AND  MATCH.  You  shoul 
also  investigate  switchin 
miles  from  other  travel  pn 
grams.  Besides  AmEx 
Membership  Miles  plan  an 
Diners  Club's  Club  Reward 
program,  Hilton  Hotel 
HHonors  Reward  Exchang 
lets  members  transfer  point 
from  Hilton's  frequent-sleept 
program  into  mileage 
Alaska  Airlines,  Americ 
West,  Delta,  or  Unite( 
Hilton's  conversion  rate 
10,000  hotel  points  becom 
just  1,500  airline  miles — is  r 
bargain.  But  it  could  do  tl 
trick  if  you're  a  few  thousar 
miles  short.  Be  carefu 
though:  Mileage  from  unusu. 
promotions  or  even  credi 
caixl  chai-ges  can  take  as  lor 
as  60  days  to  show  up 
your  account. 

If  you're  redeeming 
American  or  uSAir,  ask  for 
award  certificate,  which  c£  j| 
be  held  up  to  a  year  befoi 
you  need  to  exchange  it  for 
ticket.  Then  you  have  anoth( 
year  to  actually  fly.  Even 
your  carrier  only  redeen 
mileage  directly  for  ticket 
you  can  always  change  tl 
date  or  destination  later 
long  as  you  complete  yoi 
travel  within  one  year. 

Whatever  you  do,  ycfc 
must  cash  your  miles  in  &  ■ 
fore  the  changes  take  effec  ^ 
That  means  the  last  date 
beat  the  hikes  isn't  Feb.  1 
it's  .Jan.  31.  To  be  safe,  forg 
the  mail;  most  earners  no 
accept  redemption  reques 
by  phone.  So  act  fast 
you'll  be  grounded.  Jim  Ell 
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lKING 
RTNERS 
E  THE  LINE 

n  the  Internal 
mue  Service  is- 
[  new  regulations 
;rning  partner- 

last  spring,  accoun- 
went  ballistic.  The 
which  described  abus- 
partnerships,  were  so 
I  that  almost  anyone 
violate  them  without 
;ng  it  and  lose  their 
;  at  the  whim  of  a  tax 
issioner,  cpas  said.  "To 
couple  of  flies,  they 
stomping  on  every- 
says  Mike  Lux,  a  part- 
;  Deloitte  &  Touche  in 
ington.  Just  as  the 
Year  was  about  to  toll, 
RS  rushed  out  more 
ICS — but 
complex 
'd  guidelines  are  still 


SMART  MONEY 


'  new  niles  require  you 
e  a  partnership  for 
jss  purposes  and  not 
i  avoid  taxes.  But  the 
cognizes  that  tax  ben- 
>ften  arise  from  legiti- 
business  partnerships, 
hat's  0.  K.  For  exam- 
family  limited  part- 
p  is  fine  if,  say,  a  hus- 
and  wife  form  it  to 
an  "income-producing" 
ictively  managed"  asset 
is  an  investment  pool 
lily  business,  says  Jer- 
illiford,  a  partner  at 
&  Thornton.  One  of 
mited  partners  could 
nake  minority  distrib- 


utions to  the  children. 
This  provides  a  dou- 
ble tax  break.  The 
children,  because 
they  own  minority 
interests  in  a  busi- 
ness and  have  no 
say    over  opera- 
tions, get  a  tax  dis- 
count. And  the  par- 
ents  remove  the 
property  from  their 
estate.  However,  a 
partnership  formed 
to  hold  the  family's 
vacation  home  is  a 
violation,  and  the 
IRS  could  dissolve  it. 

The  IRS  also  put  the 
kibosh  on  certain  asset 
manipulations  that  could 
be  used  to  create  artifi- 
cial tax  losses.  Previ- 
ously, if  you  had  prop- 
erty A  that  lost  value 
and  you  transferred  it 
to  a  partnership,  you 
could  "exchange"  it  for 
another  property,  B, 
that  didn't  have  a  loss. 
When  you  sold  B,  you 
were  able 
to  claim 
the  loss  you  incurred  on 


What  Will  Spark 
The  IRS's  Ire 

Under  the  IRS's  recently  revised 
rules  on  partnerships,  some  prac- 
tices are  now  certain  to  raise  the 
tax  man 's  eyebrows,  experts  say: 

►  Forming  a  family  limited  partner- 
ship to  hold  property,  such  as  a  va- 
cation home,  which  isn't  "income- 


instance,  many  busi- 
ness owners  prefer  S 
corporation  status  be- 
cause they're  only 
taxed  on  the  individual 
level — and  not  also  at 
the  corporate  level,  as 
they  would  be  with  an 
ordinary  C  corp  struc- 
ture. But  S  corps  can't 
have  foreign  investors 
or  owners.  To  get 
around  this,  S  corps  can 
form  a  partnership  with 
a  foreigner  to  house  the 
company's  assets — thus 
keeping  the  S  sta- 
tus but  avoiding  the 
double  taxation  of  a 
C  corp.  The  iRS  now 
says  this  strategy  is  ac- 
ceptable because  it's 
used  for  business  rea- 
sons, such  as  raising 
capital  in  foreign  mar- 
kets, explains  Richard 
Smith,  a  partner  at 
KPMG  Peat  Marwick. 
GRAY  AREAS.  Also  per- 
mitted are  upreits — 
umbrella  partnership 
real  estate  investment 
trusts — which  allow  de- 
velopers to  raise  capital 


A.    The    partnership  thi-ough  reits  and  avoid 


could  also  claim  the  loss 
because  it  still  owned 
property  A:  Hence,  you 
doubled  the  loss. 
NO  TEMPS.  Also  disal- 
lowed is  taking  on  a 
temporary  partner  sole- 
ly to  create  a  tax  trans- 
action, says  Joe  Unger, 
a  tax  partner  at  M.  R. 
Weiser  in  New  York.  That 
might  involve  bringing  in  a 
foreign  partner  who  is  not 
liable  for  U.  S.  taxes  and 
transferring  a  taxable  gain 
in  the  partnership  to  him 
when  the  partnership  buys 
him  out.  That  leaves  an  as- 
set diminished  in  value  that 


WORTH  NOTING 


EST  INFLATION.  Expect  personal-computer  prices  to 
along  with  phone  rates.  So  states  Standard  & 
•'s  in  its  1995  consumer  price  inflation  outlook, 
-a  unit  of  McGraw-Hill,  which  also  owns  business 
K — says  people  won't  pay  much  more  to  eat  out,  and 
ery  prices  should  remain  stable.  But  the  cost  of 
ing  with  natural  gas  will  jump  4.5%.  Overall,  s&P 
2asts  a  3%  rise  in  the  CPi. 


►  Transferring  devalued  assets  to 
a  partnership  so  that  both  you  and 
the  partnership  can  claim  the 
same  tax  loss  separately. 

►  Transferring  a  taxable  gain  to  a 
temporary  foreign  partner  not  li- 
able for  U.S.  taxes — thereby  creat- 
ing a  loss  for  the  U.S.  partnership. 


the  partnership  can  claim  as 
a  loss. 

It's  also  considered  abusive 
when  two  coi-porations  fonn  a 
partnership  and  the  new  en- 
tity purchases  stock  in  an- 
other company  that  pays  a 
large  dividend.  NoiTnally,  the 
investing  corporation  could 
exclude  70%  of  the  dividend 
from  taxes  in  exchange  for 
reducing  how  much  the  part- 
nership paid  for  the  stock. 
That  increases  the  company's 
profit — and  taxes — when  it 
sells  the  stock.  Companies 
fonnerly  could  use  a  paitner- 
ship  to  avoid  having  to  re- 
duce the  basis. 

The  new  rules  also  spell 
out  allowable  strategies.  For 


paymg  certam  taxes. 
Corporate  rules  require 
developers  to  pay  taxes 
on  appreciated  property 
transferred  to  a  re  it. 
But  by  forming  a  part- 
nership with  the  REIT, 
or  an  upreit,  develop- 
ers can  avoid  taxes  until 
they  cash  out.  "This  is 
very  important  to  the  real 
estate  industry  because 
they've  raised  over  $16  bil- 
lion in  initial  public  offerings, 
and  73%  of  that  was  raised 
through  upreits,"  says 
Smith. 

The  new  rules  are  a  relief 
to  most  CPAS.  For  one  thing, 
now  an  agent,  before  taking 
action,  must  cleai-  it  with  iRS 
tax  experts  specializing  in 
partnership  law  and  the  per- 
tinent industry.  Still,  Grant 
&  Thornton  partner  Tom 
Ochsenschlager  thinks  much 
uncertainty  remains.  The  law 
is  clearer,  he  says,  but  gray 
areas  remain  where  one 
could  still  overstep  it  un- 
knowingly.        Pam  Black 


FOR  AD  RATES  AND  INFORMATION 
PHONE;  (312)  464-0500 
FAX;  (312)  464-0512 
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Telecommunications  Products 


Two  Cellular  Phones 
-  One  Number  — 


Order  this  handheld 
MOTOROLA  phone 
and  we  will  put  il  on 
the  same  number  as 
your  existing 
cellular  phone! 


No  second  bill,  no  second 
number  to  give  out! 

Only  3>4"5    your  existing 

cellular  number! 

Spy  Supply,  Inc. 

1212BoylslonSl.  #120 
Cheslnul  Hill,  MA  02167 

(305)  340-0579  •  (617)  327-7272 


Videos 


(3 


TomKat 

P  R  0  D  U  (  I  I  0  N  t 


COMMANDMENTS 

g  mmmm 


Who  do  you  know? 

Who  knows  you! 
POWER  NETWORKING 
secrets  from  the  master, 
Sandy  Vilas.  '39." 


VISA  S  Mailfrtan 
Accepted 


(800)  580-0857 


Investment  Services 


Growling  bear 
eating  your 
investments? 

Protect  yourself.  Read 
the  Agressive  Investor 

Three  months  $  55 
One  year  $  195 
The  Agressive  Investor 

P.O.  Box  4011 
Cerritos,  CA  90703-4011 


Business  Services 


-RESEARCH  REPORTS- 

19,850  academic  topics  available' 
Send  $2  00  lor  the  290-page  catalog 
Custom-wtitten  reports  available 
RESEARCH  ASSISTANCE 
11322  Idaho  Ave  ,  #206BF, 
Los  Angeles.  CA  90025 
Toll  Free  Hotline:  800-351-0222 
 (or  310-477-8226)  


Menswear/Fastiion 


MEN^S  WIDE  SHOES 

EEE-EEEEEE,  SIZES  5-13 

Extra  w/idth  for  men  wtio  need  it. 
Excellent  variety,  styling  and  quality. 
Send  for  FREE 
CATALOG^ 


Ttie  Widest  Selection  ol  Itie  Wldesl  Stioes  Anywhere! 


HITCHCOCK  SHOES,  INC 

Ucpl.  55  A  Hmgham.  MA  02043 


Office  Supplies/Equipment 


America's  Lowest  Priced  ^nwijj^MjLK 
Office  Supplies  Direct  to  You  '  Sm^^~ 


EA  #51626A 


#2153L 


BX/lOO 


,  .  1"  Clearvuc'^' 
y  Cardinal'  _  Bindtr 


While 


«OI200 


Colurritjian" 
#10  Envelope 


•  24  lb.  while  wove 
#C0125  ^  BX/5B0 


You  simply  v"  n't  find  lower  prices  on  brand  name  office  supplies  than  at  Wholesale 
Supply  Conipc'.y  Over  9,700  different  items,  same-day  shipping,  and  all  at  prices  you 
have  to  see  to  Ix  lievc  We  guarantee  it.. .or  5%  back  on  your  purchase!  Call  for  details 
and  your  f:^  cau.og.  l.gOO.962-9162 


Golf  Schools 


GOLF  IS  GOOD  BUSINESS 
BETTER  GOLF  IS  BETTER  BUSINESS 

THE  AMELLV  ISLAND  PLANTATION 
GOLF  SCHOOL 
1-800/874-6878 


Financial  Services 


HEDGE 


Ttie  top  sources  of  information 

about  global  managed 
derivatives  and  hedge  funds. 

To  find  out  more,  wnte  or  call 
Managed  Account  Reports 

220  Fifth  Avenue   19th  Floor 
New  York  NY  10001-7781 
telephone:  (212)213-6202 
fax:  (212)213-1870 


Business  Services 


CUSTOM  COMPANY 
NEWSLETTER -$99 


To  receive  a  sample  copy  with  your 

company  name  imprinted,  and 
more  information,  please  fax  your 
request  on  company  letterhead  to: 


(310)  273-0733 


Computer  Services 


TURN  YOUR  SIGNATURE 
AND  COMPANY  LOGO  INTO 
ANY  SIZE  FONT  INSTANTLY! 

For  Windovi's  PC  or  Mac 
also 

Imaging  &  Networlung  Specialists 
For  Information 
Phone:  213/250-8901 
Fax:  213/250-8252 


Computer  Equipment 


HEWLETT-PACKARD 
Buy-S«ll-Tnd» 

LaserJet  ColorPro 
DeskJet  Dra(1  Pro 

RuggedWrlter  Dratt/Masler 
EleclrosiaMc  Rotters  DesignJet 
HP  9000  Workstations  and  Vectras  also  availablo 

Ted  Dasher  &  Associates 

41 17  Second  Ave  .  S  Birmingham.  AL  35?22 
Phone:  205/591-4747  F««:  205/591-1108 
»0affi38-4«33 


Education/Instruction 


:EARN  YOUR  COLLEGE  DECREE  ATH 


•  B.S  S  I^.B.A,  in  Business 
'  B.S  in  Environmental  Studies 
'  M  S  in  Management/ 
Environmental  Studies 
'  Approved  lor  tuition 


CHADWl 


UNIVERS 


ACCfiEDfTED  ME 
aiulCiitteges 

reimbursement  by  major  companies. 
For  a  free  catalogue  call  1-800-767-Ch 


University  DM 


Approved  Self  Paced  l-iome  St 
Associate  Bachelors  Masters  Do< 

Business  Admin,  Public  Admin,  H  j) 
Care  Admin,  Human  Resources,  FIna 
International  Business.  Tech  Mgmt, 
Paralegal,  Fswctiology.  Call  for  broc 
(800)477-2254  (24  hrs) 
Southern  CalHomla  Unh/ersttytlr 
for  Professional  Studies  '5 
1840  E,  17  St-BW,  Santa  Ana.  CA  9;  *' 


Education/Instruction 


ASSOCIATE,  BACHELOR'S,  MASTE 
DEGREE  for  Academic,  Military 
Work  Experience.  Accredited.  S 
resume  for  Free  Evaluation.  No  c: 
attendance. 

ADAM  SMITH  UNTVERSIT 
2200  Main  St.,  Suite  SOO-BV 
Wailuku,  Hawaii  96793 
1-800/732-3796 


No-Ctassroom  College  Degr 


Q^arn  vour  no-cl3ssroofn,  lully-accrsdiLed  listjree  t 
USNY/Regents  College  in  Business,  Liberal  Arts 
Nursing  using  Moore's  successfully  refined  study  prot 

FOR  FRit  moRmmii  or  a  transch 

imUATIOIil.  CAll  OR  WRITE  TOOAV 


t -800-737-2222 


IE 


10' 


IE 


EXTERNAL  DEGREE 

BA/BS  IVIS/I^BA  PhD/JD 
I  Credit  for  work  /life  exp,  •  Accrec 
(800)  444-8569  (24  hrs.) 

LaSalle  Universif 

I  Dept.  569  l\/landeville,  LA  70470- 


,D  RATES  AND  INFORMATION 
PHONE:  (312)  464-0500 
FAX:  (312)  464-0512 
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Real  Estate 


Prestigious  Nine  Bar  Ranch  For  Sale 


Developed  4000  Acre  Purebred  Cattle  and  Horse  Operation  Located 
le  Houston,  Texas  •  Renowned  International  Reputation  •  Excellent 
ay  Frontage  In  Houston's  Growth  Corridor  •  Meticulous  Attention  to 
&  Amenities  •  Never  Before  on  Market  •  Brochure  Available  •  Contact 
fer  L.H.  Myers  Tel:  713/840-8853,  Fax:  713/840-8854. 

A.  L.  Salley  Realty 

sprtialiuiiQ  Ml  prrsitgioiiQ  tanii      i.iiuli  piopntifs 


Travel 


E  AIRLINE  TICKETS 

iNCE- EARN  TWICE!  JOIN 
I  NETWORK'S  FREQUENT 

PROGRAM/ 300+  locations 

$1  BILLION  SALES 

±1-800-222-2220 


>MPUTERS,  CAMCORDERS, 
IS  OR  ANYTHING  PORTABLE 


«//)  CALL 

1-800-872-4326 

TO  FIND  OWNER 

S«tBl013254 


Send  check  or  money  order  1o: 
USA  IDENTIFICATION  COMPANY 
P.O.  Box  3572  Trenlon,  NJ  08629 

or  Call  1-800-USA-ID-CO 


/estment  Services 


ION  PRINCIPAL  TELLS 
N  TO  TRADE  OPTIONS 
LIKE  A  BOOKIE!! 

r.  Video  &  100  Page  Book 
125.00  MC/Visa/Amex 
ialisfaction  Guaranteed 
E  shipping  via  2-day  Fed-X 
jraphfax  Corporation 
908/360-2243 


DVERTISE  IN  THE 
BUSINESS  WEEK 
ETPLACE  AND  REACH 
ILLION  RESPONSIVE 
READERS!! 

ext  Marketplace  Section 
loses  on  January  23. 

rates  and  information 
call,  fax  or  write: 

Susan  Roth 
ness  Week  Marketplace 
lorth  Michigan  Avenue, 

Suite  2010 
Chicago,  IL  60611 
hone  312/464-0500 
Fax  312/464-0512 


Business  Opportunities 

Gain  Financial 
Independence  By 
Usina  Inside  Secrets 
To  Help  Companies 
Get  Business  Loans 

(St.  Louis)  Every  day,  business  loans 
are  turned  down  because  borrowers 
either  didn't  approach  the  right  lender 
or  clearly  commumcate  their  strengths. 

Enter  the  S&K  Group,  part  of  an 
innovative  CPA  firm  which  for  20 
years  has  helped  clients  fund  their 
loans  with  pTienomenal  success 
S&K"s  "inside"  secrets  have  given 
them  an  almost  unfair  advantage,  at- 
tracting funds  for  their  clientsTike  a 
magnet,  receiving  a  substantial  fee 
each  time  they  succeed. 

TTie  S&K  Group  is  now  training 
associates  to  offer  this  same  service 
in  their  own  market  areas  to  clients  who 
have  been  knocking  on  the  wrong 
doors — and  who  have  been  making 
their  appeals  without  adequate  clarity, 
persuasiveness,  or  professionalism. 

In  addition  to  capital  acquisition 
skills,  S&K  associates  learn  how  to 
offer  expense  reduction  counsef  Fo- 
cusing on  specific  overhead  areas, 
associates  receive  half  of  the  first 
year's  savings  plus  half  of  all  re- 
funds they  uncover.  Again,  their  fee 
is  contingent  on  results. 

With  fees  Lypically  ranging  from 
$10,000  to  $5l),000  or  more  on  a 
single  case,  just  one  client  each 
month  can  generate  a  six-figure  in- 
come. This  consultant  business  re- 
quires little  more  than  a  personal 
computer,  fax,  and  ghone. 

Approximately  $0,000  is  needed 
for  startup.  To  request  full  details, 
call  (800)  660-0330,  toll-free. 


Presentation  Equipment 


YOUR  SOURCE 
for 

VISUAL  COMMUNICATION 
PRODUCTS 


Al'DlO  VISII.-U,  FirRNITLlRE 

COMPUTER  FLTRNITURE 
PPESENTATION  PRODUCTS 
MEDIA  STORAGE  SYSTEMS 
SLIDE  FILINGA'IEWING  SYSTEMS 
PROJECTION  SCREENS  &  ACCESSORIES 

For  free  sales  literature,  contact 
SCHOTSMAN  ENTERPRISES  LTD 
Manufacturers  of  Specialty 
Products 
PO  Box  1090 
Buffalo,  IVTY  14240-1090 
Tel.  905/679-3255 
Fax  1-800/363-0553 


Business  Opportunities 


BUILD  YOUR  FUTURE 


Apply  to:  DSR  Program 

930  Main  Street 
Acton.  MA  01720 
Fax:  308/263-4159 


•  Premium  Contemporary  Post  &  Beam 
Homes 

<  •  Superior  Materials 

•  Unsurpassed  Design,  Service  and 
!     Marketing  Support 

Sales  Territories  available  for  qualified 
entrepreneurs  who  are  capable  of 
running  an  independent  business 


DECK', 
HOUSE 


0 

El 


Management  Education 


MANAGERS/HEADERS 

Cain  (he  Competixive  Edse 
Eliminate  waste,  reduce  costs, 
increase  productivltv  &  quality. 
Lcam  to  build  effective  teams. 
CaU  For  Free  Infurmalion 
1-619-1-48-60-45 


Sales  Promotion/Display  Products 


Literature  Displays] 

Mljrijl  LARGEST  SELECTION 

IN  THE  COUNTRY  j 


Business  Opportunities 


Business  Opportunities 


MEDICAL  BILLING 


I      start  Your 
Own  Business 

I  Pioces.s  Health  In.suiance 
I      Claims  Electronically. 

No  experience  required. 
I  Excellent  income  potential. 
I  Investment 
$3,495-$7,995 


1-800-697-1569  ext.  225 


^NATIONAL  CLAIMS  SERVICEj 


Business  Opportunities 


Twenty  Businesses  You 
Can  Run  From  Your  Home 
With  A  Computer! 

FREE  Cassette  Tapes:  These  tree,  two 
FREE  cassettes  will  explain  how  you  can  start  sev- 

CBSl  486  Computer  eral  or  all  of  these  twenty  turnkey  businesses 
part-time  and  still  retain  the  security  of  your  present  position.  If  you 
purchase  our  software  and  business  program,  we  will  give  you  the  com- 
puter and  printer.  It  you  already  own  a  computer,  you  may  receive  a 
discount.  Some  individuals  are  now  earning  $4,000  to  $10,000  per 
month  part-time.  Free  home  office  training.  Financing  available. 
To  receive  free  cassettes  and  color  literature,  call  toll-free: 

1-800-343-8014,  ext.  769 

 Computer  Business  Services,  Inc. 


Smart  business  people  recognize  value  for  money.  1995 
BusinessWeek  planners,  at  30%  off  the  regular  price,  represent 
real  value  for  money.  Available  separately  or  in  matching  black 
skived  leather  Sets.  The  design  is  sleek  yet  practical,  with 
13-month  calendars,  week-to-view  appointment  spreads,  and 
comprehensive  travel  &  business  information  sections. 
These  are  planners  with  a  plus. 

On  the  other  hand,  BusinessWeek's  'Presidential  Set'  presents  all 
this  in  a  deluxe  'limited  edition'  of  desk  and  matching  wallet  planner 
Only  999  boxed  Sets  are  available  for  1995,  meticulously  bound  by 
British  craftsmen  in  top-grade  blue  leather,  with  silver  metal  corner 
guards,  and  silver-edged  pages.  Full 
name  stamping  is  complimentary. 


For  dptaiLs  on  customization  options  and  sponal 
quantity  discounts  call  .\manda  Kane  on  201.46MXJ4O 
MntiTiai^  Olid  ttorkmanshtp  fully  guaranteed  or  your  money  hack 


USA  Credit  card  h<ilders  mav  call 

TOLL-FREE  800-247-2570 

In  Iowa  K00  :i62  2«fill 
.\sk  Operalot  1«  for  Dept  BC4HP4 
We  honor  .AmEx/Diners/Visa/MasterCard 


Desk  Planner 
10'/^"  X  8'/2" 
Pocket  Planni 

6'/s"  X  3^/8" 

Wallet  Planni 
7^/4"  X  3^A" 


.M.mu-  (.Mr/Mrs/Ms)^ 

( 'onipany  

.Address 


City 


State/rountry_ 


Zip/Postcode^ 
.lot)  Title 


Tel 


Send  me  your  coli 
customization  options 

Full  name  for  blocking^ 


r  brochure  and  information  on  quantity  discounts  and 


Clip  coupon  and  mail  with  check  to  RL'SINKSSWKKK  PLANNER, 

Dcpt  HC4HP,^)  HO  l!ox1.l97.  Fort  Lee.  N.J07024,  USA  Fax.  201  461  ms  nr 

V  O  Box  1.!,  Great  Miss.-ndi-n.  Bui  l<4  HPId  OPZ  BN(;l,AND  Fax  44  4H4  HmS?  r 

Floor,  Yiko  Industrial  ISuilcbnf;  111  K.,  Yip  Stri'..|,  Chniwaii.  MONC  KONIi  Fuji 


item 


Black  Desk  &  Pocket  Planner  Set 


Black  Desk  Planner 


Black  Pocket  Planner 


*  Presidential  Planner  Set 


Code      Regular  Price     Your  Price     Quantity     Total  US$ 


BW210 


BW207 


BW204 


BWlOl 


iimfM  I  US$:t2  95 
WWS  U.S.S12a.i 


US$9.5  00 


US$95  00 


(The  Presidential  Planner  Set  comprises  a  blue  leather  Desk  Planner  with  matched  hlue 
leather  Wallet  Planner  Boxed  for  gift  presentation  with  complimentary  silver  blocking  of 
your  name  on  bolh  items) 


icludf  dflivm  bi  .urfaii-  mail 
111  intludp  I,«j14uIii.;  oruif- 
oirrmnTir)-.  Seplcmher  1141 


Personalization  US$4,75  per  item 


Handling  &  Packing  US$2  25  per  item 


Suite  (',  22nd 

.',5:'  i5H924<i 


n  Check  enclosed  payable  to  BusinessWeek  Planner' 
n  Bill  my  ( ompany  (Purchase  Order  &  Company  letterhead  enclosed) 
□  charge  10   □  .\iiiEx    □  Diners  Club   □  Visa    □  MasterCard 

Card  .^In  
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isiness  Week  Index 


►DUCTION  AND  LEADING  INDEXES 


ange  from  last  week.  0.1%  Cr-augt        last  week:  0.2% 

ange  from  last  year:  9. 1%  Change  from  last  year:  7.2% 

LEADING  INDEX 


_■  ■  1  ■  ■  ■  ■  1  ■  1  1  ■  220 

Jan.  Apr  Aug.  Dec. 

1994  1994  1994  1994 

exes  are  4-week  moving  averages 

reduction  index  rose  for  the  week  ended  Dec.  31,  although  before  calcu- 
of  the  four-week  movmg  average,  the  mdex  slipped  to  120.8,  from 
.  For  December,  the  mdex  increased  to  119.2  from  118.5  m  November, 
lading  index  also  edged  up  for  the  latest  week.  The  unaveraged  mdex  m- 
d  to  253.5,  from  a  revised  252.9.  The  December  index  stood  at  252.7, 
■m  November's  reading  of  250.2. 

tiction  index  copyright  1994  by  McGraw-Hill  Inc  BW  leading  index  copyright  1994  by  CIBCR 


PRODUCTION  INDICATORS 


UTEST 

WEEK 

YEARLY 

WEEK 

AGO 

%CNG 

olCEL  (1//)  tinous.  of  net  tons 

1 .985 

1 ,992r 

5.0 

AUlUa  (1//)  units 

1 15,734 

0 

-10.4 

1  HUbRo  (1//)  units 

88,425 

0 

-21 .3 

CLtulHlw  rUncn  (1//)  millions  of  kilovyatt-rirs. 

NA 

55,717# 

NA 

ODIinC  nil  DCCIIIIIIIS  ^^^'7\  fhmic-  ^r  kki  lAn,, 

bnUiic-uiL  ncniiiiiii        irious.  01  Dui./oay 

14,336 

7.5 

COAL  (12/31)  tfious.  of  net  tons 

16,047# 

20,345 

9.5 

PAPERBOARD  (12/31)  thous.  of  tons 

NA 

905.0 

NA 

PAPER  (12/31)  tfious.  of  tons 

NA 

828.0 

NA 

LUMBER  (12/31)  millions  of  ft. 

308. 9# 

377.6 

-9.8 

RAIL  FREIGHT  (I2/3I)  billions  of  ton-miles 

19. 3# 

23.7 

14.2 

Sources:  American  iron  &  Steel  Institute.   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept.,  American  Forest  &  Paper 
Association,  WWPA^  SFPA-.  Association  of  American  Railroads 


DING  INDICATORS 


K  PRICES  (1/6)  s&P  500 

LATEST 
WEEK 

460.21 

WEEK 
AGO 

460.94 

YEARLY 
%CHG 

-1.5 

ORATE  BOND  YIELD.  Aaa  (I/6) 

8.51% 

8.43% 

21.4 

STRIAL  MATERIALS  PRICES  (I/6) 

112.7 

112.8 

NA* 

flESS  FAILURES  (12/30) 

278 

267 

3.3 

ESTATE  LOANS  (12/28)  bilhons 

$456.6 

$455. 9r 

8.4 

Y  SUPPLY,  M2  (12/26)  billions 

$3,571.2  $3,558.6r 

1.1 

\L  CLAIMS.  UNEMPLOYMENT  ( 1 2/24)  thous  321 

325 

9.6 

es:  Center  for  International  Business  Cycle  Research  (CIBCR),  Standard  & 

Moody's,  Journal  of  Commerce  (index;  1990-100),  Dun  &  Bradstreet  (failures 
e  companies),  Federal  Reserve,  Labor  Dept.  CIBCR  seasonally  adjusts  data  on 
ss  failures  and  real  estate  loans   'Historical  data  available  from  CIBCR 

BREST  RATES 

RAL  FUNDS  (i/io) 

LATEST 
WEEK 

5.44% 

WEEK 
AGO 

5.98% 

YEAR 
AGO 

2.98% 

lERCIAL  PAPER  (l/ll)  3  month 

6.18 

6.32 

3.18 

IFICATES  OF  DEPOSIT  (i/ii)  3  month 

6.18 

6.38 

3.13 

MORTGAGE  (l/S)  30-year 

9.39 

9.35r 

7.30 

STABLE  MORTGAGE  (1/6)  one  year 

6.85 

5.78r 

4.28 

E  (1/11) 

8.50 

8.50 

6.00 

BS:   Federal  Reserve,  HSH  Associates,  Reuters 

Holdings  PLC 

PRICES 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%OHG 

GOLD  (1/11)  $/troy  oz. 

375.600 

375.600 

-2.8 

STEEL  SCRAP  (I/IO)  #1  fieavy,  $/ton 

144.00 

144.00 

2.9 

COPPER  (1/7)  «/ib. 

139.9 

142.4 

64.8 

ALUMINUM  (1/7)  i2/ib 

96.5 

94.0 

79.4 

COTTON  (1/7)  strict  low  middling  1-1/16  in.,  e/lb 

86.12 

86.32 

35.3 

OIL  (1/10)  $/bbl. 

17.42 

17.43 

21.4 

Sources:  London  Wednesday  final  setting,  Chicago  market.  Metals 
market,  NYIVIEX 

Week,  Memphis 

FOREIGN  EXCHANGE 

LATEST 
WEEK 

WEEK 
AGO 

YEAR 
AGO 

JAPANESE  YEN  (i/ii) 

99.88 

101.21 

111.27 

GERMAN  MARK  (l/ll) 

1.54 

1.56 

1.75 

BRITISH  POUND  (i/ii) 

1.56 

1.56 

1.49 

FRENCH  FRANC  (l/ll) 

5.30 

5.37 

5.94 

ITALIAN  LIRA  (l/ll) 

1624.0 

1626.5 

1706.0 

CANADIAN  DOLLAR  (l/ll) 

1.41 

1.41 

1.32 

MEXICAN  PESO  (i/il) 

5.725 

5.410 

3.103 

Sources:  Maior  New  York  banks.  Currencies  expressed  in  units  per  U.S.  dollar, 
except  for  British  pound  in  dollars 


data  in  tfie  production  indicators  are  seasonally  adjusted  in  computing  ttie  BW  index  (chart);  ottier  components  (estimated  and  not  listed)  include  mactiinery  and  defense 
lent.  l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r-revised       NM=Not  meaningful 


rHE  WEEK  AHEAD 


.TRIAL  PRODUCTION 

ay,  Jan.  17,  9:15  a.m.  ►  Output  at 
es,  mines,  and  utilities  likely  rose 
in  December,  the  same  solid  gain 

in  October  and  November.  That's  the 
n  forecast  of  economists  surveyed  by 
iternational,  a  division  of  McGraw-Hill 
ie  increase  is  suggested  by  new  facto- 
I  and  the  long  workweek  in  December, 
utput  rising,  the  average  capacity-util- 

rate  for  all  industry  likely  edged  up 
from  84.7%  in  November. 

lESS  INVENTORIES 

isday.  Jan.  18,  10  a.m.  ►  Inventories 
y  manufacturers,  wholesalers,  and 
rs  probably  grew  by  about  0.3%  in 


November.  Factories  have  already  reported 
a  0.5%  rise  in  their  November  stock  levels, 
but  strong  retail  sales  likely  drew  down 
inventories  at  the  store  level.  In  October, 
total  business  inventories  rose  by  0.4%. 
Business  sales  likely  increased  by  a  large 
2%  in  November,  after  advancing  just  0.2% 
in  October.  Factory  shipments  and  retail 
sales  were  strong  in  November. 

INTERNATIONAL  TRADE 

Thursday,  Jan.  19,  8:30  a.m.  ►  The  mms 
forecast  is  that  the  trade  deficit  for  goods 
and  services  narrowed  slightly,  to  $9.8  bil- 
lion in  November,  from  $10.1  billion  in 
October.  Exports  are  expected  to  increase 
after  falling  for  two  consecutive  months. 


Imports,  up  0.6%  in  October,  probably  were 
little  changed  in  November.  The  foreign 
trade  sector  was  a  drag  on  economic  growth 
in  1994,  but  faster-growing  exports,  along 
with  slower  domestic  demand,  should 
change  the  trade  picture  this  year. 

HOUSING  STARTS 

Friday,  Jan.  20,  8:30  a.m.  ►  Housing 
starts  likely  fell  to  an  annual  rate  of  1.48 
million  in  December,  projects  the  mms  sur- 
vey. New-home  sales  dropped  in  November, 
leaving  builders  with  an  increased  number 
of  unsold  units.  In  November,  unusually 
warm  weather  helped  to  push  starts  up  by 
6.9%.  With  mortgage  rates  rising,  home- 
building  should  taper  off  in  1995. 


Whaddya  Say  To 
A  Guy  Who's  Had 
The  Same  Job 
For  50  Years, 
Has  Never  Called 

In  Sick  Or 
Showed  Up  Late, 
Never  Taken  A 
Vacation  Or  A 
Holiday,  Never 
Asked  For  A 
Raise  Or  Griped 
About  His  Bonus 
And,  Believe  It  Or 
Not,  Has  No 
Plans  For 
Retirement? 


Thanks. 


Rpmembpr  ■  only  you  can  prevenl  forest  fires. 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  lifted  oniyip  tables  are  not  included. 


Arthur  D.  Little  58 
Alaska  Airlines  104 
Alex.  Brown  &  Sons  76 
Alliance  Capital 

Management  54 
Altair  Computing  86 
America  West  104 
American  Airlines  104 
American  Cyanamid  96 
American  Express  104 
Apple  Computer  13,44,76 
Arnhold  &  S. 

Bleichroeder  102 
AST  Research  76 
AT&T  13,22 
Atlantic  Recording  48 
Avid  Technology  6 

B 


Bam  76 

Banca  Quadrum  96 
Bank  of  Montreal  94 
Baring  Securities  102 
Bates  Worldwide  46 
Bayer  70 

BBDO  Worlwide  46 
Biomera  70 
Biopharm  70 
Boeing  86 
Borden  50 
Borland  50 

Bridgestone/Firestone  50 
British  AinA/ays  46 
British  Petroleum  83 
Broadview  Associates  44 
Brown  Brothers 
Harriman  72 


Campbell  Mithun  Esty  46 
Campbell  Soup  46 
Canon  72 
Castle  Rock 
Entertainment  79 
Cemex  58 
Centerior  Energy  93 
CFE  59 

Charter  Investment 
Group  90 

Chatterjee  Group  90 
Chem  Systems  83 
Chevron  88 
Chicago  Bears  6 
Citizens  Utilities  34 
C.J.  Lawrence/Deutsche 

Bank  Securities  50 
Cleveland  Browns  6 
CMS  Energy  93 
CNN  79 
Color  Tile  88 
Columbia  Pictures  79 
Compaq  Computer  13,22, 

76,  112 

Computer  Intelligence 
IntoCorp  76 
Comsat  87 
Conseco  94 

Continental  Airlines  104 
Continential  Bank  34 
CS  First  Boston  54 


De-Sta-Co  92 
Dean  Witter  44,  94 
Dell  Computer  76 
Deloitte  &  Touche  105 
Delta  Air  Lines  104 
Denny's  88 
Deutsche  Telekom  6 


Digital  Equipment  76 
Dillard  Department 
Stores  48 
Diners  Club  104 
Dover  92 
Dow  Chemical  83 
Dreyfus  50 
DRI/McGraw-Hill  82 
DuPont  83 


Eastman  Kodak  34 
Egghead  22 
Electronic  Data 
Systems  13 
Elf  Aquitaine  83 
Enichem  83 
Evotec  70 


Federal  Express  34 
Fiat  82 

Fidelity  Emerging  Markets 

Fund_102 
Fluid  I  hinking  86 
Food  Lion  89 
Ford  47,  82 
Foreign  &  Colonial 

Investment  Trust  54 
Foxboro  90 
Franklin  Templeton 

Fund  102 

Fuji  Heavy  Industries  18 


Gateway  2000  76 
GE  34,79,94 
GM  45,  47,  82 

Geodyssey  69 
Glaxo  70 

Global  Power  Investments 
Fund  90 

Goldman  Sachs  44,  54, 
92,  94 

Grand  Metropolitan  50 
Grant  &  Thornton  105 
Green  Bay  Packers  6 
Grupo  Carso  102 
Grupo  Tribasa  102 

H 


Harley-Davidson  39 
Harris  Associates  46 
Hertz  104 
Hewlett-Packard  13 
Hill  Refrigeration  92 
Hilton  Hotels  104 
Hitachi  72 
Hoechst  70 
Home  Depot  88 
Honda  18,47 
Honeywell  50 
Hunter  Marine  87 
Huntsman  Specialty 
Chemicals  83 
Hussmann  92 


IBM  13,  18,34,72,76, 
87 

ICA  58 
ICI  83 
lllinova  93 
Infobahn  Xpress  13 
Intel  8,  13,69,76 
Intergraph  13 
International  Data  22 
International  Rectifier  96 
ITT  92 


James  Capel  102 
J.C.  Penney  48 
Jensen  Securities  90 
Jerell  48 
John  Beall  90 
Johnson  &  Johnson  50 


Kemper  94 
KKR  50 

KPMG  Peat  Marwick  105 


Lehman  Brothers  96 
Lexington  Emerging 
Markets  Fund  102 
Litton  Industries  50 
Loews  54 

Lotus  Development  22, 
50,  72 

Lucky  Stores  89 
M 


Margaux  92 
Mars  46 
Matsushita  44 
McGraw-Hill  105,  109 
MCI  Communications  104 
MediGene  70 
Mellon  Bank  50 
Mercedes-Benz  58 
Merck  96 
Mercury 

Communications  6 
Merrill  Lynch  30,  54 
Meta  Group  72 
Micro  Warehouse  76 
Microsoft  8,  13,44,  69, 

72,  86 

MMS  international  109 
Mobil  Oil  83 
Montgomery  Emerging 

Markets  Fund  102 
Morgan  Stanley  62,  93 
Morningstar  102 
Morphosis  70 
Motorola  69,  72,  76,  96. 

112 

M.R.  Weiser  105 
N 


National  Football 
League  6,  79 
NatWest  54 
NBC  79 

Neiman  Marcus  8 
Network  Connection  69 
New  Line  Cinema  79 
Niagara  Mohawk  Power  93 
Nike  18 
Nissan  82 
North  Sails  86 
Northwest  Airlines  104 
Novell  22 


Ockam  Instruments  86 
Ogiivy  &  Mather  46 
Ortho  Pharmaceutical  50 
Otis  92 


Pacific  Gas  &  Electric  93 
PacifiCorp  93 
PaineWebber  76,  92 
Panasonic  58 
PC  Compleat  76 
Pemex  58 
PepsiCo  34 
Pet  50 
Peugeot  82 
PGA  45 

Philips  Electronics  44 
Phoenix  Information 
Systems  90 
Pillsbury  50 

Playboy  Enterprises  104 
Prudential  Insurance  101 


Prudential 

Reinsurance  50 
Public  Service  Co.  of 

Colorado  93 


Quantum  Fund  90 
Quantum  India  Fund  9( 
Quantum  Industrial 
Holdings  90 


RauCon  70 
Regeneron  50 
Renaissance  Cars  47 
Renault  82 
Robertson  Stephens 

Emerging  Markets 

Fund  102 
Robinson  Humphrey  76 

S 


Saatchi  &  Saatchi  18,  A 
Salomon  Brothers  72 
Saperstein,  Goldstein, 

Demchak  &  Bailer  88, 
SAS  Institute  13 
S.B.S.  Financial  Group 
Schering  70 
Science  Applications 

International  86 
Scudder  New  Asia 

Fund  102 
Scudder,  Stevens  & 

Clark  102  i 
S.G.  Warburg  62,  83 
Sharp  22 
Shoney's  88,  89 
Si  la  82 

Silicon  Graphics  13 
SNC  Capital 

Management  94 
Sony  79 
Soros  Fund 

Management  90 
SoundView  Financial 

Group  72 

Sprenger  &  Lang  88 
Sprint  6 

Standard  &  Poor's  105 
State  Farm  88 
Subaru  18 
Sugen  70 
SunAmerica  94 
Susan  Powter  Corp.  48 


Tandy  34 
Tektronix  90 
Tele-Communications  7 
Time  Warner  69,  79 
Toshiba  72,  76 
Toyota  18,82 
T.  Rowe  Price  93,  94 
TRW  13 

Turner  Broadcasting 
System  79 

U 


II 


UB  90 

Union  Carbide  83 
United  Airlines  104 
United  Artists  89 
USAir  89,  104 
U  S  West  44 


Volkswagen  58,  82 
W 


Wal-Mart  50 
Walt  Disney  47 
Western  Digital  34,  76 
Westinghouse  Electric  t 

X 


111 


Xerox  22,  34 
Z 


Zacks  Investment 
Research  92 


llti 
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Lvestment  Figures  of  the  Week 


ENTARY 

;  economic  woes  continued 
nancial  markets.  Traders 
id  unconvinced  that  the 
lent's  plan  would  head  off 
I  and  stabilize  its  markets, 
e  New  York  Fed  jumped  in 
ort  the  peso  on  Jan.  9  and 
It  Clinton  pledged  support 
11,  the  peso  steadied  and 
stocks  halted  their  plunge. 
.S,  record  earnings  from 
i  sparked  a  rally  on  Jan. 
stocks  ended  Jan.  11  down 
,.  The  long  bond  rallied  on 
lation  reports. 


STOCKS 

Jan.  July 


Jan.  5-11 


-461.67 

460 


1 -week  change 

+0.2% 


BONDS 

Ian.  July 


52-week  change 


Jan.    Jan.  5-11 


1-week  change 

+0.2% 


THE  DOLLAR 

Jan.  July 


Jan.    Jan.  4-11 


1365 
■-  1356.17 


52-week  change 

-5.3% 


I  -'veek  change 


IKET  ANALYSIS 


OCKS 


Latest 


%  change 
Week  52-week 


<ES  INDUSTRIALS  3862.0 

:  COMPANIES  (S&P  MidCap  Index)  169.9 

lOMPANIES  (Russell  2000)  248.2 

IPANIES  (Russell  3000)  264.5 

>N  STOCKS  Latest 


0.1 
0.5 
0.2 
0.3 


0.3 
-5.2 
^.6 
-3.3 


%  change  (local  currency) 
Week  52-week 


(FINANCIAL  TIMES  100) 
NIKKEI  INDEX) 
3  (TSE  COMPOSITE) 


3049.4 
19,548.5 
4186.7 


-0.1 
-0.7 
0.8 


-9.6 
4.0 
-6.0 


FUNDAMENTALS 

Latest 

Week  ago 

Year  ago 

90-DAY  TREASURY  BILL  YIELD 

5.75% 

5.84% 

3.02% 

30-YEAR  TREASURY  BOND  YIELD 

7.84% 

7.85% 

6.18% 

S&P  500  DIVIDEND  YIELD 

2.80% 

2.81% 

2.61% 

S&P  500  PRICE/EARNINGS  RATIO 

17.0 

17.0 

23.2 

TECHNICAL  INDICATORS 

Latest 

Week  ago 

Reading 

S&P  500  200-day  moving  average 

457.5 

457.6 

Positive 

Stocks  above  200-day  moving  average 

34.0% 

32.0% 

Positive 

Speculative  sentiment:  Put/call  ratio 

0.57 

0.60  r 

Neutral 

Insider  sentiment:  Vickers  sell/buy  ratio 

1.06 

1.06 

Positive 

USTRY  GROUPS 


VEEK  LEADERS 


%  change 
4-week  52-week 


Strongest  stock  in  group 


BLOOMBERG  FINANCIAL  MARKETS 


%  change 
4-week  52-week 


Price 


Y-DUTY  TRUCKS 

12.7 

-15.0 

NAVISTAR  INTERNATIONAL 

19.6 

-33.0 

16^/4 

R  CONTAINERS 

12.1 

4.6 

STONE  CONTAINER 

21.3 

55.8 

I8V2 

[BUILDING 

12.1 

-41.6 

CENTEX 

13.2 

-43.4 

23% 

>ITAL  MANAGEMENT 

12.1 

3.1 

COLUMBIA/HCA  HEALTHCARE 

12.4 

7.7 

38% 

lALTY  CHEMICALS 

10.8 

-13.8 

MORTON  INTERNATIONAL 

13.9 

-7.9 

29% 

WEEK  LAGGARDS 

%  change 
4-week  52-week 

Weakest  stock  in  group 

%  change 
4-week  52-week 

Price 

;IALTY  APPAREL  RETAILERS 
I  MINING 

'B_EL'^*'iy[*c!lURLN¥.^  !  ! 
iND  GAS  DRJLLING 

l-DISTANCE  TELECOMMUNICATIONS 


-3.5 
_-3._l_ 
--2._3_ 
-2.2 
-1.9 


-19.3 
-2_7._2_ 
__-5.7 
-24.0 
-15.3 


THE  LIMITED 

SANTA  FE  PACIFIC  GOLD 

LIZ  CLAIBORNE 

HELMERICH  &  PAYNE 

SPRINT 


-6.5 
-13.3 
-19.3 
-2.4 
-9.4 


-2.1_ 
__N_A_ 
-23._3_ 
-1_3._1_ 
-19.3 


17% 
"11% 
T7V4 
"2'5V4 
"26% 


^UAL  FUNDS 


RS 

!ek  total  return 


&  BEAR  SPECIAL  EQUITIES  11.7 
TONE  AMERICA  HARTWELL  EMERG.  GR.  A10.9 
REALTY  10.2 


k  total  return 


% 


:iMAN  COMMUNICATIONS  &  INFORM.  A  28.1 
;TT  SMALLER  COMPANIES  23.0 
INCE  TECHNOLOGY  A  22.8 


LAGGARDS 
Four-week  total  return 


% 


WRIGHT  EQUIFUNO-MEXICO  NATL.  FID.  EQTY.  -41.2 
FIDELITY  LATIN  AMERICA  -27.6 
TCW/DW  LATIN  AMERICAN  GROWTH  -26.9 

52-week  total  return  %_ 

MONITREND  GOLD  55.5 
STEADMAN  OCEANOGRAPHIC  TECHNOLOGY  -39.4 
STEADMAN  AMERICAN  INDUSTRY  -39.0 


!  S&P  500 


4-week  total  return 


MORNINGSTAR  INC 


Average  fund 
52-week  total  return 


ATIVE  PORTFOLIOS 


imounts  represent  the 
value  of  $10,000 

i  one  year  ago 
portfolio 

tages  indicate 
y  total  returns 


Foreign  stocks 
$10,863 

-1.37% 


nil 


Money  market  fund 

$10,485 

-1-0.30% 


<0 

U.S.  stocks 

$9,990 

+0.56% 


Gold 

$9,590 

-1.79% 


DRI/McGRAW-HILL 


yy 


Treasury  bonds 

$8,704 

-1-0.77% 
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.try  groups  include  S&P  500  companies  only;  performance  and  share  prices  are  as  of  mar-       10.  A  more  detailed  explanation  of  this  page  is  available  on  request.  r=revised  NA=Not  available 


Editorials^ 


A  CORPORATE  DIET  FOR  UNCLE  SAM 


Bureaucratic,  hierarchical,  wasteful,  inflexible,  and  alienat- 
ed from  its  users:  No,  it's  not  Corporate  America  in 
the  1980s.  It's  American  government  in  the  1990s.  A  great  de- 
bate is  roiling  Washington  about  the  proper  size  and  role  of 
government  in  the  lives  of  250  million  Americans.  But  there's 
no  consensus — beyond  the  notion  that  Uncle  Sam  must  slim 
down.  Everything  else  is  up  for  gi-abs. 

Early  signs  are  troubhng.  A  new  business  week  poll 
shows  that  the  public  is  profoundly  ambivalent  about  cutbacks 
(page  34).  That  could  easily  bring  about  political  polariza- 
tion. In  Congress,  there  are  abeady  signs  of  playing  slash  and 
bui'n  for  partisan  points.  The  game  seems  to  be  to  zero  out 
your  opponent's  political  base  while  protecting  youi-  own  con- 
stituencies. Prepare  for  the  elections  of  1996. 

Oui'  advice:  Don't  play  that  game.  Successful  reinvention  of 
government — based  on  efficiency,  not  politics — would  unleash 
massive  resoui'ces  for  savings,  capital  accumulation,  and  in- 
come grovi1;h.  A  serious  effort  to  make  government  more 
efficient  would  bring  a  quantum  leap  to  America's  position  in 
the  world  economy. 

Befor-e  politicians  start  hacking  away  at  the  federal  bureau- 
cracy, they  should  put  in  a  call  to  Ford,  Motorola,  and  Com- 
paq. These  are  just  a  few  of  the  hundreds  of  companies  that 
restructured  in  the  '80s  to  become  efficient  competitors. 
Newt  Gingrich  and  Al  Gore  are  both  lucky  to  have  a  wealth 
of  how-to  infoiTnation  already  at  hand  from  the  private  sector 
They  should  use  it. 

The  secrets  of  coi-porate  downsizing  are  well  known.  Before 
blindly  cutting  10%  of  everything,  rethink  the  mission  of 
each  level  of  government.  Ask  what  must  be  done  inside 
the  government  and  what  could  be  fanned  out.  Reengineering 


is  as  important  as  tiimming.  Mayors  know  that  cities  must  j 
lice  the  streets  themselves  but  that  gai'bage  can  often 
more  cheaply  collected  privately.  Congress  knows  that  t 
U.  S.  must  have  a  strong  militai'y,  but  does  Uncle  Sam  ha 
to  be  in  the  business  of  gi'azing  cows?  Privatizing  some  pi 
lie  lands  in  the  West  could  generate  biUions. 

A  second  lesson  from  business  concerns  delivery.  Compan 
are  now  outsourcing  anything  that  is  not  a  core  competen 
If  the  government  wants  to  provide  housing  to  the  poor  a 
medical  care  for  veterans,  must  it  retain  huge  bureaua 
cies  to  do  the  work,  or  could  vouchers  be  used  *:o  provide  S( 
vices  in  the  private  sector?  Food  stamps  are  successful  vou( 
ers.  Job  training,  veterans'  health  care,  and  many  kinds 
public  education  might  better  be  dehvered  through  them. 

The  private  sector  shows  that  flexibihty  is  key  to  imprc 
ing  productivity.  Cutting  layers  of  management  and  givi 
power  to  lower-mng  employees  closest  to  the  customer  £ 
fundamental.  That  means  new  civil-service  rules.  Today,  the 
is  virtually  no  accountability  in  many  government  offices. 

Finally,  the  dangers  of  going  too  far  in  restructuring  a 
commonplace  in  downsizing  companies.  Merely  shifting  fuir 
tions  and  excessive  decentralizing  are  classic  mistakes.  If  I 
Washington  does  is  transfer  welfare,  health  services,  ai 
regulation  to  the  local  level,  it  won't  work.  Fifty  regulatojf 
bodies  are  not  more  efficient  than  one.  | 

The  goal  in  the  current  debate  over  reforming  goveil 
ment  is  cutting  costs,  not  getting  even  politically.  Until  vet 
recently,  middle-class  workers  had  not  seen  real  income  gaii 
for  two  decades.  They  want  to  pay  less  for  government  s(| 
vices.  Corporate  America  has  shown  how  to  accomplish  tl| 
kind  of  goal.  Get  on  with  it,  Washington. 


WILL  THE  REAL  ALAN  GREENSPAN  STAND  IP? 


On  Tuesday,  Jan.  10,  Federal  Reserve  Chairman  Alan 
Greenspan  testified  to  Congi'ess  that  the  actual  inflation 
rate  could  be  as  much  as  1.5  pei-centage  points  below  the  of- 
ficial figui-e.  BUSINESS  WEEK  made  the  same  point  in  "The  real 
ti-uth  about  the  economy"  (Cover  Story,  Nov.  7,  1994).  The 
policy  implications  of  Greenspan's  dii'ect  attack  on  price  statis- 
tics cannot  be  underestimated.  Everyone  should  face  the  im- 
pHcations,  including  Greenspan  himself. 

For  starters,  Greenspan  suggested  that  policymakers  should 
use  the  lower  figTires  in  Social  Security  and  cost-of-living 
calculations.  That  would  decrease  the  federal  budget  deficit  by 
up  to  $150  billion  over  the  next  five  yeai's.  That's  real  savings. 

But  Greenspan's  admission  that  he  believes  inflation  to  be 
much  lower  than  the  cun-ent  fig-ure  raises  a  question:  Why 
does  the  Federal  Resei-ve  keep  raising  interest  rates?  Just 
one  day  after  Greenspan  testified  to  Congress  that  the  consu- 
mer price  index  overstated  inflation,  new  numbers  showed 


that  core  inflation  in  1994  was  only  2.6%,  the  lowest  sir 
1965.  This  means  the  tnae  rate  of  inflation  is  at  most  2%,  a 
perhaps  as  little  as  1%. 

Bond  vigilantes  can  argue  that's  all  history.  With  capaci 
and  labor  tight,  inflation  is  bound  to  rise  in  the  future.  Mi 
be  so.  But  an  inflation  rate  of  1%.  to  2%  means  that  real  int 
est  rates  ai'e  ah-eady  sky-high.  The  real  three-month  inten 
rate  is  between  3.5%  and  4.5%,  a  level  that  has  historica 
been  a  sign  of  impending  recession.  With  credit  so  costly,  t 
economy  is  neai'ly  guaranteed  to  slow  in  the  months  to  con 
without  any  additional  hikes  in  rates.  By  repeatedly  wami 
that  inflation  was  about  to  erupt,  the  Fed  has  had  the  pi 
verse  effect  of  raising  inflationary  expectations.  It's  time  : 
Greenspan  to  tell  the  financial  markets  what  he  really  1 
Ueves:  that  inflation  is  extraordinarily  low.  That's  the  best  w 
to  lower  inflationary  expectations  and  preserve  econon 
growth  into  1996. 
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ZNOTEFLEXThe  One 

Computer  For  All  Ctf  You. 


Decisions,  decisions 

Finding  a  notebook 
computer  is  simple 
Finding  one  to  handle  al 
the  things  you  do,  isn't 

Zenith  Data  Systems' 
Z-NOTEFLEX,  however 
delivers  everything  you 
need  — high  performance 
long  battery  life,  upgrad- 
abilityand  modularity— 
in  a  notebook  that  won't 
be  obsolete  tomorrow 

For  example,  when 
you're  away  from  the 
office,  remove  the  flop- 
py drive  and  insert  a 
second  battery  pack 
and,  wham,  twice  the 
computing  time! 

But  that's  ZDS  for 
you  Who  else  would 
build  a  computer  versa- 
tile enough  to  tackle 
every  part  of  your  jobT* 
After  all.  Connected 
Computing— making  computers  and  people 
work  better  together— is  just  what  Zenith  Data 
Systems  is  all  about  Call  now  to  learn  why 
the  Z-NOTEFLEX  is  the  one  computer  for 
you,  wherever  you  go,  whatever  you  do. 
1-800-289-1279,  Ext.  5160 


Z-NOTEFLEX 

Up  ro  lntelDX4'"  lOOMHz 
processor 

Up  to  700  MB  hard  drive 

16-bit  business  audio 

Artive-matrix,  color  LCD 

TwoType-li  PCMCIA  slots' 

FLEXSITE 

LCD  video  display  stand 

FLEXBAY 

Battery  charging  bay 
Floppy  drive  bay 

FLEXDOCK 

Enhanced  port  replicator 
Two  Type-Ill  PCMCIA  slots" 

FLEXSHOW 

MPC2-compliant 
Double-speed  CD-ROM  drive 
Amplified  stereo  speakers 
Two  Type-Ill  PCMCIA  slots" 


in 
I 


'  I  "WZen.th  Data  Systems  Corporation  Zenith  Data  Systems  Corporation  isa  Bulkompany  'Z-NOTEFLEX  supports  two  Type-I,  two  Type-ll  or  one  Type-Ill 
ti  and  FLEXDOCK  and  FLEXSHOW  support  two  Type-I,  Type-ll  or  Type-lll  PCMCIA  card  Z-NOTEFLEX.  ZDS  and  "Make  The  Connection"  are  trademarks  ol 
Systems  Corporation  IntelDXfl  Is  a  trademark  and  the  Intel  Inside  logo  ,s  a  legistered  trademark  of  Intel  Corporation  Specllications  are  subject  to  change 


Zenith 

DATA  SYSTEMS 
Make  The  Connection 


Rnally,  a  comfortable  ^ 
concept  car... comes  to  life. 

The  Concept.         ^^^^^^^^  S : 

Create  a  gorgeous,  innovative  coupe.  Give  it  all  the 
comfort  and  room  of  a  luxury  sedan.    :  ;        ■  : 

The  Car.- 

To  make  it  happen,  we  engineered  a  sleek  coupe  that 
flew  in  the  face  of  conventional  thinking.  A  coupe  with 
sedan-size  luxury  and  seats  that  fit  almost  anyone, 
developed  in  over  100,000  miles  of  testing.  And  the 
roomiest  cabin  of  any  coupe  in  the  world  today. 
See  and  drive  Riviera  at  your  Buick  dealer.  And  to    ;  - 
learn  more,  call  1-800-4-RlVIERA.  , 


Riviera  by  Buick 


WYORK 

I NESS  WEEK 
5  Jan 


MULTIMEDIA 
MECCA 


INDIA 
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n  Inside  Look  at  George  Fisher's  Strategy 
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here's  leading  edge.  And  bleeding  edge.  And  you 


RISC-based  PowerPC  " 
oprocessor  at  the  heart 
/ery  Power 
intosh 
s  desktop 
puting  to 
levels  of  per- 
lance  and  compatibility, 
the  name  of  your  nearest 
orized  Apple  reseller,  call 
■732-3131,  ext.  750,  today. 


ner- 


have  to  walk  the  line  to  stay  competitive. 


That's  why  we  use  Power  Macintosh.  It's  a 


ISC  PC,  so  it's  leading  the  way  But  it's 
Iso  a  Mac  that  can  run  Windows  and 


lOS,  so  it's  compatible  with  everything 


"In  some  cases,  we  used  to 
have  three  different  PCs  on  one 
desk-an  absolute  monument  to 
systems  failure.  So  that's  where 
we  put  the  Power  Macintosh 
first.  Now  there's  one  PC  per 
desk,  the  Power  Macintosh. 
One  happy  user  per  desk,  too." 


/e're  doing  now.  That  makes  Power  Macintosh  a 


^  w 

.acOS   For  Windows 

er  Macintosh'  fits  right  in 
S  WEST,  where  people 
many  different  types  of 
and  30  or  so  custom 
5  and  Windows  programs, 
ver  Macintosh  helps  our 
Die  collaborate,  no  matter 
t  kind  of  PC  they  use." 


very  safe  choice.  Which  is  good  for  a  guy 
like  me.  I  take  my  risks  on  the  weekend!' 


Power  Macintosh:  The  business  Macintosh.     Apple  m 
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getting  its  world-  Ji^ 
class  imaging  W 
technology  into       ^  ^ 
consumer  products 
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Cover  Story 


62    KODAK'S  NEW  FOCUS 

After  barely  a  yeai-  at  the  helm,  George 
P'i.sher  has  shaken  up  Kodak  as  never 
before,  selling  off  health  units, 
refocusing  on  imaging,  and  slashing 
debt.  He  has  also  given  staffers  hope 
that  Kodak  has  a  future  beyond 
i-epeated  restructurings.  But  laying  the 
f(jundation  for  a  turnaround  is  one 
thing.  .Actually  delivering  it  is  another 
68  DUPE-IT-YOURSELF 

K(jdak's  CopyPi'int  instant  enlargement 
.-system  is  a  smash 
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30    BLOWUP  AT  BRIDGESTONE 

The  tii-e  company  thought  it  could 
contain  a  labor  disinite.  Instead,  the 
conflict  became  an  international  incident 

32  THE  STATE  OF  BILL  CLINTON  SPEECH 

{'an  he  find  a  new  voice'.'  Comeback 
hopes  may  hinge  on  his  message 
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Democi  at  Robert  Casey  is  pro-life, 
pi'o-religion,  and  anti-Clinton 
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the  final  [jlan  may  be  modest  indeed 
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Despite  the  hit  fi'om  the  Pentium  bug, 
revenues  are  up  dramatically 
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They're  |.iai-t  of  I'f  makers'  ]:)itch  to 
the  .MTV  generatidii 

40  JAPAN:  HOPE  BENEATH  THE  RUBBLE 
Ironically,  the  quake  could  give  the 
economy  a  long-term  boost 
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Europe's  weaklings 
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BILL'S  BUNCH 

WHY  RON  BROWN 
WANTS  TO  STAY  PUT 

('.OF  SMFIN(i  AGAINST  RON" 
Brown  may  have  the  unin- 
tended effect  of  keeping  him 
in  his  beloved  job  as  Com- 
mer'ce  Secretary  a  while 
longer.  Bill  Clinton  wants  to 
shift  Brown  over  to  head  his 
reelection  committee — an  up- 
hill task  that  Brown  doesn't 
relish.  Political  savants  say 
the  late.st  flap  over  Brown's  fi- 
nances makes  it  more  likely 
Clinton  will  keep  Brown  at 
Commer-ce,  where  he's  the 
toast  of  Corporate  America, 
rather  than  move  him  closer 
to  the  President. 

House  Government  Refonn 
&  Oversight  Committee 
Chaimian  William  Clinger  Jr 


BROWN:  Moi  i:  Jiuk  hii  r.st.s 

(R-Pa.)  wants  BrowTi  to  ap- 
pear before  his  panel.  Othei- 
wise,  Clinger  may  push  for 
the  Justice  Dept.  to  appoint 
an  independent  counsel.  Ac- 
cording to  Tlic  Washivgtov 
Post,  an  e.x-business  partner 
of  Bi-own  paid  $190,000  of  his 
personal  debts,  which  his 
lawyer  calls  payment  for 
Brown's  shai-e  of  the  business. 

Brown,  who  dubs  the  lat- 
est imbroglicj  "much  ado  about 
nothing,"  says  he  is  "more 
helpful  to  the  President  and 
the  economy  where  I  am."  To 
reinforce  that.  Brown  is  stejj- 
ping  up  his  trade-mission  itin- 
eraiy:  He  left  on  Jan.  14  for 
India  with  25  U.  S.  CEOs.  Fu- 
ture jaunts:  the  Middle  East, 
China,  South  America,  and 
Aliica.      Do  ay  I  us  Harbrecht 


PFEIFFER 


I  III  hied  big,  ivon 


SUPPLY  &  DEMAND 

YES,  COMPAd  THERE 
ISASANTACUUS 

COMPAQ  computer's  RISKY 
inventory  gamble  seems  to 
have  paid  off.  It  made  a  mas- 
sive bet  on  the  holiday  buying 
season — doubling  the  year- 
before  inventory  to  $2.3  bil- 
lion. With  Compaq  set  to  re- 
port fourth-quarter  earnings 
on  Jan.  25,  word  is  that  the 
company  really  moved  the 
goocls.  Dean  Witter  Reynolds 
analyst  Eugene  Glazer  ex- 
pects earnings  to  be  up  65%. 

Demand  for  PCs  helped  a 
lot,  and  Compaq  had  product 
waiting  on  the  shelves.  Also 
buoying  Compaq:  the  1994 
caution  of  IBM,  which  got 


TALK  SHOW  UThe  current  media  definition  sometimes 
seems  to  be:  A  derivative  transaction  is  any  financial  transa 
tion  in  which  a  large  amount  of  money  is  lost.  5' 

— Mary  Shapiro,  Commodity  Futures  Trading  Commission  chief  | 
STREET  NEWS  j 

HEY.LErSALLSUEPRU!  ' 


PRUDENTIAL   SECURITIES  IS 

even  under  attack  from  bro- 
kers. In  a  just-filed  class  ac- 
tion, a  former  Pru  broker 
says  the  firm's  misleading 
sales  claims  for  its  disas- 
trous limited  partnerships 
have  hurt  his  ability  to  make 
a  living  in  the  securities 
business. 

It's  rare  to  find  brokers  su- 
ing a  fii-m  for  allegedly  lying 
to  them  that  an  invest- 
ment product  they  sell 
is  not  risky.  William 
Mandel  of  Boca  Raton,  Fla., 
says  he  got  his  clients  to  buy 
nearly  $2  million  worth  of  the 
limited  paitnereiiips.  Since  the 
partnerships'  collapse  in  the 
early  1990s,  he  has  lost  at 
least  .$400,000  in  income  from 
an  "impaii-ed  rei:)utation  and 
lost  business  relationships," 


the  lawsuit  claims.  Todai 
Mandel,  43,  works  as  a  De* 
Witter  broker.  His  lawysi 
Thomas  Hoadley,  says  son| 
75  ex- Pr-udential  brokers  a: 
interested  in  either  joining  t^ 
class  action  or  filing  paral 
suits. 

That's  bad  news  for  Pr 
which  has  already  put  $6(i 
million  aside  to  pay  off  inve;ii 
tors  who  lost  money  in  tlli 


Prudential  Securities 


partnerships  as  part  of  broal 
securities  fraud  settlement^ 
The  firm  pitched  700  land  ari 
energy  ventures,  totalinjj 
nearly  $8  billion.  A  compan| 
spokesman  characterizes  thi| 
broker's  legal  action  as  '% 
frivolous  suit  that  is  withoii 
meiit."     Michael  Schroede§ 


burned  in  1993  after  making 
its  own  big  inventory  wager. 
Last  year.  Big  Blue  grossly 
underestimated  demand  for  its 
Aptiva  PC.  During  1994's  fii'st 
nine  months,  Compaq  seized 
IBM's  PC  market-share  lead. 
International  Data  analyst 
Eric  Lewis  figures  Compaq 
ended  the  year  uith  a  10.2% 
share,  IBM  with  8.7%.  Few 
now  laugh  at  Compaq  CEO 


Eckhard  Pfeiffer's  goal:  t 
double  his  nearest  comi:)et 
tor''s  share.  A  Compaq  exefc 
says  rivals  now  had  better  fo^ 
low  its  fat-inventoiy  policie.' 

One  snag:  Compaq  risks 
mutiny  by  mai-gin-squeeze^ 
disti'ibutor's.  And  by  retai' 
er's — some  were  miffed  b; 
pr"e-Thanksgiving  shipmen 
delays  due  to  shortages 
monitors.        Peter  Burrow 


THE  LIST  CAR  THEFTS 


Buy  a  cheap  car  and  worry  no  more  about  it  vertible's  roof.  The  Cadillac,  of  course,  has 
being  broken  into  or  stolen,  right?  Not  ^_      snob  appeal.  Ditto  the  sporty  Mustang, 

quite.  The  worst  record  -■«8rs«ii»A  ^     _  .       But  the  unexciting  Honda  Civic? 


among  newer  cars  belongs 
to  the  VW  Cabriolet,  a 
small,  soft-top  runabout. 


Go  figure.  The  least-hit  list  is 
more  understandable:  Those 
cars  are  family-oriented,  and 


It's  easier  to  slit  open  a  con-   vw  CABRIOLET  Here  today...     crooks  don't  find  them  sexy. 

MOST  FREQUENT  TARGETS* 

I.VOLKSWAGEN  CABRIOLET 

4.6 

LEAST  FREQUENT  TARGETS* 

1.  CHEVROLET  CAVALIER  STATION  WAGON  0.29 

2.  FORD  MUSTANG  CONVERTIBLE 

3.9 

2.  FORD  TAURUS  STATION  WAGON  0.32 

3.  CADILLAC  DE  VILLE  TWO-DOOR 

3.4 

3.  PONTIAC  GRAND  PRIX  FOUR-DOOR  0.32 

4.  FORD  MUSTANG 

3.3 

4.  OLDSMOBILE  CUTLASS  FOUR-DOOR  0.34 

5.  HONDA  CIVIC  TWO-DOOR 

2.5 

5.  OLDSMOBILE  CUTLASS  TWO-DOOR  0.34 

'Multiple  by  which  Insurance  claims  exceed  average  for  al 

U.S.'91- 

'93  autos  insured           DATA:  HIGHWAY  LOSS  DATA  INSTITUTE 
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Here 


IS 


Absolutely  everything  you  need  for  your  next  big  meeting. 


Tke 

Hotel 
Copley  Place 

Boston 


Tke  AA^stin 
Hotel 

Chicago 


Xke  Austin 
Canal  Place 

New  Orleans 


Tke  ■Vs^stin 
5t.  Francis 

San  Irancisce 


t  e  1  e  c  o  n  f  e  rencing]  Pick  up  any  telephone  in  The  Westin  and  you  can  simuha- 
converse  with  people  in  up  to  15  different  locations  around  the  world.  Which  means  you 
;n  have  to  leave  your  room  to  conduct  your  next  big  meeting,  much  less  turn  oil  the  TV 
Hu)  to  offer  A  TcJT  In -room  Long  Dutance  Sen'ice  for  your  A  TeJT  Catting  Card,  A  TeJT 


AI&T 

In-Rooni 

Long 

Distance 

Service 


WEsnis^ 

Hotels  8.  Resorts' 


/  Card  and  operator-iUKiLited  catLi:  Jor  rejervatiiinci  catl your  travct  conjuttant  or  (800)  228-3000.  aiongufe'way.- 


Up  Front 


SLUGFESTS 

CAUTION:  DUELING 
SWEAT  MACHINES 

THE  BOOMING  HOME-KITNESS 

industry  is  developing  both 
well-defined  abs  and  shaip  el- 
bows. Rivals  ai'e  chiuning  out 
infomercials  that  snipe  at 
each  other's  exei"cise  contrap- 
tions. But  nothing  tops  the 
rancor  between  the  makers 
of  two  hot-sell- 
ing— and  simi- 
lar— new  ma- 
chines where 
you  push  on 
both  pedals  and 
handlebars  foi- 
a  total  body 
workout. 

The    maker  ICON  AD:  Bai 

of  HealthRider,   

ExerHealth  in  Salt  Lake 
City,  accuses  Icon,  the  manu- 
facturer of  CardioGlide,  of  un- 
ethically slamming  Health- 
Rider  in  a  fitness  magazine 
that  has  links  to  Icon.  Shape 
magazine's  December  issue 


THE  BIG  PICTURE 


STOCK 
SURGE 
SLOWS 


A  lackluster  stock  market 
over  the  past  year  has  slowed 
the  huge  inflow  of  invest- 
ment. The  postrecession 
surge  of  money  into  the  mar- 
ket ebbed  as  rising  interest 
rates  made  other  invest- 
ments more  attractive. 


INCREASE  IN 
TOTAL  AMOUNT 
INVESTED  IN  U.S. 
STOCK  MARKETS 


'90     '91      '92     '93  '94 
▲  PERCENT    DATA:  LEHMAN  BROTHERS  INC. 


knocked  HealthRider  as  be- 
ing possibly  harmful  to  the 
lower  back — and  didn't  men- 
tion its  relationship  with  Car- 
dioGlide. Until  November, 
when  Boston's  Bain  Capital 
purchased  it.  Icon,  based  in 
Logan,  Utah,  was  owned  by 
Weider  Health  &  Fitness, 
Shape's  publisher.  Two  Wei- 
der execs,  though,  now  sit  on 
Icon's  board.  "They  didn't  dis- 
close this,"  gripes  Gary 
Smith,  chief  ex- 
ecutive of  Ex- 
ei'Health. 

Icon  denies 
having  any- 
thing to  do 
with  the  arti- 
cle. And  Shape 
Editor-in-Chief 
Barbara  Hairis 
says  an  inde- 
pendent expert  rated  Health- 
Rider. Plus,  Harris  notes, 
the  magazine  also  gave  a 
thumbs-down  to  another  Icon 
product,  Jane  Fonda's  Walk 
to  the  Music  treadmill. 

This  flareup  is  in  the  nasty 
spirit  of  the  half-hour  info- 
mercials that  sell  a  lot  of  this 
stuff.  CardioGlide  ads  say 
HealthRider  is  too  expensive; 
HealthRider's  say  Cardio- 
Glide isn't  as  effective.  And 
with  family-oriented  baby 
boomers  increasingly  spend- 
ing more  time  at  home  and 
less  in  the  gym,  conflict  in 
this  $2.5  billion  market  is 
sure  to  intensify.  □ 


mm 

bs  and  belles 


DRAWN  &  QUARTERED 


T0RUTO$>EaiON12-C 
INY0l)RCOHTR/\a 
WITH  (MERICK... 


ENDANGERED  SPECIES 

A  VERY  TONY 
SMOKE-FILLED  ROOM 

TALK  ABOUT  OUTCASTS.  IN  AN 

increasingly  tobacco-antago- 
nistic society,  cigarette  puf- 
fers pale  next  to  cigar  smok- 
ers. But  now,  there's  a 
sanctuary  for  the  stogie 
crowd,  albeit  a  pricey  one. 

Havana,  a  private  Beverly 
Hills  club  for  cigar  smoking, 
opens  in  March.  With  a  char- 
ter membership  that  spans 
the  generations  from  come- 
dian Milton  Berle  to  actor  Ja- 
son Priestley  of  Beverly  Hills 
90210  and  is  open  to  both 
sexes,  the  club  costs  $2,000 
to  join  and  $150  per  month. 
Members  have  their  own  pri- 
vate humidors  on  premises, 
where  they  also  can  eat  and 
drink.  "This  is  an  incredible 
oasis,"  says  Joe  Pantoliano, 
an  actor  (Risky  Business, 


The  Fugitive)  who  co-owns 
the  joint  with  veteran  res- 
taurateur Stanley  Shuster. 

To  them,  the  ciub  concept 
is  the  best  defense  against 
the  march  of  antismoking  leg- 
islation. A  number  of  restau- 
rants around  the  country  host 
cigar  nights,  yet  new  local 


CUBA  90210:  Cigar  smokers 
Shuster,  Be)ie,  Pantoliano 

laws  ban  any  smoking  in  pub- 
lic places.  Arnold  Schwarze- 
negger closes  his  entire  res- 
taurant one  night  a  month  to 
avert  Santa  Monica's  new  or- 
dinance and  host  his  stogie 
shindig.      Jennifer  Holland 


WARM  PLASTIC 


HEARTLESS  BANKERS?  MAYBE  NOT 


THE  AGE  OF  NEWT  IS  A 
friendless  time  for  a  variety 
of  causes.  But  they  now  have 
a  pal  in  mbna  America.  The 
bank  offers  what  it  calls  "a 
revolutionary  new  credit 
card"  that  gives  a  dime  for 
each  charge  to  82  organiza- 
tions. Recipients  range  from 
such  liberal  favorites  as  the 
Children's  Defense  Fund, 
made  famous  by  Hillaiy  Rod- 
ham Clinton,  and  the  Rain- 
forest Action  Network  to  the 
more  mainstream  Ronald  Mc- 


FOCUS:  MBNA's  cause  card 

Donald  Children's  Charities. 

Ads  for  the  GlobalFocus 
Visa  card  evoke  the  counter- 
culture heyday  by  saying  it's 
in  the  tradition  of  straggles 


for  civil  rights  and  nuclear 
disarmament.  Yet  Newark 
(Del.)-based  MBNA  contends 
its  pitch  isn't  ideological;  it 
just  wants  to  help  those  who 
do  good  and  thinks  this  is  a 
profitable  niche.  In  fact,  it 
also  issues  an  affinity  card 
foi-  the  American  Legion.  Re- 
gardless, MBNA  seems  to  have 
learned  to  woo  the  left  from 
a  former  affinity  client.  Work- 
ing Assets  Funding  Sei^vice. 
Its  beneficiaries  include  a  few 
groups  MBNA  gives  to,  but 
adds  some  more  controver- 
sial ones  dedicated  to  gun 
control,  gay  rights,  and  abor- 
tion rights.      Joseph  Weber 


FOOTNOTES  Americans  who  say  they  eat  "low-fat"  foods:  83%.  Those  who  are  overweight:  33% 
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1995  J  P  Morgan  &  Co  Incorporated 


There  are  a 


lot  of  people 
who  claim  to  be 
financial  gurus. 
But  are  they? 


One  pundit  has  his  "niche."  Another  has  her  "forte."  But  how  can  they  claim  to  know 
what's  hest  for  your  situation  unless  they'^re  lookin";  at  your  whole  situation?  The  very 
reason  a  Morgan  team  provides  you  with  a  variety  of  global  investment  options.  Tax  ideas. 
Wealth  transfer  solutions.  And  then  pulls  them  all  together  to  create  the  smart- 
est long-term  strategy  for  you.  How  brilliant  is  any  one  investment  decision  if  it  s  out 
of  synch  with  the  rest.**  If  you  have  assets  of  $5  milhon  or  more,  please  call  Richard 
B.  Jones  at  (213)  489-9339  or  call  George  W.  Rowe  at  ¥131\/|^-*» 
(415)  954-3200,  J.R  Morgan  Cahfornia.  Private  Banking  J  _r  iVlOl 

New  York,  Wilmington.  Del  ,  Palm  Beach.  Los  Angeles.  San  Francisco.  Brussels,  Frankfurt.  London.  Madrid.  Milan.  Nassau.  Pans.  Geneva.  Hong  Kong.  Singapore.  Tokyo 
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Readers  Report 


A  WELCOME  WAGON 

FOR  BUSINESS  WEEK  ONLINE 

Your  online  edition  of  business  week 
showed  up  on  my  computer  screen  to- 
day, even  though  the  regular  mail  edi- 
tion hasn't  arrived  yet.  It's  great  that 
you  are  now  available  electronically.  As 
a  regular  reader  since  the  1960s,  I  rely 
on  some  of  your  analyses  for  forecasts 
of  trends  among  our  customers.  It  will 
be  a  real  convenience  to  be  able  to 
download  the  articles  I'm  interested  in 
for  later  use  at  work.  On  the  other 
hand,  the  paper  version  of  the  maga- 
zine is  much  easier  to  scan  and  browse 
through. 

The  clear  and  colorful  graphics  of 
your  online  edition  were  also  a  pleasure 
to  view.  Please  keep  moving  forward 
into  the  new,  electronic 
world.  I  can't  wait  to  see 
where  it  will  take  us  in  a 
few  years. 

Mike  O'Donnell 
Akron 

MikeOnline(s'aol.com 


specific  article  or  feature.  Now,  by  of 
fering  the  ability  to  search  back  issues 
on  the  computer,  you  have  come  up  with 
a  magic  solution  for  research.  The 
biggest  problem:  finding  time  to  search 
everything  you  have  put  on  America 
Online.  Looking  forward  to  your 
progi'ess. 

Bob  Strock 
Corporate  Network 
Los  Angeles 
RobertSl97@aol.com 

I  have  been  a  regular  subscriber  to 
your  magazine  and  count  on  it  a  great 
deal  to  help  me  undei"stand  more  about 
political,  business,  and  investment 
ti'ends.  I  look  foi-ward  to  checking  out 
what  you  have  on  aol. 

A  special  thanks  for  returning  the 


BusinessWeek 


What  a  great  way  to  get 
the  infonnation  that  I  have 
enjoyed  for  more  than  20 
years.  I  can  now  enjoy 
your  magazine  in  two 
media. 

Sheldon  K.  Feldman 
Cranford,  N.J. 
SfeldmCs'aol.com 

I  just  read  your  Jan.  9  edition  on 
America  Online.  This  is  the  best  presen- 
tation of  a  magazine  online  by  far.  I 
look  foi-ward  to  each  new  edition. 

Ara  Dei'derian 
Alta  Loma,  Calif. 
AjdLkd(5'aol.com 

I  am  a  subscriber  to  business  week, 
and  the  computer  services  add  100%  to 
the  magazine.  Of  particular-  help,  since  I 
have  a  home  office  for  marketing  con- 
sulting, is  the  corporate  directoiy  with 
phone  numbers  and  addresses. 

I  keep  all  the  back  issues  of  busi- 
ness WEEK  and  constantly  search 
thi'ough  stacks  to  find  a  back  issue  for  a 


"By  offering  the  ability  to  search  back 
issues  on  the  computer,  you  have 
come  up  with  a  magic  solution  for 
research.  The  biggest  problem:  finding 
time  to  search  everything 
you  have  put  on  America  Online." 


leading-indicators  gi-aph  to  your  page 
of  economic  statistics.  It's  something  I 
never  fail  to  check  each  week,  and  a 
chart  is  much  better  than  dry  numbers 
I  like  the  new  gi'aphic  desigTi  as  well. 

John  Mistretta 
Atlanta 
Mistretta@aol.com 

Welcome  to  aol!  With  you  online,  I 
can  check  out  the  international  edition 
and  see  what's  going  on.  I  subscribe  to 
the  U.  S.  edition,  and  now  I  am  com 
plete.  Best  of  luck. 

Luis  J.  Samra 
Miami 
luiss@aol.com 

I  just  want  to  indicate  that  I'd  prefer 
if  you'd  simplify  your  artwork  so  that 
when  I'm  online,  I  don't  have  to 
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Nowthehardesttliinq 
is  mastering  the  complexities 
of  the  double  did. 


.^^'^^    Introducing  FedEx  Skip^ 


tlie  revolutionary  new  desk- 
top skipping  software  from 
FedEx.  Now  witk  FedEx  Skip,  you  can  kandle 
virtually  any  aspect  of  skipping  a  package  witk 
iust  a  few  chcks  of  your  mouse. 


Fed 

m 

ami 

rer-|  ; 

1       OK.  snip  n™  I 

Using  your  modem,  tke  software  connects  your 
computer  directly  to  FedEx.  It  creates  skipping 
lakels  and  prints  tkem  on 
your  own  laser 
printer.  Maintains  a  data 
kase  of  your  customers.  Sckedules  pickups, 
tracks  and  confirms  delivery  of  your  packages. 
All  faster  and  easier  tkan  ever  kefore.  Witkout  so 
muck  as  picking  up  tke  pkone.  FedEx  Skip. 
Once  you  det  tke  doukle  click  down,  it's  a 
wkole  new  way  of  skipping  packages.  For  a 
iree  copy  of  FedEx  Skip  software  for  Windows  ' 
or  Macintosk;  just  call  1-800-GO-FEDEX.* 


Federal  Express 

Our  Most  Important  Package  Is  Yours;' 


JUST    POINT,  C  L  I  C  K   AND  SHIP. 


'95  FeJcjrsJ  Express  Corpoialion-    WinJora  is  a  IraJemark  o(  Microsoft  Corp     Macinteli  i»  a  registereJ  traclemart  o(  Apple  Corp     TDD  1  ■)300.238-t46  I 


Readers  Report 


wait  forever  while  the  ail  downloads. 

Marianne  Abrahamson 
Milwaukee 
ILSN2U@aol.com 
Editor's  note:  Several  subscribers  have 
voiced  a  similar  complaint.  The  initial 
delay,  during  which  business  week  on- 
line's  icons  and  custom  type  are  doum- 
loaded  to  your  computer,  should  be  a 
one-time  event.  On  subsequent  visits, 
our  main  screen  should  appear  in  just 
a  few  seconds,  depending  on  the  speed 
of  the  modem  you're  using.  We  have 
also  taken  special  care  to  make  naviga- 
tion through  our  area  as  efficient  as 
possible.  We  invite  subscribers  to  check 
us  out  periodically  and  let  us  know 
whether  problems  persist. 

Thank  you  for  going  online  with 
America  Onhne.  Thank  you,  thank  you, 
thank  you  I 

Randy  WTiite 
Post  Falls,  Idaho 
R\\Tiite321@aol.com 

At  least  with  my  computer,  I  can  get 
the  current  issue  of  BW.  I  never  seem 
to  know  when  the  mail  will  deliver  it.  I 
guess  I'll  read  it  on  aol  and  look  at 
the  pictures  when  I  get  mv  hai'd  copv. 

Steven  C.  Knoll 
Chicago 
StevenK120@aol.com 

Finally,  an  onhne  magazine  with  the 
look  and  feel  of  one  pui-chased  from  the 
newsstand.  Keep  up  the  good  work. 

Chris  Ritterhem 
Mission  Mejo,  Cahf. 
CRitterher(saol.com 

I  never  pictured  myself  to  be  a  "busi- 
ness tj^pe."  Sure,  I  play  golf  and  tennis 
and  w^ork  for  a  major  global  corpora- 
tion. But  I  don't  wear  a  gray  suit,  I 
drive  a  pickup,  I  have  a  picture  of  EKis 
on  the  wall,  I  like  Mystery  Science  The- 
ater 3000  and  running  marathons,  and 
my  secret  desire  is  to  get  a  tattoo  at 
the  New  Orleans  .Jazz  &  Music  Heri- 
tage Festival.  I  also  read  business 
w'eek  every  w^eek. 

Welcome  online.  I  look  forward  to 
stopping  by  your  aol  resource.  I  ex- 
pect it  to  be  a  rich  one. 

Charlie  Richardson 

I  Ballwin,  Mo. 

I  .  ChollyR@aol.com 

COLLEGES  MUST  GET  THEIR 
FIWANCiAL  HOUSES  IN  ORDER 

Higher  education  is  in  a  financial  cri- 
i  sis  that  too  many  institutions  are  ig- 
j  noring  or,  at  best,  treating  as  a  short- 


A  NOTE  ON  SCREEN  NAMES 

The  E-mail  addresses  included  with  letters 
received  on  America  Online  show  the  ad- 
dresses as  configured  for  transmission  via 
the  Internet.  America  Online  subscribers  re- 
sponding by  E-mail  should  enter  only  the 
designation  before  the  @  sign. 


term  event.  As  "A  better  way  to  pay 
for  college"  (Editorials,  Jan.  9)  notes, 
until  recently,  runaway  tuition  hikes 
were  business  as  usual  in  higher  educa- 
tion. Historicalh^  many  colleges  imple- 
mented program  initiatives  outside  of 
formal  strategic  planning,  with  little 
thought  given  to  setting  priorities,  con- 
trolling waste,  and  imposing  significant 
fiscal  restraint. 

At  Babson  College,  we  created  an 
Office  of  Quahty  and  use  quahty-man- 
agement  principles  to  strive  for  the 
lightest  standards  while  curtailing  waste. 

In  December,  1992,  I  made  a  public 
commitment  to  Umit  Babson  tuition  in- 
creases to  no  more  than  1%  to  1.5% 
above  the  consumer  price  index.  The 
time  has  come  for  colleges  and  univer- 
sities to  be  aggressive  in  keeping  their 
financial  houses  in  oixler  while  providing 
real  value  in  higher  education. 

William  F  Glavin 
President 
Babson  College 
Babson  Pai-k,  Mass. 

DO  IRAs  TAKE  CASH  OUT 
OF  UNCLE  SAM'S  POCKET? 

Regarding  to  your  article  "iras:  No 
spui'  to  net  savings"  (Economic  Trends, 
Jan.  9),  it  gets  tiresome  to  read  such 
statements  as:  "iras  clearly  cost  the 
U.  S.  Treasury  money."  iras  don't  cost 
the  Treasury  money,  they  merely  delay 
the  collection. 

On  the  subject  of  people  simply  shift- 
ing savings,  this  is  no  doubt  time.  But 
the  character  of  the  shift  is  probably 
short-term  money  in  savings  to  long- 
term  t^-pes  of  investments.  And  even 
if  it  isn't,  what's  wTong  with  building 
up  the  Treasury  Dept.'s  nest  egg? 

Frank  P.  Ferrentino 
Bloomfield,  N.J. 

FANS  AND  FOES 

OF  A  FLAT  TAX  

Christopher  Farrell's  commentaiy.  "A 
jumble  only  a  flat  tax  can  untangle" 
(News:  Analysis  &  Commentary,  Jan. 
9),  was  nice.  But  w^hy  settle  for  a  flat 
tax  when  we  have  a  chance  to  see 


real  tax  reform — a  national  sales  ta> 
The  national  sales  tax  viilually  eUrr 
inates  the  iRS,  tax  accountants,  tax  law 
yers.  h&r  Block,  and  much  of  our  bloat 
ed  government. 

David  Beeme 
Virginia  Beach,  Ve 

Along  with  an  obscenely  bloated  gov  . 
emment.  a  flat  tax  would  greatly  shrinl 
our  massive  underground  economy.  Hov 
wonderfully  logical  it  would  be  if  ou 
politicians  could  only  get  their  hand, 
on  more  of  our  money  if  we  made  mon 
of  it  ourselves. 

Alas,  the  true  fatal  flaw  of  the  flat-ta: 
proposal  is  the  verv'  logic  that  makes  i 
a  brilliant — if  long  overdue — concept 
The  entrenched  power  base  of  tax  attor 
neys  and  government  dependents  wil 
never  go  for  it. 

Dave  Terril 
Gold  River,  Calif 
DaveT24985@aol.con 

A  flat  tax  is  a  blatant  attempt  to  low- 
er taxes  for  the  rich. 

Harold  R.  Slossoi 
SchererviUe,  Ind 

WHAT  NEWT'S  CONTRACT 
REALLY  SAYS  

I'm  surprised  and  appalled  by  youi 
article  "We  polished  the  crystal  ball, 
and  . . .  Contract  with  America"  (Up 
Front,  Jan.  9).  It  seems  to  me  inexcus- 
able that  you  do  not  make  the  distinc- 
tion that  Newt  Gingrich's  promise  is  to 
bring  the  issues  in  the  Contract  with 
America  to  a  vote,  not  a  promise  to 
pass  the  issues. 

Garj'  L.  Johnson 
Minneapohs 
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Lots  of  people.  Readers.  .Business 
users.  Advertisers.  Employees. 
People  who  know  that,  regardless 
of  how  technology  changes, 
Knight-Ridder  will  always  be 
one  of  the  world's  preeminent 
providers  of  news  and  information. 
■  Today,  Knight-Ridder  publishes 
29  daily  newspapers.  We  serve 
subscribers  in  more  than  100 
countries  with  Dialog,  the  world's 
leading  online  service  for  business 
and  professional  information.  We 
also  provide  real-time  market  data 
with  Knight-Ridder  Financial.  And 
we  are  committed  to  delivering 
information  in  whatever  format 


WHO 


WOULD  BE  INTERESTED 


IN  A  COMPANY 


WITH  WORKING  CONDITIONS 


LIKE  THESE? 


consumers  want.  ■  But  no  matter  what  form  information  eventually  takes,  someone  will  always 
have  to  do  the  hard,  often  dangerous  work  of  getting  the  story.  That's  why  Knight-Ridder  is  posi- 
tioned for  continued  solid  growth.  Collectively,  our  newspapers  and  journalists  have  earned  62 
Pulitzer  Prizes  -  more  than  any  other  news  organization.  And  when  you  start  thinking  about  the 
future  of  news  and  information,  thqt  kind  of  experience  gets  vpry  interesting,  indeed. 


m 


KNIGHT-RIDDER 


^  Tlioinds  Quarry 

(.(isdhldiKd.  Morocco 


IN  CASABLANCA,  A  SLIVER  OF  BONE  REVEALED  A  CHUNK  OF  HISTORY  when  Dr.  Jean-Jacques ic 
Hublin  unearthed  a  few  fossilized  skull  fragments.  Then  Huhlin  and  a  team  of  IBM  scientists  fediv 
this  shattered  3-D  jigsaw  puzzle  into  a  unique  program  called  Visualization  Data  Explorer.™  The  tinyi; 


.s  lu'lpecl  lurm  an  clcrtroiiic  reconstruction  oi  (Uir  carl)  aiiccslur,  the  Ijrsl  lloinu  sapiciis'.  This 
BM  technology  has  turned  time  hack  400,000  years,  uncovering  clues  to  the  origins  of  mankind, 
can  visualization  technology  reveal  to  you?  Call  1  800  IBM-3333,  ext.  GlOl,  and  see. 
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REENGINEERING  MANAGEMENT 
The  Mandate  for  New  Leadership 

By  James  Champy 
HarperBusmess  •  212pp  •  $25 


REENGINEERING: 
WHAT  HAPPENED? 


Two  years  ago,  a  book  was  pub- 
lished that  helped  define  one  of 
the  most  influential  management 
concepts  to  emerge  in  years.  Reengi- 
neering  the  Corporation,  by  James 
Champy  and  Michael  Hammer,  sold 
nearly  2  million  copies  in  14  languages, 
making  it  the  best-selling  business  book 
since  In  Search  of  Excellence. 

Reengineering  inspired  executives  and 
managers  in  thousands  of  companies  to 
start  rethinking  and  rede- 
signing such  basic  busi- 
ness practices  as  customer 
service,  order  fulfillment, 
and  ])roduct  development. 
And  for  some,  I'eengineer- 
ing  brought  quantum  im- 
pi'ovements  in  productiv- 
ity, customer  satisfaction, 
and  quality  while  signifi- 
cantly cutting  costs. 
Champy,  chairman  of  esc 
Index'  Consulting  Group 
in  Cambridge,  Mass.,  and 
Hammer  have  become 
world-renowned  manage- 
ment gums. 

What  can  an  author  possibly  do  for  an 
encore?  Champy,  flying  solo  here — Ham- 
mer will  bring  out  two  reengineering 
books  later  this  year- — opens  with  a  star- 
tling admission:  "Reengineering  is  in 
trouble."  Despite  notable  successes  at 
such  companies  as  Bell  Atlantic  Corp. 
and  Federal  Express  Corp.,  many  re- 
engineering  efforts  have  fallen  far  short, 
Champy  concedes.  He  cites  one  study 
in  which  companies  failed  to  attain  goals 
of  cost  reduction  and  market-share 
gi'owth  by  as  much  as  '.W/c.  "The  revolu- 
tion we  started  has  gone,  at  best,  only 
halfway,"  he  writes.  "I  have  also  leamed 
that  half  a  revolution  is  not  better  than 
none.  It  may,  in  fact,  be  worse."  While 
countless  managers  have  been  ])ersuad- 
ed  to  reengineer,  too  many  have  had 
poor  or  disastrous  I'esults. 


e  book  on  rSe  subiect  Iw 
— Peler  F  Drucker 


NEW  LEADERSHIP 


MANAGING  THE  CHANGE  TO  THE 
REENGINEERED  CORPORATION 


CoauFhor  of  ihe  New  Yori  Lmei  beitsell. 
Sitei'qtr\Mnrtg  the  Cofporvhon 


So  Champy  examines  the  reasons  re- 
engineering  fails — and  concludes  that 
the  key  problem  is  management  itself. 
Operational  work  can't  be  reengineered 
without  changing  the  way  managers  do 
their  jobs.  Consequently,  this  book  is 
less  about  reengineering  than  about 
leadership,  teamwork,  empowerment, 
and  corporate  culture. 

What  does  Champy  have  to  add  on 
such  overworked  topics?  Mainly  some 
valuable  context.  Radical 
change  is  impossible  un- 
less managers  know  how 
to,  in  his  words,  "orga- 
nize, inspire,  deploy,  en- 
able, measure,  and  re- 
ward the  value-adding 
operational  work."  The 
lack  of  these  skills  has 
been  a  stumbling  block  to 
nearly  every  reengineer- 
ing initiative. 

Through  extensive 
interviews  with  managers 
who  have  lived  through 
generally  successful  ef- 
forts at  such  companies 
as  Wisconsin  Energy,  Intel,  and  Frito- 
Lay,  Champy  tries  to  show  readers  how 
to  clear  the  hurdles.  Survivors  of  other 
reengineering  efforts  are  bound  to  em- 
pathize with  one  manager  who  tells 
Champy:  "We  don't  really  know  how  to 
do  reengineering  in  our  company;  so 
what  we  do  is,  we  regularly  downsize 
the  company  and  leave  it  to  the  three 
people  who  are  left  to  figure  out  how  to 
do  their  work  differently." 

Like  so  many  sequels,  however,  Reen- 
gineenng  Management  lacks  the  path- 
breaking  content  and  passion  of  the 
oiiginal.  Worse,  readers  have  to  slog 
through  long  transcribed  passages  of 
interviews  that  are  often  redundant  or 
unrevealing.  The  oral-history  approach 
just  doesn't  work  here — and  roughly  75 
pages  are  given  over  to  the  device. 


That's  not  to  say  that  Champy  didn'i 
discover  some  exceptionally  articulatf 
managers  with  worthwhile  things  to  say 
Among  them  are  Hewlett-Packard's  Jin 
Olson,  Intel's  Kirby  Dyess,  and  3M'.' 
Leon  Royer.  They  make  you  realize  thai 
reengineering  can  transcend  what  it  toe 
often  becomes — a  heartless  exercise  ir 
downsizing. 

Dyess,  Intel's  vice-president  for  hu 
man  resources,  speaks  eloquently  of  tht 
need  to  redeploy  valuable  people  whose 
jobs  are  wiped  out  by  reengineering 
Royer,  3M's  executive  director  of  or- 
ganizational learning  services,  uses  tht 
metaphor  of  a  hockey  team  to  describe 
how  new  leaders  must  view  their  jobs 
In  a  reengineered  workplace,  he  says 
leadership  "switches  back  and  forth  de- 
pending on  who  has  the  puck.  And 
where  is  the  ostensible  leader,  the 
coach?  Sitting  on  the  sideUne  without 
skates.  A  coach  can't  tell  his  skaters 
where  to  take  that  puck.  He  can  train 
them,  psych  them,  prepare  them.  But 
when  the  buzzer  sounds,  it  is  the  team 
that's  out  there  on  the  ice...." 

Such  comments  help  Champy  provide 
insights  into  five  vital  "core  processes  of 
management."  They  are:  "mobilizing" 
the  troops  behind  an  initiative,  "ena- 
bling" the  workforce  to  accompUsh  the 
change,  "defining"  the  objectives,  "meas 
uring"  performance,  and  "communicat- 
ing" to  employees  throughout. 

In  almost  all  of  these  areas,  Champy 
urges  some  critical,  if  not  entirely  fresh, 
rethinking.  He  suggests,  for  example, 
that  peer  review  of  an  employee's  per- 
foiTnance  is  more  valuable  than  the  old- 
fashioned  review  by  the  boss.  Similarly, 
he  describes  companies  that  communi 
cate  better  with  workers  by  sharing  the 
results  of  customer-satisfaction  surveys 
once  seen  only  by  management. 

Champy  alternates  four-  chapters  that 
make  the  case  for  changes  in  manag- 
ing with  four  chapters  of  comments 
from  his  managers.  But  this  reveals  an 
exasperating  flaw.  Although  he  has  al 
ready  defined  his  core  processes,  no  one 
speaks  to  the  first  and  perhaps  most 
agonizing  and  divisive  process — mobi- 
lizing employees  to  accept  the  changes 
reengineering  entails. 

Despite  this  missing  piece,  Reengi 
neering  Management  stands  as  a  help- 
ful, if  somewhat  disappointing,  compan- 
ion to  the  fii-st  book.  Manager-s  awash  in 
the  ugly  chaos  of  tearing  apart  their 


"THE  REVOLUTION  WE  STARTED,"  CHAMPY 
WRITES,  "HAS  GONE,  AT  BEST,  ONLY  HALFWAY" 
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WHO'S  CREATING  THE  FRESHEST  NEW  CONCEPTS 


IN  BUSINESS  DINING? 


It's  a  company  you  used  to  know  as  ARA. 

Now  we're  called  ARAMARK. 

We  made  our  name  as  the  world's  leading  food  service  company. 

Today,  we  serve  food  at  sporting  events,  conventions,  hospitals,  schools 
and  more  than  7000  companies  worldwide. 

We'll  continue  to  offer  more  new  and  exciting  dining  choices  -  from  our  own 
food  concepts  like  Allegro'"  Pasta  to  national  brands  like  Taco  Bell®. 

But  from  now  on,  ARAMARK  will  build  its  reputation  not  so  much  on  what  we  serve, 
but  how.  Much  the  same  as  your  company  will. 

We're  constantly  improving  our  front-line  training  and  management  systems. 

We're  putting  innovations  in  technology  to  work  -  so  we  can  customize  food  service 
that  satisfies  your  personnel  and  saves  your  company  money. 

And  what  we  can  do  for  you  in  food  service,  we  can  also  do  in  on-site  employee  child  care, 
uniforms,  cleaning  and  maintenance,  coffee  and  vending  and  our  other  managed  services. 

Call  1-800-ARAMARK.  We  can  help  your  company  accomplish  more  by  doing  less. 


Now  that's  a  concept. 


ARAMARK 


Managed  Services,  Managed  Better. 


ARAMARK-rtA  Managed  Services  for  Business,  Education,  Healthcare,  Leisure  and  Government: 
Food,  Refreshments,  Uniforms,  Child  Care,  Medical  Services,  Facilities  Management,  Magazine  and  Book  Distribution. 


There  Are 
12  Hotels  In  A 
9-Block  Area 
And  They're 
All  Designed 
For  The  Business 
Traveler, 

So  Why  Should 

You  Stay  at 
Crowne  Plaza? 


know  that  ynu  can  choose  any  hotel  in  the  aret  ^ 
But  we  heheve  that  it  you  try  us,  just  once,  you'll  want  1  ^ 
come  hack  to  Crowne  Plaza  Hcitels  and  Resorts.  a 

5i 

We  know  that  the  minute  you  walk  iiito  a  Crowne  Plaza  h 
you're  ^ivin^  us  a  chance  to  prtwe  ourselves.  And  we'rt 
so  sure  we  will,  we  hack  our  performance  with  a 
100%  Guest  Satisfaction  Guarantee.*'* 

Crowne  Plaza  Hotels  and  Resorts  offer  you  a  relaxing 
atmosphere,  spacious  guest  rooms  anci  well-equipped  fitn* 
facilities.  Plus  all  the  husiness  services  you  need  to  help  m 
your  stay  as  productive  as  it  is  comfortable.  It's  all  because 
want  you  here... not  across  the  street.  And  our  attitude  ar  t 
performance  show  it.  Discover  the  difference  for  yoursel  ' 

It's  All  In  The  Attitude''' 


C  R  O  V/  N  E  PL  AZ  A 

HOTELS  •  RESORTS 


For  Reservations, 
Call  I^SOO-ZCROWNE 

( i-SOO-227'6963)  Or  Your 
Travel  Professional 


companies  will  find  guidance  and  conso- 
lation here.  But  Champy's  encore  could 
have  used  a  bit  of  i-eengineeiing  itself. 

BY  JOHN  A.  BYRNE 
Senior  Writer  Bijme  covers  manage- 
ment for  BUSINESS  WEEK. 

BOOK  BRIEF  

THE  FOUR  SEASONS 

A  History  of  America's  Premier  Restaurant 

By  John  Mariani  with  Alex  von  Bidder 
Crown  •  205pp  •  $35 

PATE  AND  POWER 

Sooner  or  later,  anybody  who's  any- 
body in  New  York  eats  at  the  Four 
Seasons,  though  that  was  hardly  a  fore- 
gone conclusion  when  it  debuted  in 
1959.  Then,  only  a  few  French  and  Ital- 
ian restaiu'ants  served  haute  cuisine,  and 
I'estaui'ant-goers  ventiu'ed  out  to  eat,  not 
to  be  seen.  No  matter.  The  Four  Seasons, 
an  afterthought  in  the  landmark  Sea- 
gi-am  Building,  is  now  a  landmark  itself. 


The  I'estaurant  blazed  trails  in  design 
and  sei-vice,  fostered  the  power  lunch, 
and  helped  foment  the  idea  of  dining  as 
an  important  form  of  recreation  and  sta- 
tus-seeking. It  also  set  financial  records — 
costing  $-1.5  million  and  chai'ging  unheaixl- 
of  prices.  (Nowadays,  a  baked  potato 
costs  $9.75.) 

Part  scrapbook,  part  nairative,  and 
part  cookbook.  The  Four  Seasons  tells 
how  it  all  happened.  This  paean  is  most- 
ly fun,  though  it  disappoints  when  it 
com.es  to  tidbits  about  the  alliances, 
snubs,  and  conflicts  among  customers. 
Readere  must  make  do  with,  for  example, 
a  snide  reference  to  Wisconsin  conven- 
tioneers who  compounded  the  sin  of  ar- 
riving without  jackets  by  wearing  plaid, 
short-sleeved  shiits.  There's  also  the  rev- 
elation that  Ronald  Reagan  ate  two 
desserts  after  a  complete  dinner. 

You  can't  make  a  meal  of  the  biogra- 
phy of  a  restaui'ant,  no  matter  how  sto- 
ried. Such  a  book  is  destined  to  be  pud- 
ding. Alas,  like  many  a  Four  Seasons 
dessert,  this  one's  a  tiifle  too  sweet. 

BY  JUDITH  H.  DOBRZYNSKl 


BY  BUSINESS  WEEK  WRITERS 


SECRETS  OF  THE  STREET 
The  Dark  Side  of  Making  Money 

By  Gene  G.  Marcial 
McGraw-Hill  •  238pp  •  $20 


VERY  INSIDE  WALL  STREET 


m[  G.  MARCIAL 


When  insider  trading  last  hit  the 
headlines,  it  was  the  late 
1980s,  and  the  resulting  scandals 
sent  Mike  Milken,  Ivan  Boesky,  and 
other  hotshot  financiers  to  jail.  Does 
that  mean  that  Wall 
Street  is  now  a  fair 
game?  Hardly,  says  Gene 
Marcial,  business  week's 
"Inside  Wall  Street"  col- 
umnist. In  Secrets  of  the 
Street,  Marcial  makes  a 
simple  and  important 
point:  Wall  Street  runs 
on  information,  and  if 
you  don't  have  connec- 
tions, you  are  "a  turkey, 
an  outsider  trying  to 
play  an  insider's  game." 

Marcial's  tales  of  insid- 
er trading  and  market  manipulation 
could  confiiTn  any  paranoid's  worst 
fears.  Drawing  on  20  yeare  spent  cov- 
eilng  the  Street,  he  recounts  anecdote 
after  anecdote  showing  how  security 
analysts,  brokers,  and  market  makers 


can  take  advantage  of  then-  inside  po- 
sition to  make  a  killing  for  themselves 
or  their  employers.  Even  Wall 
Street's  most  respectable  fund  man- 
ager, those  who  ran  the  giant  insti- 
_  tutional  portfolios,  ai"e  al- 

ways seeking  an  inside 
edge,  he  asserts.  Writes 
Mai'cial:  "Insider  trading 
is  almost  a  given  with 
money  managers." 

Some  of  the  characters 
in  Marcial's  book  have  fa- 
miliar names — Boesky, 
Carl  Icahn,  and  George 
Soros.  But  in  many  of 
the  juiciest  stories,  he 
uses  pseudonyms  to  pro- 
tect his  sources'  confiden- 
tiality. Knowledgeable 
readei-s  may  make  a  sport  of  figuring 
out  who's  who.  In  any  case,  Marcial 
insists  not  only  that  the  events  took 
place  but  also  that  they  accurately 
I'epresent  "what  goes  on  on  Wall 
Street  every  day  of  the  week." 
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Technology  &  You 


BY  EDWARD  C.  BAIG 


THE  TROUBLE 
WITH  BOB 


I wanted  to  like  Bob.  As 
an  advocate  of  easier-to- 
use  PCS,  I  had  hoped  Mi- 
crosoft Corp.'s  new  "social 
interface"  would  bring  com- 
puting much  closer  to  that 
lofty  goal.  After  all,  in  lieu 
of  a  manual,  Bob  guides  PC 
novices  through  a  suite  of 
software  progi'ams  by  replac- 
ing often  cryptic  icons  with 
animated  characters  and  car- 
toon images  of  such  familiar 
household  items  as  a  check- 
book and  an  addi'ess  book. 
But  while  Microsoft  is  on  to 
the  right  idea,  Bob  comes  up 
a  little  bit  short. 

What's  the  mat- 
ter with  Bob?  For 
starters,  he's  de- 
manding. (I  can't  re- 
sist calling  Bob  a 
"he,"  though  Mi- 
ci'osoft  uses  "it.") 
The  $99  progi-am— 
available  in  late 
March — re 


or  create  private  spaces  with 
passwords.  A  warning:  If  you 
type  the  wrong  password 
thi'ee  times,  Bob  lets  you  cre- 
ate a  new  one — so  much  for 
real  secui'ity. 

Bob's  main  promise  is  that 
users  never  have  to  consult  a 
manual.  Instead,  guides  such 
as  Rover  hang  out  on  the  PC 
screen  and  steer  you  thi-ough 
Bob's  applications.  Over  time, 

PiniNG  TQ  KNOW  BOB 

To  uctivute  applications,  you 
siritpli/  click  on  familiar  ob- 
jeclH  found  in.  different  room.'- 


8 


mm 


quires 

megabytes  of  ram 
and  30  megabytes 
on  your  hard  disk. 
Bob  won't  run 
on  a  386  com- 


LEnER  WRITER  IHiiaillniMS^^      E  MAIL 


puter,  and  the  prerelease  co]3y 
we  tested  was  sluggish  even 
on  a  moderately  fast  486. 
TOON  CASSEROLE.  On  the 

plus  side,  Bob  boasts  hand- 
some graphics.  When  you 
first  knock  on  the  front  door 
of  Bob's  house,  a  cartoon  dog 
named  Rover  gxiides  you  to  a 
living  room.  Rover  tells  you 
to  launch  B(jb's  jjrogi'ams  by 
clicking  on  objects  in  the 
room;  click  on  a  letter  box, 
for  instance,  .to  call  up  an  E- 
mail  pi'ogi'am.  You  can  add 
objects  to  start  up  other-  pi'o- 
grams  on  your  harxi  disk. 
Family  members  can  redec- 
oi-ate,  jump  to  other  rooms. 


the  guides  offer  help 
only  when  they  think  you'll 
need  it. 

Some  of  the  dozen  choices 
for  guides  start  off  mor-e 
helpful  than  other's.  The  ea- 
ger--to-please  Java  is  an  ex- 
citable caffeine-gulping  dino- 
saur. The  less  helpful  Ruby 
is  a  "mean  and  nasty"  par- 
r-ot.  Scuzz  is  a  stupid,  rabid 
rat  who  obnoxiously  bounces 
a  ball  in  the  house  and  has 
you  click  on  such  buttons  as 
"bag  it"  or  "cool,"  rather'  than 
Windows'  usual  "cancel"  or 
"0.  K."  Those  who  quickly 
tire  of  these  cutesy  char'ac- 
ters,  as  I  did,  can  choose  oth- 
er gTiides. 


Sometimes,  the  guides 
could  offer  a  bit  more  help.  I 
had  to  poke  around  to  dis- 
cover that  I  had  to  click  on 
"advanced  options"  to  adjust 
Bob's  sound  level.  To  create 
an  extra-secure  checkbook 
password,  I  had  to  click  on 
"use  a  differ'ent  file,  change 
this  one,  or'  make  a  backup." 

Still,  many  of  Bob's  pro- 
gr'ams  ai'e  useful,  if  not  partic- 
ularly original.  Bob  r-eminds 
you  of  birthdays,  appoint- 
ments, and  when  bills  ar-e  due. 
I  was  impr'essed  by  the  let- 
ter' wr-iter,  a  simple  word  pro- 
cessor that  makes  it  easy  for' 
novices  to  customize  missives 
(complaints,  holiday  gTeeting, 
job-r'elated).  For  a  monthly 
fee,  you  can  pay  bills  electron- 
ically in  the  checkbook. 

The  financial  guide  and 
household  manager  programs 
allow  you  to  keep  tr-ack 
of  bank  accounts, 
stocks,  and  maintain 
a  r'ecord  of  car  re- 
pair's. Bob  offer's  ad- 
vice on  insurance, 
estate  planning, 
even  household- 
cleaning  supplies — 
including  a  tip  on 
removing  blood- 
stains fi'om  carpet- 
ing. But  sometimes 
Bob  seems  to  con- 
firse  igTior~ance  about 
com{)uter's  with  gen- 
er'al  dim-wittedness. 
A  vacation  packing 
tip:  "Wear  your  heaviest 
items  r'ather  than  packing 
them."  Under  kitchen  infor- 
mation, you  are  advised  to 
"make  sur'e  that  [an  ajjpliance] 
will  fit  thr'ough  door-s  and  hall- 
ways, in  addition  to  fitting  in 
its  designated  space." 

Microsoft  Chairman  Bill 
Gates  acknowledges  that 
Bob  is  only  the  beginning. 
Among  other'  things,  future 
social  interfaces — perhaps  for' 
the  office  as  well  as  the 
home — will  look  mor'e  r'ealis- 
tic,  remember  tasks  better, 
and  employ  voice  r'ecognition. 
But  if  he  is  to  be  mor'e  than 
a  cute  intr'oduction  to  PC  use, 
young  Bob  has  some  gr'ow- 
ing  up  to  do. 


CALENDAR 


FINANCIAL  GUIDE 


BULLETIN  BOARD 


SOFTWARE 
TRANSLATING  E-MAIL . . . 

As  your  business  goes  glo- 
bal, you  may  find  you  have 
to  handle  documents  or 
E-mail  in  foreign  languag- 
es. Computerized  transla- 
tion is  no  substitute  for  a 
fluent  human,  but  Power 


Translator  can  give  you  the 
drift  of  a  document  or  give 
a  human  translator  a  head- 
start.  The  Power  Translator 
series  (from  $129)  is  avail- 
able in  French,  Spanish, 
Italian,  and  German  ver- 
sions for  DOS,  Windows,  or 
Macintosh.  Its  creator, 
Globalink  Inc.  (800  255- 
5660),  is  the  leader  in  a 
fledgling  industry.  If  you  are 
planning  to  translate 
scanned  documents,  you1l 
also  need  character-recog- 
nition software  keyed  to  a 
specific  language. 

...  OR  WINDOWS 

Jargon,  from  Alda  Technolo- 
gies (905  829-3461),  is  an 
answer  to  a  different  lan- 
guage problem:  helping  non- 
English  speakers  deal  with 
English-language  software. 
It  lets  you  translate  menu 
selections,  buttons,  and  dia- 
logue-box text  in  Windows 
programs  into  the  language 
of  your  choice  without 
changing  the  underlying 
software.  The  $49  program 
comes  with  support  for  eight 
European  languages  built 
in,  and  users  can  expand 
their  glossaries  or  add  new 
languages. 


QUESTIONS?  COMMENTS?  techandu@mgh.eom  on  Internet  or  fax  (202)  383-2125 


20  BUSINESS  WEEK  /  JANUARY  30,  1995 


f  you're  managing  your  company's  finances, 

what's  your  next  move? 


Real  Solutions  from 
Sprint  Business 


'  Real  business  challenges  demand 

Real  Solutions .  The  new  program  that's 
helping  businesses  boost  their  bottom  lines. 
Your  free  action  plan 

Gall  us  for  a  free  top-to-bottom  analysis  of  where 
your  business  stands,  with  information  such  as 
industry  comparisons  for  operating  expenses,  spend- 
ing trends  and  other  vital  financial  benchmarks. 
Talk  to  a  professional  business  consultant 
You'll  have  unlimited  access  to  our  experienced  staff 
of  professional  consultants  at  the  Real  Solutions 


Business  Center.  They'll  work  with  you  on  strategies 
to  manage  finances  more  efficiently.  And  show  you 
how  advanced  communications  technology  can  help 
your  business  do  more  business. 

Here's  what  else  you'll  get: 

•  Flat  rate  pricing  (to  take  the  guesswork  out  of 
monthly  expenses). 

•  One  simplified  bill  combining  voice  and  data. 

•  Free  software  to  receive  your  bill  on  a  disk. 

•  Credits  for  valuable  business  products  and  services. 
So  call  today  for  Real  Solutions.  It's  your  move. 


1 -800-8 1 6-REAL 


Sprint 

Business 


©  1994  Sprint  Communications  Company  L  P  Monthly  minimum  and  term  plan  apply. 


Economic  Viewpoint 


BY  PAUL  CRAIG  ROBERTS 


GOP  GENERALS,  TRAIN  YOUR  GUNS 
ON  THE  INCOME  TAX 


GO  ALL-OUT: 

Why  waste 
time  tinkering 
with  today's 
system,  which 
discriminates 
against  saving, 
success,  and 
families? 
Much  better  to 
abolish  it 


Paul  Craig  Roberts  is  John  Olin 
Fellow  of  the  Institute  tor  Political 
Economy  and  Distinguistied  Fellow  of 
ihe  Cato  Institute  in  Wasftington,  D.C 


The  energy  in  the  new  House  of  Repre- 
sentatives is  a  marvelous  thing  to  be- 
hold. The  fiuestion  is  whether  it  will  be 
marshaled  foi'  fundamental  change  or  dissipat- 
ed in  piecemeal  battles. 

The  gTeat  generals  of  liistoiy  who  operated 
on  political  and  military  fronts  focused  on 
strategic  objectives  and  were  not  diverted 
by  tactical  aims.  They  were  audacious  and 
out-thought  the  enemy. 

Speaker  Newt  GingTich  and  his  GOP  col- 
leagues in  the  House  have  this  capability, 
but  they  must  first  understand  that  their 
Contract  With  America  is  nowhere  near  as 
audacious  as  the  liberal  press  would  have 
readers  believe.  Indeed,  its  achievement 
would  represent  a  string  of  small  victories 
without  a  sti-ategic  objective.  Yes,  it  would  be 
a  good  thing  to  cut  the  capital-gains-tax  i-ate 
01-  enact  a  $500  income-tax  credit  per  child. 
However,  these  maneuvers  would  use  up  mo- 
mentum while  leaving  the  current  structure 
of  taxation  intact. 

A  Napoleon  or  Wellington  v/ould  realize 
that  the  same  energy  could  be  applied  to  rev- 
olutionizing the  tax  system.  Why  take  casual- 
ties fighting  over  dynamic  vs.  static  forecasts 
of  capital-gains  revenues  or  finding  the  spend- 
ing cuts  to  offset  the  child  tax  credit  when 
the  alternative  is  to  replace  the  cuirent  in- 
come-tax system — which  discriminates  against 
success,  families,  marriage,  saving,  and  in- 
vestment— with  a  flat-rate  tax,  a  "consumed- 
income  tax,"  or  a  federal  sales  tax? 
HEALTHIER  EGGS.  These  alternatives  are  vast- 
ly superior  to  the  tax  goals  set  out  in  the 
contract.  Senators  Sam  Nunn  (D-Ga.)  and 
Pete  V.  Domenici  (R-N.  M.)  have  revived  the 
consumed-income  tax  that  was  first  proposed 
by  Ti-easury  Secretary  William  E.  Simon  in 
January,  1977.  Under  this  system,  all  income 
that  is  saved  is  exempt  from  taxation,  thus 
allowing  people  to  rajiidly  acquire  substantial 
nest  eggs. 

Representative  Richard  K.  Armey  (R-Tex.), 
the  Majority  Leader  in  the  House,  has  care- 
fully crafted  a  IT^i:  fiat- rate  income  tax  that 
would  refurbish  the  economic-incentive  sys- 
tem. It  is  obvious  that  encoui'aging  success  is 
superior  to  thwarting  it  and  having  to  fill  in 
the  gap  with  more  entitlements  that  cannot 
be  financed. 

Perhaps  the  best  idea  comes  from  Bill 
Archer  (R-Tex.),  the  new  chairman  of  the 
House  Ways  &  Means  Committee.  Archer 


wants  to  abolish  income  taxation  altogether 
and  replace  it  with  a  federal  sales  tax  on 
personal-consumption  expenditures.  A  14% 
sales  tax  on  such  outlays  would  replace  the 
cuirent  individual  and  corporate  income-tax 
revenues.  Archer's  idea  could  be  expanded 
to  cover  the  payroll  tax  as  well.  Or,  even 
better,  the  payroll  tax  could  be  eliminated 
by  privatizing  Social  Security,  thus  adding  to 
taxpayers'  personal  wealth. 
TANGLED  WEB.  It  is  a  inistake  for  Republicans 
to  focus  on  minor  modifications  when  it  is 
easier  to  abolish  the  current  tax  system  than 
improve  it.  Under  cuirent  budgetary  rules, 
tax  changes  require  expenditure  changes. 
Steps  cannot  be  taken  to  make  the  tax  sys- 
tem fairer  to  families  with  children  or  im- 
prove economic  incentives  unless  expendi- 
tures are  cut  commensurately.  But  the 
spending  cuts  pit  organized  interest  groups 
against  unorganized  families  with  children. 
These  tax  and  spending  changes  could  be 
pushed  thi'ough,  but  the  effort  required  would 
be  enormous  for  a  minor  improvement. 

The  current  U.  S.  tax  system  is  the  worst 
imaginable.  Even  its  supporters  concede  that 
its  purpose  is  to  appease  envy  by  penalizing 
success,  but  in  fact  the  tax  system  worsens 
income  inequality.  Progressive  tax  rates  and 
multiple  taxation  of  saving,  together  with  the 
payroll  tax,  make  it  all  but  impossible  for 
any  but  the  most  able,  detennined,  and  lucky 
to  break  through  to  affluence. 

The  left  will  scream  about  any  alternative 
to  the  progressive  income  tax  because  it  be- 
heves  that  the  purpose  of  taxation  is  to 
achieve  equality  by  leveling  differences  in 
success.  To  the  left's  way  of  thinking,  only 
the  government  should  have  any  money,  and 
everyone  should  be  equally  dependent  on 
Washington.  The  left,  however,  was  smashed 
in  the  last  election,  an  indication  that  voters 
are  fed  uj)  with  the  handicapping  imposed  by 
the  cuirent  tax  system. 

There  is  no  more  hated  institution  in 
American  life  than  the  Internal  Revenue  Ser- 
vice. Once  people  realize  that  under  Ways  & 
Means  Chainnan  Ai'cher's  system,  they  would 
no  longer  have  to  report  theh'  income  or  have 
any  relationship  with  the  iRS,  support  for  his 
proposal  will  be  ovei"whelming.  To  free  Amer- 
icans from  the  fear  of  frame-ups  and  arbi- 
trary inlings;  seizures  of  property;  penalties; 
and  interest  would  be  the  greatest  act  of 
emancipation  since  1865. 
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It's  time  to  change  your  perception  of  Rocl^well. 


Rockwell's  ac(|iiisi- 
tion  of  Reliance  Electric    "^jw?:         ■,  -.™'  .^-^ 
Company  has  been  mak-    i'^^]  ■''=^  1  i^C^fe^^^  rm 

ing  headlines.  But  Its  just    •i^^^''^^''^^'  ^  ^     --^ 

the  latest  in  a  series  of  strategic  %> 
moves  that  have  shitted  our  sales  ^^i- 
mix  to  rwo-thirds  commercial  and 
international  business. 


Aerospace  and  Defense 


Commercial  and  International 


Changing  Sales  Mix  1984-1994 


Tc)day,  Rockwell  automates  the 
major  share  of  LIS.  factory  floors — 
from  bakeries  and  pharmaceutical 
plants  to  lumber  mills.  Our  data/fax 
modems  now  connect  75%  of  the 
world  market.  Our  parts  equip  cars 


from  \  irtually  every  manu- 
facturer  And  our  leadership 
:  continues  in  graphic  systems, 
avionics,  aerospace  and 
defense  electronics  as  well. 
No  wonder  1994  earnings 
increased  13%  over  last  year.  While 
our  shareowners  received  a  20%> 
return  on  eciuity 

Were  not  the  Rockwell  you  used 
to  know.  And  there's  no  better  time 
to  get  reacciuainted.  For  a  copy  of  our 
annual  report,  write  to  Rockwell,  RO. 
Box  4251,  Dept.  BWK,  Seal  Beach, 
CA  90740-8251. 


^1^  Rockmell 


Automalion    i    Avionics    A    Defense  Eleclronics    i    Telecommunications    i    Aerospace    •    Auiomolive    i    Graphic  Systems 


IBM,  SUN,  MCROSOFT,  NOVELL,  YOU  NAME  rr.  TED  MATSUS 
IS  QUALIFIED  TO  SEMCE  JUST  ABOUT  ANY  SYSTEM. 


INCUIDIN 

rom 


;G(WSUltH\IG.  RELOCMION-NETWORK  SERVICES- FINANCING  •  LOGISTIC 


l'i:H  lli'ivl.'ll  I'lK  kanir,,in|..ii.v 


S  MANAGEMENT^  H£y^;i)^k«;j|iN 


O 
SO 

5*: 


Ted  Matsushita  -  Computer  Systems  Engineer 


ET  MANAGEMENT- PHONE-IN  ASSISTANCE. NETWORK  DESIGN-SITE  PREPARATION- PERFORMANCE  MANAGEMENT z 


He's  one  of  over  17,5U(J  HP  service 
specialists  worldwide.  No  matter  what 
hardware,  software  or  network  your 
system  is  made  up  of,  Ted  and  his 
team  are  there  to  take  care  of  it. 

Wliatever  services  you  need,  you'll 
fund  that  HP  Service  and  Support  has 


little  to  do  with  our  hardware.  And 
everything  to  do  with  your  system. 

HP  works  on  your  side. 


S  e  r  V  i  c 


HEWLETT^ 
PACKARD 

'  a  n  cl  Support 


Economic  Trends 


BY  GENE  KORETZ 

INSIDERS  ARE 
MIGHTY  BULLISH 

They're  buying  their  own  stocks 

The  stock  market  was  a  nonstaiter 
in  1994,  but  not  pui-chases  by  execu- 
tives of  stocks  in  their'  own  companies. 
Vickers  Weekly  Insider  Repoti,  which 
keeps  tabs  on  insider  trading,  notes  that 
its  eight-week  Sell/Buy  ratio  turned  high- 
ly optimistic  in  the  middle  of  last  year, 
sUpped  a  bit  in  the  fall,  and  is  now  giving 
off  strong  optimistic  signals  again. 

History  indicates  that  whenever  the 
ratio  falls  below  2.25,  a  rising  market 
usually  follows.  The  ratio  is  now  hover- 
ing at  about  0.94,  compar-ed  with  1.77  at 
the  start  of  1995. 

In  the  20  years  Vickers  has  ti'acked 
insider  trading,  the  I'atio  dipped  below 
1.1  only  sLx  times  prior  to  1994,  and  the 
aver-age  rise  in  the  Dow  Jones  industri- 
al average  12  months  later  was  23%. 
In  1994,  it  moved  below  1.1  in  Jmie  and 
has  now  fallen  even  further 


THE  FOREIGN 
CAPACITY  MYTH 

It  may  not  temper  U.S.  inflation 

One  of  the  oft-cited  ai'guments  against 
a  coming  pickup  in  inflation  is  that 
lower  capacity  use  over-seas  wOl  continue 
to  keep  a  lid  on  U.S.  import  prices  and 
thus  i-educe  inflationary  ]3r-essui-es.  As  a 
study  by  economist  .James  A.  Orr  of  the 
Feder'al  Reser-ve  Bank  of  New  York  indi- 
cates, domestic  prices  of  manufactui'ed 
goods  in  other  industrial  countries  have 
trailed  the  rise  in  U.  S.  prices  since  1990 
by  as  much  as  10%  in  the  case  of  Japan. 
And  import  prices  of  such  goods  did  in- 
deed rise  less  than  U.S.  prices  thi'ough 
mid-1994. 

The  problem,  notes  Oit,  is  that  the 
effects  of  lower  inflation  abr-oad  wer-e 
.substantially  alter^ed  by  cmrency  move- 
ments. Tlie  dollar-  prices  of  manufactui"ed 
imports  fr-om  WesterTi  Em'oi:)e  and  Can- 
ada actually  fell  by  7%  r-elative  to  U.  S. 
prices  between  1990  and  mid-1994,  but 
that  was  mainly  because  the  dollar  ap- 
))r-eciated  against  their  cuiTencies.  At  the 
same  time,  prices  of  Japanese  imports 
rose  by  6%.  more  than  U.  S.  pr-oducts  be- 
cause the  dollar  depreciated  by  17%- 
against  the  yen. 


The  upshot  of  these  trends  in  which 
rising  dollar-  prices  of  Japanese  products 
offset  lower-  prices  of  imports  fr-om  Can- 
ada and  Em-ope  is  that  U.  S.  import  piic- 
es  overall  gi-ew  only  1%  less  than  IJ.S. 
^^■"■■■■■""""^  domestic 


IMPORT  PRICES 
ARE  SURGING 


JAN  '94  NOV 
L  PERCENT  CHANGE  FROM 
YEAR-EARLIER  LEVEL 

DATA  COMMERCE  DEPT 


prrces. 
Without  cui-rency 
shifts,  however, 
OiT  calculates  that 
U.  S.  import  prices 
would  have  trailed 
domestic  inflation 
by  a  hefty  5%. 

In  other  wor-ds, 
in  a  world  of 
shifting  exchange 
r-ates,  spai-e  capac- 
ity ovei-seas  may 
exert  little  or  no 
downward  pres- 
sui-e  on  U.S.  pric- 
es. Indeed,  import 
inflation  has  ah-eady  picked  up  substan- 
tially in  r-ecent  months — a  trend  that 
rising  capacity  use  overseas  in  coming 
years  may  well  exacerbate. 


DRINK  UP,  IT'S  AN 
EXPANSION 

Booze  flows  when  income  grows 

As  tippler-s  will  tell  you,  booze  can 
ease  many  pains — including  econom- 
ic woes.  Nevertheless,  a  new  National 
Bui'eau  of  Economic  Research  study  by 
economist  Christopher  J.  Ruhm  con- 
cludes that  alcohol  consumption  and  ve- 
hicle fatality  rates  (often  due  to  di-unk- 
en  driving)  are  procyclical  rather  than 
counter-cyclical.  That  is,  they  rise  when 
the  economy  impi-oves  and  slow  or  de- 
chne  when  it  wor-sens. 

Using  data  for  48  states  fr-om  1975 
through  1988,  Ruhm  found  that  a  one- 
point  rise  in  the  percentage  of  people 
employed  in  a  state  boosted  Hquor  de- 
mand by  about  0.8%  and  a  $1,000  rise  in 
per  capita  personal  income  (1987  dol- 
lar-s)  r-aised  consumption  by  about  1.2%. 
Tr-affic  fatalities  also  rose.  On  the  other 
hand,  rising  joblessness  and  falling  r-eal 
income  were  associated  with  declining 
consumption  and  fewer  fatalities. 

Ruhm  also  found  that  drinking  of 
distilled  spirits  was  r-oughly  twice  as 
sensitive  to  changes  in  the  economy  as 
consumption  of  beer  or  wine — a  finding 
in  line  with  its  higher  average  cost. 
"While  some  people  may  drink  more 
in  times  of  economic  disti-ess,"  he  says, 
"for  most  people,  this  reaction  is  appai-- 
ently  mor-e  than  offset  by  the  con- 
str-aints  of  lower  incomes." 


CHINA  VS.  THE  U.S.: 
BEIJING  BLINKS 

Chinese  exporters  need  America 


Many  observers  believe  the  cuiTent 
dispute  between  the  U.S.  and  Chi- 
na over  Chinese  piracy  of  U.  S.  movies, 
software,  and  intellectual  property  will 
be  r-esolved  with  a  compromise,  if  only 
because  both  sides  have  so  much  to 
lose.  Indeed,  the  Chinese  have  ab-eady 
acceded  to  many  U.  S.  demands,  at  least 
on  paper. 

Still  the  U.  S.  is  hanging  tough.  It  is 
insisting  on  concrete  actions,  both  to 
open  Chinese  markets  mor^e  fully  to 
U.  S.  film,  music,  software,  and  publish- 
ing industries  and  to  crack  down  on 
Chinese  factories  that  pirate  such  prod- 
ucts for  sale  within  China  and  abroad. 

A  major  reason  for  America's  tough 
stance  is  the  skyrocketing  U.S.  ti-ade 
deficit  with  China.  Since  1988,  U.  S.  im- 
ports from  China  have  shot  up  Uke  a 
Chinese  fii-ecr-acker,  chmbing  by  over 
$25  billion,  to  an  estimated  $39  bilhon. 
But  U.S.  exports  to  China  have  risen 
by  only  $3  billion  to  $4  billion,  and  in  re- 
cent months,  they  have  actually  fallen 
below  year-ear-lier  levels.  As  a  result, 
the  U.  S.  tr-ade  deficit  with  China  is  now 
second  only  to  that  with  Japan  and  ac- 
counts for  roughly  20%  of  America's  to- 
tal trade  deficit. 

Faced  with  a  ballooning  tr-ade  deficit, 
China  last  year  managed  to  move  from 
a  shortfall  of  $12.2  billion  in  1993  to  a 
trade  sui'plus  of  $5  bilhon — wliile  gi-ow- 

AMERICA'S  DEEPENING 
TRADE  DEFICIT  WITH  CHINA 


A  BILLIONS  OF  DOLLARS 

DATA;  COMMERCE  DEPT,  BUSINESS  WEEK  EST 

ing  at  mor-e  than  an  11%  pace.  Without 
American  demand,  which  consumes 
mor-e  than  a  thir-d  of  China's  expor-ts, 
this  impressive  tui-naround  would  have 
been  impossible. 

Thus,  it  is  China  r-ather  than  the  U.  S. 
that  has  mainly  profited  from  Sino- 
American  trade  so  far.  And  as  the  U.  S. 
demands  a  level  plajing  field,  it  find  its 
strongest  ammunition  in  the  heavily 
one-sided  trade  data. 
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What's  Miriam  Bergmann's 
s  E  c  R    r  r  ( )  c  u  l  i  v  at  i  n  g 

AWARD-WINNING 

RiGOLETTO  Dahlias? 


(it  mnt  the  water.) 


'  Lirv.  t  licy  need 
llie  moislure,  l)ul  llie 
I  it  lie  darlings  really 
perlj  up  to  llie  classics. 
IM  mum. 
ll  occiinx'd  lo 
Ker  al  llie  San  Jose 
C  enter  loi-  i\'rlomiini> 

Ai"ls.Slie  made  llie  intLiili\e  lea|)  duirinf)  a 
par"l iciilai'ly  stifi'inq  passa<^e  oi  Stra\ msl^i  s 
Kites  ol  S|innq.  ?^  Iir'iam.  ant!  Iiei'  ilalilias.  can 
Ke  a  lcss(  >n  to  lis  all :  a  commiinilx  entl(  )\\  ed 
wit  It  a  hcall  liy  |iorl  ion  ol  I  lie  /\rts  enriches 
tlie  li\es  ol  all  \\  lio  li\e  there. 

But  the  mimeroLis.  c(iialit\  /\rts  groups 
w  ithin  the  \alle\  ctinl  continue  to  enrich  our 
li\es  il  the  qnaips  themsekesare  iintlernoiirished. 
The  Ah  s  need  mone\  to  yrow. 

I'^nter  the  Silicon  Valles  /\rls  I'Lind.  I  his 
Linpi'ecetk'iiled  project  creates  the  linancial 
l( aindal  ion  on  w  hich 
the  \'alle\"s  Arts 


L;r( iLips  can  pr(  )sper 
and  i;ro\\.  W  ithoul 
it.  the  Arts,  lihe 
an\  entri'pri-neiirial 
Silicon  \  alle\ 
hiisint'ss.  \\  ( )Lild 
he  lochetl  into  a 
start  -up  mode. 
We  are  calling  on  those  in  positions  to 
sLipp(  )rt  a  t  hri\  iny  commiinilN  ol  \\  ( n'ld -class 
Arts  to  do  .s( ).  i  \nd  mahe  ni  >  mistaht'.  w re 
seehino  major  in\estoi"s.  Because  an  imt'st- 
ment  in  the  /\rts  ['unci  is  nothing;  li'ss  than 
an  inxestmeni  hai  h  into  the  lahric  ol  Silicon 
\  al  L'v.  its  prt'sent. ,  \nd  its  luturi'.  So  I  hat  l(  )r 
many  seasons  to  come,  music,  danct'.  thi'att'r. 
thi'  \  isLial  art.s.  and  imaqmation.s.  can  spring; 
eternal.  Alter  all.  this  used  lohecalletl  the 
(  jarden  \ alley,  lo  talh  .seriousl\  ahout 
support  iiiL!  the  Silicon  \'alle\  i\rts  I'und. 

ART'-.s  w'l      YOU  ix'N'i^  it 

't()S-'2Vt-();5i)l. 


W'l  S  I     I  I  I  I  )l  )|\(  ,,   '-^M  I  I 
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4<VALLEY 
ARTS 
/  FUND 
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Why  DOES  A  GREAT  DEAL  ON  A  new  CAR 
LOOK  BETTER  IN  THE  NEWSPAPER  THAN  IT  does 

IN  THE  SHOWROOM? 

You're  thumbing  through  the  newspaper  when  you  find  it.  The  perfect  car. 
At  the  perfect  price.  But  when  you  walk  into  the  dealership,  well,  something 
is  missing.  Like  all  the  features  you  really  wanted.  The  fact  is,  the  car  you're 
kjoking  for  is  really  thousands  of  dollars  more  than  what  you  expected  to  pay. 


I:      e     v     r     o      I     e  t 


CMC 


Truck 


P     0     n      t     i  a 


At  General  Motors,  we  figured  there  had  to  be  a  simpler  and  more  straight- 
orward  way  to  find  a  good  deal.  So  we  came  up  with  a  new  way  to  shop  for  your 
ext  car  or  truck  called  Value  Pricing. 

Instead  of  bare-bones  vehicles,  you'll  find  models 
with  the  features  most  people  say 
they  need  already  included  for  one 
low  sticker  price.  Things  like 
anti-lock  brakes.  Air  conditioning. 
Airbag.  24-hour  roadside  assistance,  a 
single  Bumper-to-Bumper  Warranty  and  more. 
Oh,  there  are  some  things  you'll  have  to  do 
without.  Like  the  traditional  sales  routine.  Like  confusing  rebates, 
[emember,  the  best  features  are  already  included  for  one  low  sticker  price.  A  lot 
?ss  than  the  competition  on  most  comparably  equipped  cars,  in  fact.  Because  it's 
II  included  in  the  sticker  price,  you  can  make 
asier  comparisons  to  the  competition  and  judge 
alue  for  yourself 

Whether  you  buy  or  lease,  there  are  more 
han  70  different  Value  Priced  Chevrolet,  GMC 
I'uck,  Pontiac,  Oldsmobile,  Buick  and  Cadillac  models  to  choose  from.  Every  one  of 
hem  represents  a  simpler  approach  to  getting  a  good  deal.  And  that's  an  idea  that 
ooks  good  on  paper- and  looks  even  better  in  person.    General  MOtOFS 
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WE    FLY  THE  WORLD 


/'  T(i  (ivci  ">0  d  c  s  t  i  n  cH  i  ()  n  s  woildwulc,  Malaysia 
Aiiliiics  is  ilic  pri-mici  choice. 

Spanning;  I  he  skies  (iver  6  i  o  ii  I  i  lU' n  I  s ,  in  some 
oi  today's  iiiosi  advanced  airctall. 

Includinii  the  latest  747-4()()s  and  the  laii;est 
lleet  ol  7^7-400s  outside  the  USA. 

You'll  experience  service  laied  among  ilie 
world's  K'M  Ik  St  lor  long  haul. 


And  I  lie  [inesi  lirst  class  in  a  survey  ol  31 
i  II  t  e  r  n  a  1  i  on  a  I  airlines. 

Small  surprise,  we  lly  more  people  than  any 
other  airline  Irom  Southeast  Asia. 

Iti  making  travel  a  |ileasLire  lor  you,  the  sky's 
the  limit  lor  Malaysia  Airlines. 

Across  6  continents,  graced  with  service  Irom 
the  heart  which  says,  you  mean  the  world  to  us. 


Miil(JV\ia  AirliiU's  />  a  member  of  ConniteJiuil  (hit-  For  rt'scrv.ilmns  ,itui  iiiritrnuilion.  i.itl  ynur  lavortlu  lra\'fl  .iiicm  nr  Malnysi.!  Airlines  loll  fret'  :  800-421  8641 
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lAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


ON'T  BE  FOOLED.  THE  ECONOMY 
5  STILL  TOO  HOT  FOR  THE  FED 


US.  ECONOMY 


I:  CARS.  COMPUTERS 
OUT:  CLOTHING 


Every  good  mystery  has  a  few 
red  henings  scattered  among 
relevant  evidence.  In  the  seai'ch  to  pinpoint  the  ani- 
Df  a  slow^er  economy,  the  latest  data  thix)w  out  conflict- 
clues.  In  December,  industrial  output  was  exceeding- 
trong,  but  retail  sales  v^^ere  a  big  disappointment, 
ch  is  the  real  McCoy  and  which  is  the  MacGuffin? 
eciding  which  indicators  give  a  true  picture  of  the 
lomy  is  crucial  for  the  Federal  Reserve  Board  right 
,  After  hiking  interest  rates  six  times  in  1994,  Fed  pol- 
lakers  vrill  sit  down  again  on  Jan.  31-Feb.  1  to  decide 
ther  the  economy  needs  yet  another  dose  of  restraint, 
^ake  no  mistake:  Slowing  the  economy  is  the  raismi 
•e  for  Fed  chairman  Alan  Greenspan  &  Co.  They  see 
as  the  only  way  to  hold  back  inflationary  forces, 
with  monetary  policy  already  in  a  restrictive  mode, 
■eading  the  tea  leaves  now  could  spell  trouble  later  on: 
rtighten,  and  the  economy  could  stagnate. 

That's  especially  true  since  for- 
eign demand  may  well  be  a  tad 
weaker  this  year  than  first 
thought.  That's  because  the  de- 
valuation of  the  Mexican  peso  is 
reverberating  through  other 
economies.  As  seU-offs  in  financial 
markets  around  the  world  show, 
investors  are  shunning  high-debt, 
fiscally  unsound  countries.  One 
result  is  tighter  credit  conditions 
globally  that  vdll  slow  growth 
Idwide  and  mute  some  of  the  expected  strength  in 
i.  exports.  Exports  to  Latin  America  accounted  for 
it  a  third  of  U.  S.  export  growth  in  1994. 

i  DOMESTIC  DEMAND,  though,  that  will  bend  this 
lomy  to  a  noninflationary  pace.  And  the  December  re- 
on  retail  sales  seemed  to  point  to  a  slowdown.  Not 
was  the  0.1%  drop  unexpected — the  median  forecast 
ng  econoinists  was  a  0.7%  gain — ^but  the  Commerce 
t.  also  revised  the  November  increase  dovm  shaiply, 
1  a  1.2%  jump  to  0.2%.  The  bond  market  i-allied  sharp- 
Q  the  retail  data,  and  the  stock  mai'kets  also  boomed, 
tie  odds  of  another  Fed  rate  hike  seemed  to  lessen, 
ut  in  light  of  December's  surprisingly  robust  industri- 
jtivity,  the  retail  sales  report  looks  like  a  red  herring, 
ail  sales  are  one  of  the  government's  most  volatile  in- 
ters, and  as  the  November  revision  shows,  the  Decem- 
drop  may  not  hold  up  as  more  retailers  report  in. 
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Moreover,  a  look  below  the  surface  suggests  that  buying 
for  the  entire  quarter  was  pretty  strong — especially  for 
durable  goods,  the  very  sector  where  the  Fed's  rate  hikes 
should  be  having  an  impact  (chart). 

Yes,  demand  for  dm*able  goods  weakened  in  Decem- 
ber— ^but  after  four  months  of  strong  buying.  Building  ma- 
terials, ftuTiiture,  and  electronics  got  snapped  up.  Even  af- 
ter adjusting  for  price  changes,  quarterly  sales  at 
durable-goods  stores  shot  up  at  an  annual  rate  of  21%. 

Retailers  in  the  nondurable 
categories — from  grocery  stores  CAPACITY  GETTING 
to  gas  stations  to  restaurants — 
had  a  harder  time  in  the  fourth 
quarter.  Department  stores,  in 
particulai-,  had  to  pump  up  their 
sales  volume  by  cutting  prices 
during  December  in  order  to 
compete  with  discounters — in- 
creasingly, the  merchant  of 
choice  in  the  1990s.  That  means 
real  purchases  of  nondurable 
goods  rose  at  a  modest  2.5%  in  the  fouith  quarter. 

For  retailers,  sales  promotions  meant  yearend  profits 
were  quite  a  letdovra,  the  chief  reason  retailers  soimd  so 
hurnbug  about  holiday  sales.  But  for  consumers,  Novem- 
ber and  December  sales  rose  6.8%  fi:'om  a  year'  ago.  That's 
not  bad,  consideiing  that  1993  receipts  posted  a  7%  gain, 
a  result  retailers  seemed  quite  pleased  with  at  the  time. 

THE  RESILIENCE  of  consumers  is  one  reason  the  Fed  is 
apt  to  ratchet  up  I'ates  at  the  end  of  Januaiy.  The  Fed's 
latest  survey  of  activity  in  each  of  its  12  regions,  prepared 
for  its  upcoming  meeting,  reported  that  the  "economic  ex- 
pansion remained  vibrant  across  much  of  the  nation." 

The  report  also  said  that  'the  underlying  momentum  in 
consumer  spending  growth  remained  quite  strong"  in 
December  and  early  January.  Indeed,  household  buying 
last  quarter  appears  to  have  boosted  real  gross  domestic 
product  at  an  annual  rate  of  at  least  4%> — the  third  quar- 
ter in  a  row  in  which  gi-owth  was  4%  or  better.  That's  a 
killer  pace  in  the  eyes  of  the  Fed. 

The  strength  in  the  factory  sector,  especially  the  jump 
in  operating  rates  (chait),  is  an  even  tougher  argument  for 
a  rate  hike.  The  1%  surge  in  industrial  output  in  Decem- 
ber— ^the  lai'gest  in  more  than  two  years — shows  an  econ- 
omy headed  into  1995  vrith  plenty  of  momentum. 

Factories  alone  lifted  output  by  1%  in  both  November 
and  December.  For  the  fourth  quarter,  total  industrial 
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output  gi-ew  at  a  5.4%  annual  rate,  and  factory  production 
rose  7.3% — the  same  pace  as  in  the  first  half  of  1994  be- 
fore any  rate  hikes  had  a  chance  to  bite. 

Like  I'etail  sales,  dui'able  goods  are  a  key  to  indus- 
try's strength.  Output  of  consumer  dm-ables  was  up  6.4% 
in  the  fourth  quarter,  and  business  equipment  surged 
11%,  with  a  272%  gain  in  computere  and  office  machinery. 

FOR  THE  FED.  the  sharj)  lise  in  utiliaation  rates  has  to  be 
paiticulai'ly  wonisome.  All  industiy  used  85.4%  of  ca- 
pacity in  December.  That's  up  from  84.7%'  in  November 
and  is  the  highest  operating  rate  in  15  yeai-s.  In  piimaiy 
processing,  the  rate  rose  from  89.3%  in  November  to 
90%  in  December,  the  highest  in  21  years.  Traditionally,  an 
operating  rate  of  more  than  85%  is  one  of  inflation's 
smoking  guns. 

But  while  rising  plant  use  suggests  at  least  a  slight 
pickup  in  inflation  this  year,  the  Fed  must  also  factor 
into  its  policy  talks  the  conceras  that  the  operating  rate  is 
no  longer  a  dependable  gauge  of  price  pressui'es.  Many 
economists  ai'gue  that  slack  capacity  abroad  acts  as  a 
safety  valve  if  operating  pressures  become  too  high  in  the 
U.  S.  Also,  businesses  are  using  computers  and  other 
technology  in  an  effort  to  boost  efficiency,  which  increas- 
es theii'  output  capabilities. 

One  factor  that  promises  to  take  some  of  the  stai'ch  out 
of  the  factoiy  sector  as  the  yeai*  wears  on  is  inventoiies. 
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RETAILERS  LOOK  A  BIT 
OVERSTOCKED 
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Business  inventories  remained  quite  lean  in  relation  to 
sales  in  November,  but  that  reflected  skimpy  inventories 
at  the  manufactming  level.  Inventories  in  manufactur- 
ing, wholesaling,  and  retailing  rose  0.7%  in  November 
against  a  1%  increase  in  business  sales. 

For  retailers  alone,  however, 
inventories  have  been  grovring 
faster  than  sales  for  three  of  the 
past  four  months.  The  imbalance 
is  especially  acute  outside  of  cai' 
dealers.  The  ratio  of  nonauto  in- 
ventories to  sales  in  November 
rose  to  the  highest  level  in  SVz 
years  (chart).  And  after  Decem- 
ber's soft  sales,  retailers  may 
have  started  1995  with  more 
goods  than  they  wanted,  mak- 
ing vendors  skittish  about  reordeiing  in  1995.  Although 
foi'eign  producers  will  take  some  of  the  hit,  domestic 
manufactui'ers  will  feel  some  drag  as  well. 

Right  now,  though,  the  oveiwhelming  body  of  evidence 
points  to  a  stubbornly  strong  economy  headed  into  1995 
with  considerably  more  momentum  than  the  Fed  wants. 
To  be  sure.  Fed  tightening  wiU  slow  the  economy  this 
year,  but  not  even  the  central  bank  can  be  sure  when  that 
wiQ  happen.  That's  why  the  first  rate  hike  of  1995  may  not 
be  the  last. 
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THE  FUm  FORT  IS  UNDER  SIEGE 


The  French  economy  begins 
1995  amid  excellent  pi'ospects 
foi"  solid,  noninflationaiy  gi'owth. 
The  same  for  Gennany.  So  why  has 
France's  "strong  ft'anc"  been  losing 
gi'ound  to  the  Gemaan  mark? 

It's  hai'd  to  make  a 
rational  case  for  franc 
weakness.  Most  analysts 
expect  French  economic 
gi'ovrth,  led  by  exports 
and  capital  spending,  to 
accelerate  this  yeai*  to 
between  3%  and  3M% 
from  an  expected  2.4% 
in  1994.  Strong  exports 
will  help  France  main- 
tain its  trade  surjDlus. 
And  consumer  inflation,  which 
dipped  to  a  40-year  low  of  1.6%  in 
November,  vrill  stay  down.  Slack  la- 
bor mai'kets— November  jobless- 
ness held  at  a  near-record  12.6% — 


THE  FRANC  BENDS, 
BUT  IT  WON'T  BREAK 
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will  mute  wage  and  price  pressures 
and  keep  inflation  near  the  Bank  of 
France's  2%  goal. 

But  cuiTency  markets  ai'en't  al- 
ways i-ational.  Right  now,  the  fi:'anc 
is  the  victim  of  Eiu'ocuirency  tui*- 
moil  (page  46).  PortfoKo 
shifts  out  of  swooning 
currencies  have  favored 
the  safety  of  the  maik 
at  the  fi-anc's  exj^ense. 
Also,  the  political  un- 
certainty siuToimding 
the  French  presidential 
elections  this  spring 
has  made  the  mai'kets 
jittery — perhaps  overly 
so. 

Neither  of  the  key  candidates — 
current  Prime  Minister  Edouard 
BaHadur  and  Jacques  Chirac — is 
lOcely  to  tamper  with  the  fraru-  fort 
policy  of  linking  Fi'ance's  monetaiy 


policy  to  Germany's,  and  both  have 
endoi"sed  fiscal  moderation  as  a 
needed  step  towai'd  an  eventual 
European  monetary  union.  More- 
over-, Balladui;  the  financial  mar- 
kets' favorite  candidate,  leads  all 
the  polls. 

One  stumbling  block  for  the  fi-anc 
could  be  the  French  government's 
slower  pace  of  fiscal  impi'ovement. 
The  1994  fiscal  deficit  stood  at  5.7%. 
of  gi'oss  domestic  product  vs.  Ger- 
many's 2.7%.  European  markets  ar-e 
increasingly  r-ewarding  those  coun- 
tries that  show  the  political  vdll  to 
get  their  finances  in  order  while 
punishing  those  that  do  not.  That 
means  maintaining  the  fmnc  foH 
win  not  only  demand  higher  inter- 
est rates  but  it  may  also  require 
tax  hikes  at  a  time  when  domestic 
demand  is  ah'eady  Limited  by  chron- 
ic unemployment. 
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The  SAS "  System  is  a  new  concept 
in  client/server  software.  It 
delivers  mission-critical  data  to  the 
desktops  of  every  decision  maker . . . 
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The  world's  leading  infor- 
mation delivery  system 
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menus.  Decision  makers  at 
every  level  can  drill  down 
through  your  vast  informa- 
tion reservoir,  determine 
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generating  reports  are 
right  at  your  fingertips. 
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all  your  hardware.  Applications  run 
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them . . .  allowing  you  to  maximize 
use  of  all  your  computing  resources 
while  protecting  your  existing 
applications  investment. 
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a  free  video,  plus  details  about  a  free 
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STRIKERS 
WERE 

REPLACED  BY  . 
NEW  HIRES  ' 


The  tiremaker 
that  can  say  no 
has  drawn 
Clinton's  ire 


Ihunder"  Thornton,  a  machine 
oi)ei'atoi'  at  Bridgestone/Fire- 
stone  Inc.'s  tire  plant  in  Des 
Moines,  figiu-ed  fi-om  the  stait  it 
would  be  a  long  strike.  "They  were  out 
to  stiUTe  us  to  death,  and  they've  done  a 
pretty  good  job  of  it,"  says  the  •"-il-year 
company  veteran. 

The  six-month  standoff  between 
Bridgestone  and  the  United  Rubber 
Workers  (hrw)  indeed  has  turned  into 
an  acrimonious  confrontation.  On  Jan. 
IS,  after  months  of  seci-et  talks — and 
two  weeks  after  the  company  revealed 
it  had  hii-ed  permanent  replacement 
workers — both  sides  sat  down  with  fed- 
era!  mediators.  But  Bi-idgestone  officials 
indicated  even  before  the  meeting  began 
that  they  weren't  likely  to  rehire  all 
the  striking  workers,  and  union  officials 


said   their   prospects   looked  bk-ak. 

If  this  were  just  a  strike,  the  matter 
might  end  there:  Big  Labor,  represent- 
ing just  11%  of  America's  private-sector 
workers,  rarely  gets  front-page  treat- 
ment anyinore.  But  the  Bridgestone  bat- 
tle has  spiraled  into  a  remarkable  polit- 
ical spat,  replete  with  tense  diplomatic 
dialogue  and  high-level  snubs. 

The  Clinton  Administi'ation  has  seized 
on  the  dispute,  finding  in  the  rubber 
workers  a  vehicle  to  score  points  with 
organized  labor  and,  as  well,  with  con- 
servative Democrats  and  suburban  in- 
dependents. The  fact  that  the  employer 
is  a  Japanese  company,  at  a  time  when 
trade  relations  with  Tokyo  are  falter- 
ing badly,  hasn't  hurt.  For  Clinton,  says 
adviser  Paul  E.  Begala,  the  strike  "has 
a  special  saliency.  It  doesn't  matter  if 
you  are  in  a  labor  union.  It's  a  matter  of 
common  decency."  Ti-anslation:  This  one 
can  win  votes. 

The  President  has  publicly  criticized 
Bridgestone's  January  hiring  of  2,30U 
pennanent  replacement  workers.  Labo}' 
Secretaiy  Robeit  B.  Reich  complained 
loudly  after  the  company's  top  U.  S.  offi- 
cial declined  to  meet  with  him  about  the 
issue.  And  at  a  formal  White  House 
luncheon  duiing  the  Japanese  Piime  Min- 


ister Tumiiciii  Murayama's  Januaiy  visit, 
Ambassador  Walter  F.  Mondale  took  the 
liighly  imusual  step  of  raising  the  matter 
with  the  Jajjanese  Foreign  Minister. 

All  this  has  enveloped  a  company 
that  once  seemed  a  model  of  manage- 
ment-labor cooperation.  After  Japan's 
Bridgestone  Coip.  bought  Fii'estone  Th'e 
&  Rubber  Co.  in  1988,  labor  relations 
were  downright  friendly.  Management 
even  allowed  the  URW  to  represent 
workers  at  a  new  plant. 
DESTABILIZING.  But  the  coziness  van- 
ished after  the  company  posted  a  total  of 
$1  billion  in  losses  by  1992,  and  after 
the  ascension  of  cost-cutter  Yoichii'o  Kai- 
zaki  to  head  Bridgestone/Firestone  in 
1991 — and,  later,  its  Japanese  parent. 
Kaizaki,  and  then  Masatoshi  Ono,  his 
replacement  in  the  U.  S.,  abandoned  the 
cooperative  relationship  and  gii'ded  for  a 
showdown  in  April,  1994,  when  the  labor 
pact  was  set  to  expire.  The  company 
padded  inventoiy  by  buying  more  than 
500,000  tires  from  rival  Cooper  Tire  & 
Rubber  Co.  Biidgestone  in  Japan  agTeed 
to  supply  another  8  million  tires,  accord- 
ing to  a  1993  memo  fi'om  Ono  that  the 
union  released.  Bridgestone  headquar- 
ters denies  knowledge  of  the  memo. 

Armed  with  inventoiy,  management 
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ANATOMY  OF  AN 
INTERNATIONAL 
INCIDENT 

1993 

The  United  Rubber 
Workers  charge 
Bridgestone  with 
organizing  other  tire 
makers  to  prepare  for 
a  strike,  an  assertion 
the  company  denies. 


APR.  18,  1994 


APR.  23 


JULY  12 


Labor  Secretary 
Robert  Reich,  at  an 
Oklahoma  City  plant, 
fines  Bridgestone 
$7.5  million  for 
allegedly  violating 
safety 
standards. 
The  case 
is  now  in 
administra- 
tive review. 


URW  contracts  with 
major  tiremakers 
expire.  After  the 
union  settles  with 
Goodyear  in  June, 
negotiations  resume 
with  Bridgestone.  But 
the  company  refuses 
a  "pattern"  settle- 
ment, and  the  union 
rejects  Bridgestone's 
proposal. 


More  than 
4,000 
workers 
under 
URW  Pres- 
ident Ken- 
neth Coss  strike  five 
Bridgestone/Firestone 
factories.  Reich 
blasts  the  company 
for  its  bargaining 
stance. 


AUGUST 


Bridgestone  imple- 
ments parts  of  its 
contract  proposal.  It 
operates  the  struck 
plants  with  salaried 
personnel  and  some 
new  workers,  though 
below  capacity.  Later, 
the  company  and  the 
URW  charge  each 
other  with  unfair 
labor  practices. 


JAN.  4,  1995 

Bridgestone  says  it 
has  hired  more  than 
2,000  permanent 
replacement  workers. 
Reich  attempts 
unsuccessfully  to 

meet  with 
Bridge- 
stone/Fire- 
stone CEO 
Masatoshi 
Ono. 


JAN.  11 


JAN.  13 


Ambas- 
sador to 
Japan  Wal- 
ter Mon- 
dale  tells 
Japanese 
Foreign  Minister 
Yohei  Kono  at  a 
White  House  state 
luncheon  that  Ono 
should  meet  with 
Reich. 


Bridgestone  agrees  to 
meet  with  the  URW 
and  U.S.  mediators. 
(Ono  later  says  he  is 
willing  to  talk  with 
Reich.)  President  Clin- 
ton criti- 
cizes the 
company 
for  hiring 
replace- 
ments. 


anded  that  the  URW  break  with  the 
ract  it  ratified  in  June  with  Good- 
■  Tire  &  Rubber  Co.,  which  called 
I  16%  increase  over  thi"ee  years.  In 
ilace,  Bridgestone  asked  for  12-hour 
;s,  pay  hikes  tied  to  productivity 
s,  health  co-payments,  and  lower 
-hire  pay — all  to  overcome  what  it 
d  big  cost  disadvantages.  The  union 
ed.  "They're  ti-jong  to  destabilize  the 
;h  American  tu-e  industiy,"  says  URW 
ddent  Kenneth  L.  Coss. 
n  July  12,  4,200  union  members 
:ed  out  at  five  plants  covered  by  the 
ract.  Reich  criticized  Bridgestone  for 
efusal  to  accept  the  pattern  contract 
;ed  to  at  Goodyear.  This  wasn't 
.gestone's  first  i-un-in  with  the  La- 
Secretaiy.  In  April,  Reich  had  flowii 
le  tiremaker's  Oklahoma  City  plant 
lersonally  slap  the  company  with  a 

million  fine  for  alleged  safety  viola- 
3.  The  case  is  still  pending. 

series  of  secret  talks  went  nowhere 
•  the  next  few  months,  even  though 


insiders  say  the  union  agreed  to  con- 
cessions. In  the  meantime,  Bridgestone's 
stockpile,  and  production  ft'om  its  other 
union  and  nonunion  factories  unaffected 
by  the  strike,  allowed  it  to  keep  most 
major  customers  supplied.  "It's  almost 
like  the  strike  never  existed,"  says  Lar- 
ly  Morgan,  chairman  of  Don  Olson  Tire 
&  Auto  Centers  in  Cleanvater,  Fla. 
REBUFFED.  On  Jan.  4,  Bridgestone  an- 
nounced it  had  hired  2,000  permanent 
replacements.  The  move  struck  a  nerve 
in  the  Administi-ation,  which  suppoits  a 
law  to  limit  employers'  ability  to  replace 
strikers  for  good.  Reich,  who  has  inter- 
vened in  six  major  stiikes,  tried  to  speak 
with  Ono,  and  with  Kaizaki,  hoping  to 
get  the  two  sides  talking  again.  Instead 
of  quietly  agreeing,  Bridgestone  rebuffed 
Reich,  saving  Ono  was  unavailable  and 
offering  its  labor  chief  instead. 

An  angiy  Reich  complained  to  Clin- 
ton, and  the  President  seized  the  chance 
to  cuny  favor  with  Labor.  Though  his 
support  of  the  striker  replacement  bill 


last  year  was  halfhearted,  Clinton  still 
wants  to  appeal  to  workers  ahenated 
by  his  support  for  issues  such  as  nafta. 

At  the  White  House  limcheon  on  Jan. 
11,  Mondale  told  Japanese  Foreign  Min- 
ister Yohei  Kono  that  Ono  should  speak 
with  Reich.  Tvvo  days  later,  Clinton  liim- 
self  weighed  in.  In  a  statement,  he  said 
he  had  "long  supported  legislation  to 
prevent  companies  from  permanently 
replacing  their  striking  workers.  Now 
Bridgestone/Firestone's  use  of  perma- 
nent replacements  shows  exactly  why 
this  protection  is  necessaiy." 

Bridgestone  had  alienated  other  U.  S. 
polic\TOakers  as  well.  A  group  of  four 
Democrats  led  by  Senator  Paul  Simon 
(D-IU.)  tried  several  times  to  inteivene  in 
the  dispute.  After  a  November  visit  to 
Japan's  U.  S.  Ambassador  came  to 
naught,  the  Senators  got  Senate  leadei's 
to  give  Murayama  a  letter  protesting 
Bridgestone's  actions.  Simon  also  raised 
the  issue  with  the  Prime  Minister  when 
he  visited  the  Senate  floor  on  Jan.  11.  Fi- 


The  Administration  sees  worker  replacement  as  an 
issue  that  can  win  back  labor  support  lost  over  NAFTA 
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nally,  the  next  day,  Ono  said  the  compa- 
ny would  meet  with  the  union.  And  Ono 
agTeed  to  meet  Jan.  23  with  Reich,  al- 
though there's  no  evidence  that  Japa- 
nese officials  pressured  him  to  act. 

New  talks  may  not  help.  Bndgestone 
already  has  said  some  strikers  will  lose 
their  jobs,  making  it  politically  difficult 
for  the  URW  to  return  to  work.  The  com- 
pany's new  12-houi'  shifts  may  I'equire  a 


larger  workforce.  But  with  just  800  un- 
ion line-crossers  and  300  mor'e  replace- 
ments hired  after  the  fii'st  2,000,  Bridge- 
stone  says  it's  running  the  stnick  plants 
at  70%  or  more  of  nonnal  production. 

Indeed,  Bridgestone  likely  will  win. 
And  to  Clinton's  attack,  it  responds: 
"Our  offer  to  the  URW  is  in  keeping 
with  Mr.  Chnton's  stated  goals  of  U.  S. 
economic  gi'owth  and  American  comj^et- 


itiveness  in  the  global  marketplace."  It 
sounds  smug.  Still,  U.  S.  officials  vow 
to  keep  uj)  their  attack,  even  in  a  losing 
cause.  "We  plan  to  keep  the  pressure  up 
on  both  sides,"  vows  Steven  Rosenthal, 
an  assistant  to  Reich.  If  so,  this  interna- 
tional incident  may  be  far  from  over. 

By  Zachary  Schiller  in  Cleveland, 
with  Douglas  Harbrecht  in  Washington 
and  bureau  repoiis 


THE  WHITE  HOUSE 


AND  NOW.  THE  STATE 
OF  BILL  CLINTON  SPEECH 

Can  he  find  a  message  that  gets  him  on  the  comebacl(  trail? 


The  worst-kept  secret  in  Washington 
is  that  Bill  Clinton  is  engaged  in  a 
massive  bout  of  soul-searching.  In 
recent  weeks,  he  has  huddled  with  polit- 
icos,  motivational  gurus,  and  policy 
wonks.  All  this  thrashing  underscores 
an  urgent  concern:  How  can  a  Presi- 
dent who  led  his  party  to  its  worst 
dmbbing  in  40  yeai's  and  has  since  been 
overshadowed  by  gop  quote  machines 
such  as  House  Speaker  Newt  Gingrich 
reassert  control  of  the  public  dialogue? 

The  answer  will  come  on  Jan.  24, 
when  the  President  delivers  his  State  of 
the  Union  adcb'ess.  He  hopes  to  use  this 
foi-um  to  claw  back  into  the  game  with 
a  thi'ee-pronged  strategy:  pushing  j^opu- 
lar  programs  under  his  Middle-Class 
Bill  of  Rights,  attacking  Repubhcans  as 
extremists,  and  addressing  Americans' 
moral  yearning  by  speaking  on  values 
and  the  need  for  greater  community. 
GOOD  NEWS.  Although  critics  may  de- 
ride Clinton's  fitness  to  lead  a  moral 
crusade,  there's  no  question  about  his 
devotion  to  populism.  In  the  1992  race, 
he  tapped  into  middle-class  jitters  about 
the  global  economy,  and  he's  prepai-ed  to 
renew  the  theme  in  his  bid  for  reelec- 
tion. "He's  returning  to  his  roots,"  says 
a  Wliite  House  adviser.  Apparently,  the 
new  tack  is  helping.  According  to  a  Jan. 
11-12  Time-CNN  poll,  49%  of  the  public 
appro\  fs  of  the  job  Clinton  is  doing,  up 
from  43'^/  in  early  December 

That's  good  news  for  the  White 
House.  For  weeks.  Presidential  advisers 
have  debated  whethei-  their  man  should 
move  left,  ttjward  his  base,  or  jump  right. 
Instead,  they  came  up  with  a  synthesis 
that  promotes  "web  issues,"  such  as  job 
training  and  crime  fighting.  A  Clinton 
adviser  describes  these  as  "issues  that 
stitch  folks  back  together  again"  by 
appealing  to  core  Democratic  constit- 


uencies and  suburban  independents. 

One  key  web  theme  is  education.  The 
issue  has  scored  well  in  polls,  persuad- 
ing CHnton  to  propose  a  tax  break  of  up 
to  $10,000  a  year  to  help  middle-class 
parents  pay  for  college.  Another  web 


POPULIST 


Clinton,  sharing  the 
stage  on  Martin  Luther  King  Day  in 
Los  Angeles,  is  renewing  his  image 
as  a  working-class  hero.  Practically 
unnoticed  in  all  the  Newt  hoopla 
the  President's  ratings  are  up 


idea  is  the  Clintonites'  call  to  streamline 
government,  which  they  hope  will  ap- 
peal more  to  voters  than  the  gop's  pro- 
posals for  shock  treatment.  After  the 
State  of  the  Union,  Clinton  plans  to  hit 
the  hustings  to  hawk  his  latest  Rein- 
venting Government  ideas,  among  them 


a  scheme  to  shrink  the  Interior  Dept. 

Clinton  also  will  resurrect  his  cam- 
paign theme  of  a  New  Covenant  gov- 
ernment that  provides  opportunities  in 
return  for  responsibility.  In  this  vein, 
welfare  mothei's  will  receive  aid  if  they 
work,  and  workers  can  get  grants  if 
they  improve  their  job  skills. 
TAKING  COURAGE.  Another  tactical  shift: 
Clinton  mainly  has  sought  common 
ground  with  Republicans  since  the  elec- 
tions, but  lately  he  has  started  to 
carefully  pick  fights.  On  Jan.  16,  he 
lashed  out  at  Gingrich  for  vowing  to 
end  a  pet  Clinton  program:  AmeriCoips, 
which  gives  college  loans  to  students 
who  do  community 
work.  Aides  also  plan 
increasingly  to  attack 
Republicans  on  issues 
such  as  repeal  of  the 
assault  weapons  ban 
while  painting  them 
as  heartless  Grinches 
who  aim  to  throw 
welfare  kids  onto 
park  benches.  Mean- 
while, they're  hoping 
for  more  GOP  prat- 
falls, such  as  Ging- 
rich's stumble  over 
his  $4.5  million  book 
contract.  "The  more 
he's  discredited,  the 
more  his  agenda  suf- 
fers," says  a  gleeful 
Wliite  House  aide. 

Of  course,  that's  a 
problem  for  Clinton 
as  well.  Republicans 
plan  to  make  plenty 
more  hay  over  the 
Whitewater  scandal 
and  Paula  Jones's  ha- 
rassment allegations. 
Nor  can  Clinton  de- 
pend on  Republicans 
slipping  on  every  ba- 
nana peel.  Moreover,  he  underrnines  his 
political  standing  with  chronic  vacilla- 
tion. But  having  Newt  in  his  face  may 
be  just  what  it  takes  for  Clinton  to  final- 
ly learn  how  to  stick  to  the  script. 

By  Susan  B.  Garland,  with  Douglas 
Harbrecht,  in  Washington 


32  BUSINESS  WEEK  /  JANUARY  30,  1995 


:CTION  '96 


IE  GENE  McCarthy 

'  THE  WAR  ON  ABORTION? 

nocrat  Robert  Casey  is  pro-life-and  on  a  crusade 


utgoing  Pennsylvania  Governor 
Robert  P.  Casey  doesn't  let  go  eas- 
ily. He  lost  three  gubernatorial  rac- 
once  at  least  paitly  because  another 
lidate  had  the  same  name — before 
nally  triumphed  in  1986.  Then,  last 
;  he  nearly  died  of  a  rare  liver  dis- 
.  Only  a  risky  heart-and-hver  trans- 
t  saved  his  life — and  eventually  al- 
'd  him  to  reassume  power. 
:ill  fi-ail  after  his  ordeal,  the  two- 
1  governor  would  seem  due  for  some 
alescence.  Instead,  Casey,  63,  is  em- 
dng  on  a  campaign  to  open  up  a 
B  in  the  Democratic  Party  for  rehg- 
and  pro-hfe  candidates.  To  rebuild 
t  he  views  as  a  repressed  wing  of 
jarty,  Casey  says  he's  considering  a 
against  President  Clinton  next  year 
the  Democratic  nomination.  "The 
locratic  Party  is  viewed  as  a  launch- 
pad  for  assaults  on  basic  American 
es,"  he  gripes  on  a  plane  from  Har- 
arg  to  Scranton  on  Jan.  16,  his  last 
as  governor.  "Anyone  who  has  my 
ipective  is  silenced." 
MG  BLOC.  Casey  likely  would  have 
i  chance  of  winning  the  Pi-esidency. 
he  could  make  life  miserable  for 
ton.  The  nightmai-e  scenaiio  for  the 
ddent:  Casey  could  attract  millions  of 
I's  in  the  key  right-wing  swing  bloc 
lin  the  Democratic  Party.  And  as 
ublican  Patrick  J.  Buchanan  did  to 
;ident  Bush  in  1992  and  Eugene  Mc- 
thy  did  to  Lyndon  Johnson  in  1968, 
lould  shine  a  spotlight  on  a  vulner- 


able President's  weaknesses  in  the  eai'ly 
Presidential  primaries.  If  Casey  can't 
win,  he  might  ci'eate  an  opening  for  a 
stronger  Democratic  challenger,  much 
as  McCaithy  did  for  Robert  F.  Kennedy. 

Contrary  to  conventional  wisdom, 
Casey  beUeves  the  Democrats  lost  last 
November's  elections  on  moral  issues. 
He  maintains  that  a  clique  of  leftists 
around  Clinton  are  bent  on  chiving  values 
and  God  out  of  the  American  debate. 


But  pointing  to  references  to  God  in  the 
Declai-ation  of  Independence  and  recalling 
Frankhn  Roosevelt  leading  the  nation  in 
prayer  on  D  day,  Casey  says:  "That's 
who  we  are,  a  religious  people  whose  in- 
stitutions presuppose  a  supi-eme  being." 
Such  remarks  won  him  thunderous  ova- 
tions when — as  the  lone  Democrat — he 
spoke  to  a  Cliiistian  Coalition  gathering- 
last  fall.  He's  not  fimd-raising  yet,  but 
he  probably  will  get  strong  support  fi'om 
such  gToups  if  he  challenges  Clinton. 

But  if  Casey  is  consei-vative  on  values, 
he  sees  government  as  \igorously  activ- 
ist. He  boasts  of  spending  more  on  clean 
water  than  any  governor  in  the  countiy. 


GOING  HOME:  Casey  has  been  battling 
Clinton  since  the  1992  convention 


providing  health  insui-ance  for  40,000  poor 
children,  reviving  steel  mills — all  while 
leaving  the  state  with  a  budget  suiplus. 
These  pi'ogi-ams,  along  with  sympathy 
following  his  surgery,  make  Casey  the 
most  populai-  outgoing  governor  in  three 
decades,  even  if  his  tough  envh-onmental 
pohcies  and  a  $3  billion  tax  hike  in  1991 
made  him  few  fiiends  in  business. 

Clinton  and  Casey  have  been  battling 
since  the  1992  Democratic  Convention. 
Casey  wanted  to  address  the  gather- 
ing, but  he  refused  to  support  Clinton 
first.  Clinton's  team  denied  him  the  spot. 
Fmthei',  says  Casey,  they  invited  Kathy 
Taylor,  a  pro-choice  Pennsylvania  Re- 
publican who  had  supported  his  oppo- 
nent two  years  earlier,  to  speak.  "They 
rubbed  my  nose  in  it,"  says  Casey,  who 
never  did  endoi'se  Clinton. 
STONG  HEART.  As  Clinton  mar-ched  on  to 
the  White  House,  Casey's  star*  dimmed. 
He  gr'ew  thinner  and  weaker,  his  liver- 
chsease  apparently  kiUing  him.  But  in 
June,  1993,  sm-geons  at  the  Univer-sity  of 
Pittsbiu-gh  Medical  Center  perfor-nred  a 
successful  double  tr'ansplant. 

BaiTed  fi'om  iiuming  for  a  tlih'd  ternn, 
Casey  foucsed  on  a  national  pro-life 
agenda.  Last  fall,  with  his  recovery  well 
along,  he  infiuiated  state  Democr-ats  by 
r-efusing  to  support  pr-o-choice  candi- 
dates, including  Ms  lieutenant  governor, 
Mar-k  S.  Singel,  and  Harris  Wofford, 
whom  he  appointed  to  replace  late  Re- 
publican Senator  John  Heinz. 

Eariy  this  month,  Casey's  sm-geons 
assured  him  his  new  or-gans  ar-e  doing 
well.  He  now  takes  a  single  anti-rejec- 
tion pill  a  day,  and  doctors  say  his  life 


expectancy  is  nor-mal.  "Everytliing  looks 
good.  His  heart  is  stronger  now  than 
when  it  was  put  in,"  says  Dr.  John 
Fung,  one  of  his  sui-geons. 

Casey,  his  wife,  Ellen,  and  then-  eight 
cliildr'en  are  mulling  whether  he  should 
make  a  serious  run  for  the  White  House. 
"Somebody's  got  to  do  it,"  he  says.  He 
knows  liis  health  will  be  an  issue.  But 
even  if  he  can't  mount  a  Bobby  Kenne- 
dy-style challenge  to  Chnton,  a  Casey 
candidacy  still  could  be  as  damaging  as 
those  of  McCarthy  and  Buchanan. 

By  Stephen  Baker  on  board  the  gov- 
ernor's plane,  ivith  Richard  S.  Dunham 
in  Washington 


GRUMPY  GADFLY  UThe  Democratic  Party  is 
viewed  as  a  launching  pad  for  assaults  on 
basic  American  values.  Anyone  who  has  my 
perspective  is  silenced^  _  robert  casey 
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TAXES 


SO  MANY  TAX-CUHERS, 

SO  LiniE  ROOM  TO  MANEUVER 

Those  big  reform  plans  may  boil  down  to  a  modest  reduction 


On  paper,  1995  looks  like  the  year 
of  the  Big  Tax  Cut.  The  legislative 
hopper  is  already  bulging  with  bills 
to  cut  levies  on  the  middle  class,  on 
savings  and  investment,  and  on  capital 
gains.  Other  provisions  would  repeal 
the  so-called  marriage  tax  penalty,  roll 
back  tax  hikes  on  the  elderly,  help  build 
savings  for  college  tuition,  and  even 
scrap  the  entire  income-tax  code  and 
replace  it  with  a  single  rate. 

But  don't  start  ordering  the  expensive 
leather  seats  on  the  new  ear  of  your 
dreams  just  yet.  To  get  to  the  prom- 
ised land  of  tax  reduction,  Congi'ess  and 
the  White  House  must  first  cross  the 
narrow  bridge  of  spending  cuts.  And 
both  parties  have  agi'eed  that  every  dol- 
lar of  proposed  tax  cuts  be  offset  by  a 
dollai-  in  spending  cuts.  That  pledge  may 
block  Americans  fi-om  getting  the  cornu- 
copia of  goodies  promised  in  the  GOP 
Contract  With  America  or  President 
Clinton's  Middle  Class  Bill  of  Rights. 
The  likely  outcome:  Both  sides  wall 


have  to  scale  back  their  proposed  cuts 
and  focus  on  the  most  popular  items — 
breaks  for  college  tuition,  retirement 
savings,  and  capital  gains.  Meanwhile, 
even  ardent  supporters  acknowledge 
that  flat-tax  bills  and  other  tax-reform 
proposals  may  not  get  serious  consider- 
ation until  after  the  1996  elections. 

At  least  the  debate  won't  be  dull. 
"We're  going  to  see  every  possible  gim- 
mick to  reduce  the  deficit  and  offset  tax 
cuts  that  you  can  think  of,  and  huge 
disagreements  on  baselines,  asset  sales, 
and  accounting  all  year  long,"  predicts 
Susan  Tanaka,  vice-president  of  the 
Committee  for  a  Responsible  Federal 
Budget,  a  bipartisan  group  that  wants 
to  eliminate  the  deficit. 
SERIOUS  DRAIN.  Despite  detailed  plans 
for  tax  cuts,  neither  paity  is  ready  to  go 
pubhc  with  equally  expHcit  spending 
cuts.  And  no  wonder.  To  do  everything 
the  GOP  Conti*act  caUs  for— cutting  taxes, 
raising  defense  spending,  and  balancing 
the  budget  by  2002 — Congress  will  have 


to  find  more  than  $1.4  trilhon  in  spend- 
ing cuts  in  seven  yeai-s.  Clinton's  "fami- 
ly" tax-cut  plan  is  cheaper  than  the  gof 
version — ^just  $60  biUion  over  five  years, 
vs.  $197  billion  for  the  Republican  plan 
but  the  White  House  hasn't  yet  specified| 
most  of  its  offsetting  spending  trims.  . 

Fortunately,  some  of  the  most  politi- 
cally popular  items  ai'e  also  the  cheap-, 
est — at  least  in  the  short  term.  The  gop's 
$500-per-child  tax  credit  for  families, 
earning  under  $200,000  a  year  would: 
cost  a  colossal  $107.2  billion  over  five^ 
years,  but  its  capital-gains  cut  would 
cost  only  $57.5  billion,  according  to  the] 
Treasury  Dept.  An  even  better  bargain  j 
is  the  GOP's  pr'oposal  for  expanded  indi-i 
vidual  retirement  accounts,  which  would  i 
cost  a  mer'e  $1.5  bilhon  over  five  years. 
The  Administration's  iRA  plan  would  cost  ! 
just  $3.7  billion.  And  Clinton's  proposed! 
deduction  of  up  to  $10,000  for  college  { 
and  other  postsecondary  education  would  j 
cost  $20.6  billion  over  five  years.  White! 
House  poUs  show  the  school  deduction  to  j 
be  Clinton's  most  popular  idea  by  far.  j 

Yet  even  these  lesser  tax  cuts  cause! 
a  far  lar-ger  revenue  loss  once  they  are  i 
fully  phased  in.  For  example,  excluding  j 
50%  of  capital  gains  fr-om  taxes  and  in-  ( 
dexing  gains  for  inflation  tr-iples  the  f 
cost,  to  $170.4  billion,  over  10  years.  j. 

Meanwhile,  business  fr-ets  that  Con-i 
gress  may  di'op  items  from  its  wish  list,  ^ 
such  as  the  capital-gains  tax  cut.  The 


SLASH,  FLATTEN,  SIMPLIFY! 

Major  tax-cut  and  reform  measures  likely  to  be  considered  by  Congress 

CONTRACT  WITH  AMERICA  This  GOP  measure  would  offer  such  tax  cuts 
as  a  $500-per-child  credit  for  most  families,  a  50%  capital-gains  exclu- 
sion, and  an  "American  Dream  Savings  Account"  to  help  fund  retirement, 
medical,  or  education  expenses.  The  marriage  penalty  and  the  1993  hike 
on  Social  Security  income  would  be  rolled  back. 

CHANCES  OF  PASSAGE  House  approval  likely,  but  the  Senate  may  scale  back  to 
avoid  increasing  the  deficit. 

MIDDLE  CLASS  BILL  OF  RIGHTS  The  Clinton  plan  would  include  a 
$500-per-child  credit  for  some  families,  a  $10,000  deduction  for  expens- 
es for  postsecondary  training  and  education,  and  expanded  IRAs. 

CHANCES  OF  PASSAGE  Cheaper  than  the  Contract,  but  won't  get  GOP  backing. 

FLAT  TAX  Representative  Dick  Armey  (R-Tex.)  wants  to  replace  the  cur- 
rent income  tax  on  businesses  and  individuals  with  a  flat  17%  rate.  Repre- 
sentative Richard  A.  Gephardt  (D-Mo.)  also  has  a  flat-tax  plan. 

CHANCES  OF  PASSAGE  Slim  in  the  short  run. 

SAVINGS' EXEMPT  TAX  Senators  Sam  Nunn  (D-Ga.)  and  Pete  V.  Domeni- 
ci  (R-N.M.)  want  to  replace  the  individual  and  corporate  federal  income 
tax  and  a  portion  of  the  Social  Security  payroll  tax.  Business  would  sub- 
tract from  domestic  sales  all  purchases  from  other  businesses  and  pay  a 
7.1%  rate.  For  individuals,  savings  would  be  deducted  from  income. 

CHANCES  OF  PASSAGE  Very  slim. 
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5.  Chamber  of  Commerce  is  encoui-ag- 
both  parties  to  drop  plans  for  tax 
lits  for  children.  Then,  it  figures,  Clin- 
could  swallow  a  capital-gains  cut  in 
im  for  his  college-tuition  deduction, 
(byists  also  hope  to  persuade  Treas- 
and  Congress  to  recalculate  the  ef- 
of  a  capital-gains  cut  to  show  it  does 
drain  much  revenue.  "It  would  un- 
:  so  much  capital  and  have  such  an 
lact  on  savings  and  investment,  it 
lid  be  a  wash  over  five  years,"  in- 
s  Mai'k  A.  Bloomfield,  president  of 
American  Council  for  Capital  Forma- 
,  a  manufacturers'  advocacy  group. 
lut  many  economists  doubt  that  tax 
;  of  such  magnitude  are  wise  with 
deficit  expected  to  hit  $322  billion  in 
2.  "The  real  issue  ought  to  be  tax  re- 
n,  because  we  can't  possibly  afford 
h  tax  cuts,"  says  Lawrence  Chime- 
!,  chief  economist  at  Washington's 
inomic  Strategy  Institute, 
^though  tax  reform  makes  far  more 
lomic  sense  than  tax  cuts,  any  over- 
1  of  the  code  faces  huge  hurdles — 
1  cost  and  the  enormity  of  the  pro- 
als.  House  Majority  Leader  Richard 
Armey  (R-Tex.)  has  proposed  the 
>t  popular  reform:  a  flat  17%  income- 
rate  for  individual  wages  and  pen- 
is and  business  cash  flow.  A  family  of 
for  example,  eventually  would  fill 
a  1040  postcard  by  subtracting  from 
ir  wages  a  $26,200  personal  allow- 
e  and  a  $10,600  dependent  deduc- 
i.  No  withholding  and  no  taxes  on 
ings,  inheritance,  or  capital  gains. 
IG  HAUL  The  concept  even  has  bipar- 
,n  appeal.  House  Minority  Leader 
hard  A.  Gephardt  (D-Mo.)  says  he 
Irafting  his  own  flat  tax  of  10%  or 
5.  "If  you  have  two  people  as  unlike 
jephardt  and  Armey  talking  about  it, 
;hows  the  chances  for  passage  are 
tty  good,"  says  David  Keating,  exec- 
'e  director  of  the  National  Taxpayers 
ion.  But  even  Keating  admits  that 
h  a  change  isn't  likely  before  1997, 
T  a  GOP  Presidential  candidate  raises 
issue's  visibility.  And  Armey  admits 
plan  would  produce  a  shortfall  of 
billion  in  the  first  year,  while  the 
asury  Dept.  pegs  the  loss  at  a  catas- 
phic  $186  billion  a  year  after  full 
,se-in.  Cost  aside,  experience  shows 
t  large-scale  tax  reform,  such  as  the 
rhaul  of  1986,  requires  a  long  process 
;ducation  and  compromise, 
still,  it  won't  hurt  the  tax-reduction 
se  that  the  1996  Presidential  elec- 
1  is  looming.  Chnton  is  less  likely  to 
I  voters'  wr-ath  by  vetoing  a  tax-cut 
now.  Yet  polls  show  that  much  as 
pubUc  hates  income  taxes,  it  hates 
federal  budget  deficit  even  more. 
3  message  from  voters:  Make  1995 
year  of  the  Big  Spending  Cut. 
By  Paul  Magnusson  in  Washington 


FUNDS 


WILL  CalPERS  LEAD  A  PARADE 
DOWN  WALL  STREET? 

Other  pension  funds  could  follow  its  big  shift  into  equities 


Call  it  a  shot  in  the  arm  for  stocks. 
Last  month,  the  California  Public 
Employees'  Retirement  System 
(CalPERS)  quietly  voted  to  increase  its 
equity  investments  from  49%  of  its  $80 
billion  fund  to  63% — well  above  the  lev- 
el of  its  most  aggressive  peers.  Bond 
investments  are  expected  to  drop  to 
30%  from  43%.  That  huge  swing  repre- 
sents an  $11  billion  vote  of  confidence  in 
the  stock  market. 


Moving  To 
Stocks 
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DATA:  CALPERS 


The  objective  is  simple:  higher  long- 
term  returns.  By  cutting  back  on  fixed 
income  and  loading  up  on  domestic  and 
international  stocks,  CalPERS  figures  it 
can  increase  its  return  by  about  $800 
million  a  year.  For  the  12  months  ended 
on  Sept.  30,  CalPERS'  total  retur-n  on 
assets  was  0.7%;  the  average  for  public 
funds  in  that  period  was  -0.6%,  accord- 
ing to  reseaix'her  Callan  Associates  Inc. 
"It's  an  opportunity  for  us  to  use  our 
size  to  enhance  diversification  and  get  a 
better  return,"  says  Kevin  Morrill,  ad- 
ministrative manager  of  CalPERS'  in- 
vestment office. 

The  change  won't  take  place  over- 
night. The  pension  fund  plans  to  make 
steady  investments  in  equities  over  the 
next  three  years  using  a  technique 
called  dollar-cost  averaging  and  plans 
to  buy  on  market  dips.  Even  so, 
CalPERS'  action  seems  likely  to  spark 
imitators  in  the  nonnally  staid  public- 
pension  world.  "Inevitably,  others  are 
going  to  say  that  this  is  significant,  let's 
find  out  why  they're  doing  it  and  see  if 
we  should  do  something  similar,"  says 
D.  Don  Ezra,  managing  dfrector  at  re- 
tirement consultant  Frank  Russell  Co. 
"At  the  least,  it  ought  to  prompt  some 
thinking." 


For  now,  CalPERS'  big  bet  makes  it 
one  of  the  most  aggressive  pension 
funds  around.  According  to  Greenwich 
Associates  Inc.,  the  average  public  fund 
has  just  49%  of  its  assets  in  equities.  In 
time,  CalPERS  should  surpass  even  the 
equity  allocation  of  less  conservative 
corporate  fimds,  which  on  average  keep 
60%  of  their  funds  in  stocks.  "It's  a  veiy 
gutsy  move,"  says  Steven  H.  Nagour- 
ney,  chief  global  sti'ategist  for  Lehman 
Brothers  Inc.  "They're 
setting  up  their  portfoUo 
for  a  new  world  order." 
NEW  VIEW.  The  force  be- 
hind the  bold  move: 
Sheiyl  Pressler,  CalPERS' 
new  chief  investment  offi- 
cer Hired  last  spiing  fi"om 
McDonnell  Douglas  Coi"p., 
she  biings  strategies  from 
the  corporate  world  to 
the  state  fund.  The  new 
cio's  investment  plan  was 
supported  by  reports  from 
two  well-regarded  consul- 
tants, Wilshire  Associates 
Inc.  and  Pension  Consult- 
ing Alliance.  Neither  returned  calls  for 
comment. 

While  CalPERS  is  hiking  its  allocation 
in  domestic  stocks,  the  fund's  percentage 
of  international  stocks  is  getting  the 
biggest  boost.  CalPERS  aims  to  have  for- 
eign equities  account  for  20%  of  assets 
by  1997,  from  12%  today — far  higher 
even  than  most  corporate  investors. 
Wilshii'e  Associates,  in  an  October  mem- 
orandum, recommended  that  CalPERS 
invest  in  South  Africa  and  Korea. 
"Wherever  markets  decUne,  we  will  be 
purchasing,"  says  Momll.  Some  20  in- 
vestment managers,  among  them  No- 
mura Capital  Management  Inc.  and 
State  Street  Global  Advisors,  advise  the 
fund  on  international  equities. 

For  pension  funds  with  shorter  in- 
vestment horizons,  mimicking  CalPERS' 
higher-risk  move  may  not  be  wise.  But 
for  funds  with  long-tei-m  horizons,  the 
increased  returns  from  equities  should 
more  than  outweigh  increased  risks. 
"By  the  time  everyone  else  catches  on, 
CalPERS'  returns  will  be  much  higher," 
says  Lehman's  Nagourney.  And  that 
would  put  CalPERS  even  further  ahead 
of  the  pack. 

By  Suzamte  Woolley  in  New  York, 
with  Eric  Schine  in  Los  Angeles 
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COMMENTARY 


By  Mike  McNamee 


A  MINIMUM-WAGE  HIKE  SPELLS  MAXIMUM  DAMAGE 


When  Labor  Secretary  Robert 
B.  Reich  in  early  January  re- 
vived the  idea  of  raising  the 
miniinum  wage,  he  set  a  rhetorical 
trap  for  Republicans — and  House 
Majority  Leader  Richard  K.  Armey 
(R-Tex.)  quickly  took  the  bait.  The" 
minimum  wage  shouldn't  be  in- 
creased, Armey  said,  it  should  be 
eliminated,  because  it  harms  both 
the  economy  and  the  poor.  The  ex- 
change broadcast  exactly  the  mes- 
sage the  Clinton  Administration 
wants  to  send:  compassion- 
ate Democrats  up  against 
heartless  Republicans. 

Ti'ouble  is,  Armey's 
right.  The  preponder- 
ance of  economic  evi- 
dence still  holds  that 
the  minimum  wage 
keeps  low-skill,  low- 
productivity  workers 
from  getting  the 
jobs  they  need. 
More  important, 
new  research  shows 
that  raising  the 
minimum  wage 
hurts  exactly  those 
people  the  Clintonites 
are  trying  to  help.  It 
tempts  more  teenagers 
to  drop  out  of  school. 
And  it  raises  the  ban-iers  that 
keep  welfare  recipients  from  finding- 
work.  When  it  comes  to  fighting  pov- 
erty, Clinton  should  turn  to  a  more 
effective  weapon:  the  Earned  Income 
Tax  Credit. 

FAULTY  MODEL.  Reich's  call  for  a 
higher  minimum  wage — the  White 
House  is  likely  to  propose  raising  it 
from  $4.25  an  hour  to  $5 — leans  on 
studies  showing  that  boosting  the 
minimum  wage  in  1990  and  '91  didn't 
])ut  a  crimp  in  employment.  In  fact, 
Princeton  University  economists  Da- 
vid Card  and  Alan  B.  KiTieger  found 
that  New  Jersey  fast-food  stores 
hired  more  workers  after  the  state 
raised  its  minimum  to  $5.05  in  1992. 
During  the  same  period,  employment 
i'ell  at  franchises  in  neighboring- 
Pennsylvania,  where  the  wage  re- 
mained at  $4.25. 

Card  and  Krueger — now  Reich's 
chief  economist — argue  that  low- 


wage  employers  can  fill  vacant  jobs 
and  retain  more  productive  workers 
when  a  higher  minimum  forces  them 
to  pay  more.  "The  Econ  101  model  of 
the  labor  market  doesn't  apply  here," 
says  Card. 

But  don't  count  out  Econ  101  yet. 
In  a  study  of  dozens  of  federal  and 
state  minimum-wage  hikes  since  the 
1970s,  David  Neumark  of  Michigan 
State  University  found  that  total  em- 
ployment consistently  dropped  by  1% 
to  2%  for  every  10%  rise  in  the  mini- 


mum. Texas  a&m  University  econo- 
mist Finis  R.  Welch  compared  job 
data  fi'om  1989  and  1992  and  found 
that  employment  fell  most  steeply 
among  the  groups  most  likely  to  be 
affected  by  the  1990-91  minimum- 
wage  increases,  such  as  teenagers  or 
high  school  dropouts. 

A  2%  drop  may  not  sound  like 
much — except  that  those  losses  are 
concentrated  among  poor,  low-skilled 
workers.  And  teenagers,  Neumark 
finds,  face  a  double  whammy.  Higher 
minimums  tempt  high  school  stu- 
dents to  sacrifice  education  and  long- 
run  income  by  dropping  out  and  tak- 
ing jobs.  And  the  new  entrants  push 
aside  less  educated  working-  teens — 
who  end  up  with  neither  schooling 
nor  jobs. 

Welfare  mothers  also  suffer.  Uni- 
versity of  Wisconsin  poverty  re- 
searcher Peter  D.  Brandon  has  found 


that  when  their  states  i-aised  the 
i-iiinimum  wage,  mothers  on  welfare 
stayed  on  the  dole  an  average  of  19.5 
months,  six  months  longer  than 
mothers  whose  states  didn't  impose 
an  increase. 

EXPENSIVE  MEDICINE.  A  minimum- 
wage  hike  does  help  some  poor 
worker's — but  it's  an  expensive  way 
to  attack  poverty.  Of  the  $9.7  biUion 
cost  of  a  75(2  hike,  only  about  one- 
cjuarter — $2.7  billion — Vv-'ould  go  to 
poor-  or'  near-poor-  households,  says 


A  higher 
minimum 
wage  means 
more  dropouts, 
displaced  poor 
workers,  and 
help  for  the 
not-so-needy 


Syr-acuse  Univer'sity  economist  Rich- 
ar-d  V.  Bur-khauser  A  bigger  chunk — 
$3.3  bilhon — would  line  the  pockets 
of  spouses  or-  teenagers  in  families 
with  incomes  above  .$43,000. 

With  the  GOP  in  control  of  Con- 
gr-ess,  Reich  has  probably  missed  his 
opportunity  to  win  a  minimum-wage 
hike.  Instead,  he  should  follow  up  on 
Clinton's  1993  str-ateg-y  of  raising  the 
Ear-ned  Income  Tax  Credit.  Thanks 
to  the  credit,  low-income  workers 
with  two  children  have  an  effective 
minimum  wage  of  $5.78  this  year-. 
The  EITC  costs  a  lot — $16  billion  a 
year — but  near-ly  all  the  money  goes 
to  the  poor-.  And  studies  show  it  ac- 
tually boosts  woi'k  among  welfare  r-e- 
cipients.  Unlike  the  minimur-n  wage, 
the  EITC  is  an  antipoverty  progr-am 
that  works. 

McNamee  covers  social  policy. 
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CHIPS 


INTEL  TAKES  A  BULLET 
-AND  BARELY  BREAKS  STRIDE 

Despite  the  hit  from  the  Pentium  bug,  '94  revenues  are  up  31% 


Not  a  temfic  way  to  start  the  year. 
On  Jan.  17,  Intel  Coip.  detailed  the 
damage  from  the  public-relations 
nightmare  surrounding  an  obscure  bug 
in  its  flagship  Pentium  chip:  a  $475  mil- 
lion chai-ge  to  fomth-quarter  eainings  to 
account  for  the  costs  of  replacing  and 
wi-iting  off  flawed  chips.  A  few  days  be- 
fore, Intel  abandoned  an  eight-yeai*  legal 
battle  with  archrival  Advanced  Micro 
Devices  Inc. — a  surprise  win  for  AMD. 

Is  Intel  losing  its  edge?  Don't  bet  on 
it.  The  hit  from  its  Pentium  fiasco  was 
imexpectedly  big — at  least  15%  high- 
er than  analysts  had  anticipated — 
and  the  charge  drove  fourth-ciuar- 
ter  profits  down  37%.  from  a  year 
eai-lier,  to  $;^72  million.  But  virtually 
in  the  same  breath,  Intel  reported 
that  Pentium  sales  had  doubled  from 
the  tlui'd  to  the  fourth  quarter,  help- 
ing lift  1994  revenues  >'A%,  to  $11.5  u 
billion.  In  coming  weeks,  the  world's 
largest  chipmaker  will  unleash  a  bai'-  j. 
rage  of  [jrice  cuts  and  new  chips. 
And  it  is  spending  considerably 
more  than  ever  to  build  new  facto- 
ries. Says  John  Bourgoin,  AMD's  vice- 


president  for  microprocessor  products: 
"I  don't  see  Intel  becoming  any  less 
tough  or  less  aggi'essive." 

On  Feb.  1,  soiu'ces  say,  Intel  wiU  ch'op 
prices  on  some  Pentium  chips  by  as 
much  as  45%.  That,  it  hopes,  will  spur 
more  PC  buyers  to  choose  the  proprie- 
tary Pentium  over  older  486  chips, 
which  six  other  companies  also  make. 
And  on  Feb.  16,  Intel  will  up  the  ante 
by  unveiling  technical  details  of  its  next- 
generation  micropi'ocessor,  code-named 
P6.  The  P6  aims  to  leapfrog  Pentium 


INTEL'S  PENTIUM 
TAKES  OFF... 


...AND  PROFITS 
HEAD  HIGHER 


DREAM  TEAM:  The  next-generation  P6 
chip  is  twice  as  fast  as  Pentium 


I 


iiCi 


OCT       NOV       DEC  ,  V  I  II  III  IV 

•BASED  ON  1994  SURVEY  OF  '^^         '94         '95  EST. 

34  RETAILERS  IN  6  CITIES         A  MILLIONS  OF  DOLLARS 
DATA  COMPANY  REPORTS,  ARS  INC  ,  ROBERTSON,  STEPHENS  8,  CO 


wannabes  due  out  aroimd  the  same  time 
this  summer.  Vows  Intel  Chief  Operat- 
ing Officer  Craig  R.  Barrett:  "We  plan 
to  be  just  as  aggressive  on  the  technical 
fi'ont  as  we've  always  been." 

They  have  to  be.  For  many  rivals 
and  customers,  the  Pentium-bug  debacle 
exposed  Intel's  vulnerability.  More  than 
ever  before,  "the  Pentium  issue  indi- 
cates that  system  vendoi-s  need  an  alter 
native  source,"  says  Ronald  Chwang, 
president  of  PC  maker  Acer  America 
Corp.,  which  uses  Intel  and  AMD  chips 
Intel  alienated  big  customers  such  as 
Compaq  Computer  Corp.  and  IBM  last 
year,  partly  by  refusing  to  grant  piice 
cuts  on  its  chips;  now,  those  companies 
may  move  to  buy  more  of  their  sup 
plies  from  Intel  competitors  such  as 
AMD,  NexGen,  and  Cyi-ix. 
EMERGING  RIVAL.  Intel  also  faces  more 
competition  fi'om  outside  the  traditional 
iKM-style  PC  market,  which  it  has  long- 
dominated.  IBM's  and  Motorola  Inc.'s 
PowerPC  chip,  used  in  Apple  Computer  p 
Inc.'s  Power  Macintoshes,  threatens  to  ip 
become  a  strong  rival.  And  emerging 
markets  for  cable-TV  set-top  boxes  and 
video-game  macliines — which  mostly  use  m 
other  chips — could  draw  consumer  dol-  « 
lars  away  from  PCs. 

That's  why  Intel,  which  still  owns 
over  75%  of  the  $11  biUion  micropro- 
cessor market,  plans  to  spend  a  I'ecord 
$2.9  billion  on  new  plants  and  equip- 
ment, up  20%  from  1994.  That  dwarfs 
AMD's  planned  $700  million.  Those  new 
plants  will  have  plenty  of  chips  to  chum 
out.  This  spring,  Intel  is  expected  to 
introduce  new,  faster  Pentiums.  And 
they're  30%  cheaper  to  produce,  thanks 
to  a  more  advanced  manufacturing  pro- 
cess. That  will  allow  Intel  to  keep  cut- 
ting piices  while  maintaining  high  prof- 
it margins. 

Intel's  next  big  weapon:  the  P6.  With 
6  million  transistors — twice  as  many  as 
Pentium — it's  likely  to  be  big  and  expen- 
sive at  fii'st,  so  it  won't  sell  in  quan- 
tity until  1996.  But  by  borrowing 
speed-enhancing  tricks  from  rival 
chips  such  as  the  PowerPC,  the  P6 
runs  nearly  twice  as  fast  as  the 
swiftest  Pentium.  That  will  keep  PC 
makers  in  the  Intel  camp,  says  Lin- 
ley  Gwennap,  a  consultant  and  edi- 
tor of  the  industry  newsletter 
Microprocessor  Report. 

Even  though  rivals  gradually  are 
IV  gaining  on  its  microprocessor  tech- 
nology, the  Pentium  is  keeping  Intel 
firmly  in  the  lead.  By  the  end  of 
December,  42%  of  PCs  sold  at  retail 
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re  Pentium  machines,  says  market 
x-her  ARS  Inc.  in  Ir-ving,  Tex.  (chart), 
ir  sales  are  through  the  roof,"  says 
k  Wahrman,  director  of  merchanclis- 
for  J&R  Computer  World,  a  New 
•k  retailer  Now,  with  the  pnme  con- 
ler-PC  buying  season  over,  Intel  will 
■e  to  persuade  coi'porate  buyers  to 
de  up  to  Pentium. 

?o  far,  they've  held  off  because  of 
tVERTISING 


-'s  early  January,  and  William  H. 
jates  III  is  in  Las  Vegas  for  the  Con- 
;umer  Electronics  Show.  In  the  midst 
meetings  in  his  hotel  room,  a  football 
ne  plays  in  the  backgi'ound.  An  ad 
IBM  comes  on — a  new  one,  featming 
French  men  discussing  computer's  as 
y  stroll  along  the  Seine.  Suddenly, 
!rosoft's  cliief  executive  is  entlii'alled. 
hat's  this?"  he  demands,  jacking 
the  volume  to  hear  the  French  dia- 
ae,  loosely  translated  on  the  screen  in 

ptal's  ads  mix 
ik  music, 
shing  lights, 
d  racing 
ages  while 
3erimposing 
;taments  to 
i  company's 
3wess 

glish  subtitles.  "It  looks  pretty  cool." 
Comment  qal  The  boy  wonder  of  the 
tware  biz  finding  something — any- 
ig — cool  about  IBM?  Don't  be  shocked. 

Blue's  latest  commercials  really  are 
tty  hip.  And  with  computei-  companies 
reasingly  tai-geting  sales  to  the  home, 
I  isn't  the  only  one  with  a  raft  of 
ndy  new  ads  aimed  at  a  mass  audi- 
;e.  Digital  Equipment  Corp.  launched 
N  MTV-like  commei'cials  on  Thanksgiv- 
;  and  Microsoft  is  pouring  $100  million 

0  an  offbeat  TV  campaign  of  its  own. 
MMER,  NONt  Not  all  computer  compa- 
s  are  aping  the  strategy.  Apple  Com- 
;er  Inc.'s  new  30-minute  infomercial 

1  Compaq  Computer  Corp.'s  current 
npaign  focus  on  how  computers  can 
ve  real-hfe  situations  without  any  add- 
ambience.  But,  says  Karen  R.  Ficker, 


the  higher  piices.  Indeed,  some  observ- 
ers, such  as  Compaq,  think  Intel  is  tiy- 
ing  to  move  PC  buyers  to  Pentium  too 
fast.  After  all,  the  486  still  has  legs:  It 
will  continue  to  outsell  Pentium  in  1995. 
AMD's  triple-speed  version  of  the  486 
actually  outperforms  low-end  Pentiums 
for-  most  applications,  at  a  much  lower 
price.  Says  amd  Chairman  W.J.  "Jer- 
ry" Sanders  III:  "Intel  is  trying  to  push 


an  analyst  at  Wasserstein  Perella  &  Co.: 
"Acr-oss  the  boar'd,  you  see  a  change  in 
the  way  that  computer  companies  want 
to  be  perceived  by  the  public." 

The  new  look  for  advertising  by  IBM, 
DEC,  and  Microsoft  is  no  accident:  All 
three  have  hired  new  agencies  to  re- 
vamp their  images.  Last  August,  dec 
awarded  its  account  to  ddb  Needham 
Worldwide,  dr'opping  several  agencies 
including  Ciociola  &  Co.  and  Ketchum 
Advertising.  Micr-osoft  last  June  hired 


Wieden  &  Kennedy,  the  Portland  (Or-e.) 
fu-m  that  created  Nike's  "Just  Do  It!" 
campaign.  Tlie  IBM  ads  ar-e  the  start  of  a 
new  worldwide  campaign  by  Ogilvy  & 
Mather  Woridwide  Inc.,  which  pulled 
off  a  major  coup  last  year  when  it 
wr-ested  the  $400  million-to-$500  million 
IBM  account  away  from  some  40  other 
agencies.  Says  Matthew  Ross,  the 
Ogilvy  &  Mather  senior'  vice-pr'esident 
who  handles  the  IBM  account:  "We  want 
to  demonstr'ate  to  people  that  IBM  is 
more  approachable  and  human  than 
they  thought." 

What  ar'e  the  ads  like?  In  the  com- 
mercial that  Gates  saw,  the  French- 
speaking  senior  citizen  gripes  to  his 
friend  that  his  hard  drive  is  "maxed 
out";  the  friend  finds  that  a  "bummer" 
but  reassures  him  that  IBM  is  wor'king 


the  mar'ket  before  the  market  is  ready." 

Ready  or  not,  though,  the  market 
still  is  willing  to  let  Intel  call  the  shots. 
Says  Robertson,  Stephens  &  Co.' analyst 
Daniel  L.  Klesken:  "Even  thr-ough  all 
this  brouhaha,  the  Pentium  has  missed 
bar'ely  a  heartbeat."  With  bugs  and  law- 
suits put  to  r'est,  it's  Intel  that's  likely  to 
give  rivals  palpitations  from  now  on. 

By  Robert  D.  Hof  in  San  Francisco 


on  a  new  way  of  using  laser's  to  store  10 
times  mor'e  data.  "Cool,"  the  fir'st  man 
replies.  Another  commercial  in  the  se- 
ries featuT'es  a  group  of  nuns  walking  in 
a  Prague  convent,  with  one  complaining 
that  her-  PC  needs  a  new  opei'ating  sys- 
tem. In  a  dig  at  Microsoft,  she  says  she 
is  waiting  for  Chicago,  but  that  Mi- 
cr'osoft's  new  operating  system  keeps 
getting  delayed.  A  fellow  nun  tells  her 
that  she  was  just  r-eading  about  the 
new  OS/2  Warp  fi'om  IBM  in  Wired  mag- 
azine. Realizing  this  might  give  her  ac- 
cess to  the  Inter-net,  the  nun's  face 
lights  up,  and  she  rephes:  "I'm  dying 
to  surf  the  net."  A  third  scenario  takes 
place  in  a  Mor'occan  souk. 
PAPER  CUT.  Micr'osoft's  new  ads  also 
have  an  international  flair.  One  inter- 
spei'ses  images  of  various  software  pr'o- 
grams  with  flashes  of  people  fi'om  differ'- 
ent  cultur-es.  In  another,  a  boss  thr'ows 


SISTER  ACT 


One  IBM  spot, 
replete  with 
goofy  subtitles, 
has  a  gaggle  of 
Czech  nuns 
singing  OS/2 
Warp's  praises 
as  a  gateway  to 
the  Internet 

a  business  report  down  a  spiral  stair- 
case. Message:  Softwar-e  beats  paper'. 

dec's  ads,  which  have  the  look  and 
beat  of  music  videos,  may  repr*esent  the 
biggest  departur'e  fi'om  tr'aditional  com- 
puter' advertising.  The  spots  are  set  to 
original  r'ock  music,  and  bright  flashing 
lights  complement  r'acing  images.  One 
flashes  sever'al  images  of  mass  destr-uc- 
tion  such  as  fir-es  and  floods  and  in  big 
block  letters:  "hell  has  our  phone 
NUMBER."  This  format  is  repeated  in  a 
number  of  versions  of  the  commercials, 
which  air-ed  fi'om  Thanksgiving  to  New 
Year's  and  will  r'eappear  in  Febr^uary. 

Cool,  for  sur-e.  The  big  question  now: 
Does  cool  sell  computers? 

By  Lon  Bmigionio  in  New  Yctrk,  vnth 
Richard  Brandt  in  Las  Vegas  and  bu- 
reau reports 


UNS  ON  THE  NET, 
OFTWARE  IN  THE  SOUK 

]  makers  are  reaching  beyond  geekdom  with  MTV-style  ads 
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News:  Analysis  &  Commentary 


DISASTERS 


THE  HOPE  BENEATH  THE  RUBBLE 
IN  JAPAN 

Ironically,  the  quake  may  give  the  economy  a  long-term  lift 


One  of  the  oldest  aphorisms  in  Japan 
is  jishiv,  kaminari,  kaji,  oyaji,  or 
"earthquakes,  thunder,  fii'e,  and  fa- 
ther"— the  things  Japanese  fear  most. 
That's  why,  since  watching  the  devasta- 
tion of  last  year's  earthquake  in  Los 
Angeles,  Japanese  authorities  assured 
citizens  that  local  construction  codes 
would  prevent  freeways  from  tumbling 
and  buildings  from  toppling. 

So  much  for  official  assurances.  Mea- 
suring 7.2  on  the  Richter  scale,  the 
quake  that  hit  Japan  just  before  dawn 
on  Jan.  17  was  10  times  stronger  than 
L.  A.'s,  tearing  apart  expressways  and 
buildings.  Its  death  toll  is  likely  to  top 
the  3,769  dead  and  missing  in  Japan's 
last  major  quake,  in  1948.  Kobe,  with 
1.5  million  residents,  was  hit  hardest. 

Now,  a  shocked  Japan  faces  a  repair 
bill  estimated  at  .$60  billion — and  Stan- 
dard &  Poor's  Corp.  warns  that  hidden 
structural  damage  could  dramatically 
boost  the  tab.  Meanwhile,  the  quake 
may  have  ripple  effects  overseas — on 
companies  ranging  from  insurers  to 
notebook  cojnputer  makers. 

Still,  in  cold  economic  terms,  the  dev- 
astation looks  manageable.  Commerce 
in  the  affected  areas  of  Hyogo  and  Osa- 
ka, which  account  for  12.2%  of  Japan's 
gross  national  product  and  16%  of 
retail  and  wholesale  sales,  will  slow. 
Even  though  such  companies  as  Mat- 
sushita Electric  Industrial  Co.  say 
profits  may  be  hurt,  reconstruction 
spending  could  boost  Japan's  economy 
by  1.5%  over  two  years,  says  J.  P. 
Morgan  &  Co.  economist  Jesper  Koll. 
STATESIDE  HELP.  New  investment  in 
pubhc  works  nationwide  could  provide 
further  economic  stimulus.  Although 
Japan's  ([uake  codes  are  tougher  than 
those  in  the  U.  S.,  "we  have  to  rethink 
some  of  our  guidelines  and  strengthen 
existing  roads,  train  tracks,  and  old 
buildings,"  says  Keiichi  Otani  of  the  Na- 
tional Reseai-ch  Institute  for  Earth  Sci- 
ence &  Di.saster  Prevention  in  Tfeukuba. 

Can  Japa.ii's  strapped  financial  sys- 
tem cope?  Markets,  at  least,  are  voting 
yes.  The  Nil  '^ei  stock  average  dropped 
just  0.6%  in  ?  ae  two  days  following  the 
jolt.  One  reas(,!i:  Japan's  Finance  Min- 
istry already  i.-^  considering  low-inter- 
est reconstruction  loans  to  small  com- 


panies funded  by  the  nation's  $1.9  tril- 
lion Postal  Savings  System.  And  the 
Bank  of  Japan  is  ready  to  extend 
cheap  loans  to  insurers  to  encourage 
rapid  claims  payouts.  In  the  end,  s&p 
figui'es  even  Japanese  insurers  may  not 
have  to  take  much  of  a  hit,  because 
what  quake  insurance  there  is  in  Japan 
is  largely  reinsured  overseas.  Says 
Robert  J.  Mebus,  managing  director 
of  s&p's  Insurance  Rating  Services: 
"We  think  we'll  find  bits  and  pieces  [of 


will  be  fouled  up  by  twisted  rails  and 
crumpled  highways  left  by  the  quake. 
"The  major  concern  I  have  is  the  trans- 
portation infrastructure,"  says  Ed  Bro- 
gan,  an  analyst  at  Jardine  Fleming 
Securities  Ltd.  in  Tokyo.  Indeed,  road 
damage  has  cut  off  exports  by  Omron 
Corp.,  a  Kyoto  components  maker, 
even  though  its  plants  were  untouched. 
RIPPLE  EFFECT?  The  effects  on  computer 
makers  could  ripple  worldwide.  Some 
20%  of  the  world's  liquid-ciystal-display 
production — used  mainly  in  notebook 
computers — is  concentrated  in  Hyogo 
and  Osaka.  Display  Technologies  Inc.,  a 
joint  venture  between  IBM  and  Toshiba 
Corp.,  will  lose  several  days  of  produc- 
tion at  its  Kobe  area  plant,  where  it 
makes  high-grade  thin-film  transistor 
screens.  And  LCD  maker  Hosiden  Corp. 
has  a  plant  in  the  heart  of  Kobe  and  a 
new  facility  under  construction.  Even 

Japan  has 
ougher  codes 
than  the  West, 
but  it  also 
*^  suffers  worse 
jolts.  The 
pressure  is  on 
10  reinforce 
existing  roads 
and  buildings 
-and  erect 
sturdier 
new  ones 


problems]  among  insurers  in  the  U.  S." 

Still,  many  Japanese  businesses  will 
suffer  Industries  from  steel  to  elec- 
tronics to  beer  are  already  coping  with 
severe  damage.  At  Kirin  Brewery  Co.'s 
Kansai  facility,  for  example,  the  earth- 
quake took  out  1.5  million  liters  of  bot- 
tled beer  worth  $8  million  and  halted 
production.  Some  observers  are  ft-etting 
about  higher  steel  prices  in  Asia  since 
many  furnaces  are  built  around  Kobe. 

Japan's  vaunted  just-in-time  inven- 
tory sy.stem  and  export  machine  also 


KOBE:  THOUSANDS  DEAD, 
BILLIONS  IN  DAMAGE 


if  such  plants  aren't  badly  damaged,  lo- 
gistical {problems  could  tempoi'arily  halt 
shipments  of  LCDs. 

Japan  already  is  girding  for  the  Big 
One  many  experts  think  could  hit 
Tokyo  one  day.  Design  codes  and  safe- 
ty measures  probably  will  get  stricter. 
"Our  thinking  has  been  too  lax,"  .says 
Otani.  In  a  nation  perhaps  more  alert  to 
the  dangers  of  earthquakes  than  any 
other,  that's  a  telling  admission. 

By  Robert  Neff  and 
Larry  Holyoke  in  Tokyo 
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THE  INTERNET 

YOUR  COMPETITION'S  ALREADY  THERE, 

ARE  YOU? 


Open  yoiu'Witulows  lo 
llieWbi'ldot'liitenid. 

ullli,'l„hm,:li„ij  ■<niurUi-jhliw: 


TAKE  THE  INTERNET  $9  CRUISE  TEST  DRIVE. 


le  best  way  to  move  ahead  of  the  competition  is  to 
3n  the  Internet.  And  the  best  way  to  get  on  the 
met  is  with  Internet  Chameleon. 

Lternet  Chameleon  features  over  a  dozen  easy-to-use 
idows  applications -all  the  software  you  need  to  get 
nected  and  explore  the  network  that's  linking  the 
'Id.  Get  on  the  Internet  to  put  your  company  closer 
our  customers. 

istant  Internet^"^  lets  you  sign  up  for  your  own 
met  account  in  minutes*.  WebSurfer™  taps  you 
I  the  World  Wide  Web  for  news,  stock  quotes, 
ipetitive  information,  the  Library  of  Congress, 
name  it.  Electronic  Mail  lets  you  communicate 


around  the  globe.  Other  applications  include  Gopher, 
Archie,  Newsreader,  File  Transfer,  Telnet,  and  more. 

The  Internet  $9  Cruise  offers  you  an  easy,  risk-free, 
opportunity  to  try  out  the  full  product  and  hnd  out 
for  yourself  what  the  Intemet  can  do  for  your 
competitive  edge. 

To  order  the  Internet  $9  Cruise, 
call  1-800-558-7656,  ask  for  Dept.BI 
today.  We'll  also  send  you  a  free  white 
paper,  "How  To  Do  Business  On  The 
internet". 


MICROSOFT  'uiHH'  ^ I  / 

9/94  9/94  9/94 

1994  Dvorak  PC  Telecommuiiicalions  EKGellence  Award  For  Oulstaniling  Inlernel  Fronl-Enf 


Networking  Your  PC  To  The  World 


You  can  choose  from  a  selection  of  providers.  Free  trial  usage  available  up  to  30  days  depending  on  provider.  Connect  charges  and  configuration  fees  for  permanent  accounts  will  vary  hy  provider. 


In  Business  This  Week 


EDITED  BY  KEITH  H.  HAMMONDS 


AHENTION. 
KMART  PRESIDENT 

JOSEPH  AXTONIXl'S  DAYS  AT 

Kmart  may  be  numbered. 
The  retailer's  board  on  Jan. 
17  stripped  Antonini  of  his 
chairman's  post,  naming  out- 
side director  Donald  Perkins 
to  the  job.  Although  Antonini 
retains  the  titles  of  president 
and  CEO,  his  credibility  is 
waning,  say  outsiders.  "The 
handwTiting  is  on  the  wall," 
says  a  headhunter.  How  could 
he  keep  his  job?  Produce 
quick  gains  in  the  retailer's 
sagging  profits.  "There  has 
not  yet  been  a  turnaround 
engineered,"  says  Jim  Sever- 
ance, portfolio  manager  for 
Wisconsin's  state  investment 


CLOSING  BELL 


OUT  OF  GAS 

Go  ahead:  Crank  up  the  heat. 
Natural-gas  prices  have  vir- 
tually collapsed,  with  Febru- 
ary futures  down  24%  since 
the  start  of  the  year.  Why? 
Look  out  the  window.  Utilities 
and  other  big  gas  buyers 
stocked  up  for  an  ugly  winter 
like  last  year's,  encouraged 
by  strong  domestic  produc- 
tion and  abundant  Canadian 
imports.  So  far,  they've  seen 
only  balmy  conditions,  which 
have  cut  into  demand.  That 
has  made  for  "a  worst-case 
scenario"  for  prices,  says 
Smith  Barney  analyst  John 
Saucer.  Still,  prices  firmed  on 
Jan.  16  and  17  with  predic- 
tions of  colder  days  ahead. 


,-;flATaRAL-GAS  FUTURES:' 
'   -         ;EBRUARY  DELIVERY, 
RWfiE.fER  MILLION  BTUS 


JULY  1. '94 
•ADOLLARS 


board  and  organizer  of  a 
shareholder  revolt  last  June. 
Severance  hopes  for  impi-ove- 
ments  by  June. 


ORANGE  COUNTY: 
GEE.  WE  HAD  NO  IDEA 

DERIVATIVES?  LIKE,  DUH.  FOR 

managers  who  once  had  $20 
billion  to  invest,  the  folks 
i-unning  Orange  County  are 
trying  hard  to  appear  finan- 
cial innocents.  In  testimony 
before  a  special  state  senate 
panel,  a  parade  of  county  ex- 
ecutives said  they  were  una- 
ware of  the  risks  that  led  to 
the  county's  bankruptcy  fil- 
ing and  losses  of  nearly  $2 
billion.  "I  had  never  owned 
a  share  of  stock,"  testified 
foiTner  Treasui'er  Robert  Cit- 
ron, who  said  he  relied  on  in- 
vestment houses  such  as 
Men-ill  Lynch.  Citron's  depu- 
ty, Matthew  Raabe,  said  he 
didn't  grasp  "the  somewhat 
bizaiTe  aspects"  of  the  high- 
risk  investments  that  sank 
the  fund.  Men-ill  said  it  "did 
not  create  or  direct  the  coun- 
ty's investment  strategy." 

SAATCHI  &  SAATCHI 
SAYS  NO&NO 

SAATCHI  &  SAATCHI  ISN'T  Ex- 
actly in  the  mood  to  forgive 
and  forget.  The  advertising 
giant  on  Jan.  16  rejected  an 
offer  for  ousted  chairman 
Maurice  Saatchi  to  return  to 
the  fold.  The  overture  was 
made  through  S.  G.  Warburg 
by  Maurice's  older  brother 
Chai-les,  with  the  understand- 
ing that  the  original  ad  net- 
work named  after  the  broth- 
ers would  one  day  be  spun 
off  to  them.  Saatchi's  Bates 
Worldwide  would  remain  in 
the  group.  A  company 
spokesman  says  the  offer  was 
dismissed  out  of  hand.  The 
company  is  suing  its  ex-chaii- 
man  for  poaching  staff,  steal- 
ing files,  and  soliciting  clients. 
Maurice  is  countersuing  for 
breach  of  contract  and  is  set- 
ting up  a  rival  agency. 


HEADLiNER 


TYSON'S  TIME  TO  FLY  THE  COOP 


Insider  trading  charges. 
Cattle  futures.  Mike  Espy. 
It  hasn't  been  the  sort  of 
send-off  that  Don  T/son 
might  have  expected  af- 
ter 50  years  in  the 
chicken  business. 
Besides  the  in- 
vestigations 
into  his  compa-  j 
ny's  controver- 
sial ties  to  the 
Clinton  Adminis- 
tration, Tyson 
Foods  under  Tyson 
last  year  lost  a  hostile  bid 
to  take  over  a  turkey  pro- 
ducer. It  also  had  to  take 
the  fii'st  major  wi-ite-off  in 
its  history. 

No  matter:  On  Jan.  13, 
Tyson  announced  he  would 
step  down  as  the  company's 
chaiiTnan  come  Apr.  21.  The 
decision,  he  says,  "had 


nothing  whatsoever"  to  do 
with  questions  about  his  re- 
lationship with  the  Clintons. 
Tyson  says  he  is  leaviiig  be- 
cause he  wants  to  honor 
a  little-known  con- 
tract he  signed  a 
decade  ago  that 
called  for  him  to 
retii'e  on  his 
65th  birthday. 
"I  started 
with  this  compa- 
ny at  14.  I've  put 
m  50  years,  and  now 
it's  time  to  move  on,"  says 
Tyson,  whose  father  found- 
ed the  poulti-y  giant  as  a 
one-ti-uck  business  in  1935. 
He  will  be  succeeded  by 
Leland  Tollett.  But  Tyson 
still  will  head  the  board's 
executive  finance  committee. 

By  Stephanie  Anderson 
Forest 


IS  FIRST  FIDELITY 
FIXING  FOR  A  SALE? 

FIRST  FIDELITY  BANX'ORP  IS 

prettying  itself  up.  The  bank 
annoimced  on  Jan.  18  that  it  is 
laying  off  1,000  employees  and 
shutting  down  several  dozen 
branches.  The  Newai-k  (N.J.) 
bank  may  be  simply  cutting 
costs,  following  the  lead  of 
many  othei's  in  the  industry. 
Or  it  may  be  slimming  down 
for  an  eventual  sale.  A  soui-ce 
at  the  bank  says  NationsBank 
took  a  look  at  First  Fidelity's 
books  last  summer;  two  other 
major  banks  have  since  done 
the  same.  None  of  the  banks 
would  comment. 


A  NINTENDO  NOOSE 
FOR  SAMSUNG 

pow!  crash!  lawsuit!  after 
repeatedly  warning  Korean 
giant  Samsung  to  stop  m.ak- 
ing  memory  chips  encoded 


with  counterfeit  video-game 
programs,  Nintendo  of  Amer- 
ica says  it  discovered  Sam- 
sung's name  under  a  layer  of 
black  epoxy  in  a  pirated  copy 
of  the  megabit  Donkey  Kong 
Counti-y.  On  Jan.  18,  Ninten- 
do filed  a  multimillion-dollar 
suit  against  Samsung,  which 
also  makes  memory  chips  for 
legitimate  Nintendo  video 
games.  Nintendo  says  it  has 
not  decided  whether  to  cut 
off  Samsung  as  a  chip  sup- 
pher.  Samsung  denies  know- 
ing of  any  counterfeit  activity. 

ETCETERA... 


■  Borland  International  will 
cut  650  jobs,  a  week  after 
ceo  Phillipe  Kahn  left, 
a  David  Edelstein  has  to  ex- 
cuse himself  from  overseeing 
IBM's  consent  decree. 

■  Some  6,600  auto  workers 
struck  General  Motors'  big 
parts  plant  in  Flint,  Mich. 

■  Dan  Dorfman  on  Coca- 
Cola:  May  buy  Quaker.  Coke 
on  Dorfman:  Clueless. 
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/hdt  iF  someone  Found  d  way  to  COnVPrt  some  oF 

o 

ur  chemical  waste  into  PHPTCiy  f 


CHEMICAL 
MANUFACTURERS 
ASSOCIATION  « 


In  just  one  year,  the  member  companies  of  the  Chemical  Manufacturers  Association 
captured  over  one  billion  pounds  of  toxic  chemical  waste  for  conversion 
to  energy.  It's  not  the  whole  answer,  but  it's  a  start.  Find  out  how  our  180 
members  and  partners  are  working  for  change.  Call  1-800-624-4321. 


RESPONSIBLE  CARE 


IN  THE  CHIN  DYNASTY,  THEY  BUILT 
A  WALL.  NOW  THEY'RE  USING 
AST  COMPUTERS  TO  ADD  A  HIGHWAY. 

China  is  experiencing  a  revolutic^n  of 
telephone  lines,  satellite  dishes,  tax  machines - 
and  personal  computers.  Many  ot  them,  ours. 

Nearly  one  out  ot  three  personal  computers 
in  China  is  made  hy  AST.  From  Shaiighai  to 
Beijin<^,  you  hear  the  saine  question,  "Is  it  AST 
conipatihle?"  For  that,  we  say  xie-xic.  Or  thanks. 

While  some  companies  ha\'e  on\\  recently 
disco\-ered  China's  explosiv  e  economic  growth, 
we\'e  heen  there  all  alon".  Even  the  South  Chim 
KU)rnin<^  Past  has  noticed  that  .AST  is  "at  the 
toretront  ot  marketing  innovations!' 

Years  ago,  we  hegan  donating  our  computers 
to  local  schools.  We've  even  sponsored  contests 
to  promote  computer  literacy. 

We  also  opened  a  Himg  Kong  headquarters, 
tollowed  hy  a  manutacturing  plant  in  Tianjin. 
Today,  it  delivers  ccfmputer  systems  pre-loaded 
with  Chinese  software  as  tar  away  as  Manchuria. 

With  plants  m  Asia  and  other  countries 
around  the  wtirld,  .AST  is  one  ot  the  largest 
manutacturers  ot  personal  computers  anywhere. 

For  husiness  users,  we  make  Premmia'  high 
performance  desktops,  attordable  Bravo  desk- 
tops, a  full  range  of  Ascentia  notebooks  along 
wi!i  Manhattan '  ser\-ers.  Our  Ad\antage!  PC's 
are  peitcct  U)t  home  or  small  ofhce. 

In  CduMa,  .A.ST  computers  are  hard  at  work 

YOii    'LL        LIKE       THE       WAY       WE  WORK 


improving  communications  among  a  hiUuin 
people,  and  creating  the  infrastructure  ot  a  free 
marker.  Whate\'er  your  needs,  chances  are  we 
can  help.  Please  call  800-876-4AST. 

Or  on  your  next  husiness  trip  to  China,  \ook 
tor  our  computers.  You'll  find  them  wherever 
the  Great  Wall  meets  the  intomiation  highway. 


AST 

COMPUTER 
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LINTON  GOULD  WIND  UP  LOOKING 
IKE  THE  HEAVY  ON  IMMIGRATION 


|etermined  to  move  right  on  social  policy  in  the  wake  of 
I  the  Republican  rout,  the  Administration  is  rapidly  earn- 
"ing  a  reputation  as  the  Gang  That  Couldn't  Pander 
aight.  Case  in  point:  White  House  plans  to  get  in  sync  with 
!  GOP's  anti-immigrant  thrust  by  weighing  new  restric- 
ns  on  legal  aliens. 

Politically,  the  idea  seemed  like  a  winner  inside  Pi-esident 
nton's  rapid-response  White  House.  California  voters  had 
;n\^helmingly  backed  a  ballot  measui'e  denying  social  sei-vic- 
to  illegals.  Clinton's  approval  ratings  in  the  Golden  State 
re  in  the  tank.  And  Republicans  were  vowing  to  slash  wel- 
e  costs  by  thi-owing  legal  immigTants 
public  assistance.  What  could  win  more 
nts  with  angiy  nativists  than  a  tough 
nton  immigration  policy"? 
But  Clintonites  hadn't  counted  on  gop 
ders  gi'owing  queasy  over  the  immi- 
mt-bashing  coming  from  the  party's 
:'der-state  governors — now  that  the 
ction  is  behind  them.  The  bizan-e  re- 
t:  National  Republicans  are  softening 
!ir  stance  just  as  Clinton  may  knuckle 
ier. 

House  Speaker  Newt  Gingrich  signaled 
■  shift  on  Jan.  9  when  he  said  the  GO? 
^ht  ditch  plans  to  deny  legal  immigi-ants  welfare  payments, 
igiich  wasn't — as  is  Ms  custom — ^just  musing  out  loud.  0th- 
leading  Republicans,  among  them  Jack  Kemp  and  New 
•sey  Governor  Chiistine  Todd  Whitman,  warn  that  the  as- 
ilt  could  alienate  minorities.  The  GOP  won  30%  of  the  Hispan- 
/ote  on  Nov.  8,  and  party  pros  want  to  expand  that  base. 
Despite  his  broad  powers,  Gingiich  doesn't  speak  for  the 
;ii'e  GOP.  Representative  Lamar  S.  Sinith  (R-Tex.),  chau-man 
the  House  immigi'ation  subcommittee,  sees  a  "crisis  situa- 
n"  in  welfare  costs:  "Legal  immigi-ants  tend  to  take  ad- 
itage  of  the  generosity  of  the  American  taxpayer." 
With  such  America  First  sentiment  percolating  thi'ough  the 


CAPITAL  WRAPUP 


ELLIS  ISLAND:  Fewer  tired  and  poo 


electoi-ate,  the  White  House  wants  to  appeal'  tough.  The  results 
will  be  seen  in  a  Clinton  immigi-ation-reform  plan  due  in  Feb- 
ruaiy.  "Neither  side  wants  to  be  outpostui-ed  on  this,"  says  Ste- 
phen Moore,  an  economist  at  the  Ubertarian  Cato  Institute. 

The  big  news  in  the  White  House  effort  is  that  it  may  in- 
clude curbs  on  legal  immigi-ation  as  well.  That  appi'oach  has 
powerful  backers  on  Capitol  Hill.  Both  Smith  and  Senator 
Alan  K.  Simpson  (R-Wyo.),  head  of  the  Senate  immigration 
panel,  favor  such  limits:  Simpson  introduced  a  bill  in  the  last 
Congress  to  cut  legal  immigrants  ft'om  675,000  to  500,000  pei" 
year  for  five  years.  While  Clinton  hasn't  yet  signed  off  on  a 
measure,  options  before  him  include  elim- 
inating slots  for  employees  brought  in  by 
businesses  and  reducing  quotas  for  coun- 
tries with  relatively  few  visa  applicants. 
BIG  BROTHER.  House  Majority  Leader 
Richard  K.  Armey  (R-Tex.)  and  Senate 
Judiciaiy  Committee  Chairman  Onin  G. 
Hatch  (R-Utah),  both  pro-immigi-ation  li- 
beitaiians,  will  likely  join  Gingrich  in  pres- 
suiing  Smith  and  Simpson  to  back  off  on 
legal  entrants.  GOP  leaders  also  look 
askance  at  proposals  to  set  up  a  national 
veiification  system  to  help  employer's  sniff 
out  illegals.  While  the  Administration  is 
Ukely  to  endorse  measures  that  would  ci-eate  a  monitoring 
system — such  as  upgi-ading  immigration  and  Social  Security 
databases — Gingiich  &  Co.  may  shy  away  ft'om  a  proposal 
many  right-wingers  see  as  endorsing  a  Big  Bi-other  id  card. 

Where  does  this  leave  the  White  House?  Potentially,  looking 
politically  ci-ass  just  as  the  gop  looks  responsible.  "The  dumb- 
est tiling  the  White  House  could  do,"  says  innmigi'ation  lobby- 
ist Rick  Swartz,  "is  let  Gingrich  and  Ai-mey  win  the  hearts  of 
the  ethnic  community  by  being  mor'e  pr'o-immigrant  than  Clin- 
ton." But  that's  exactly  what  could  happen  in  the  sti'ange 
worid  of  Washington  immigration  policy. 

By  Catherine  Yang 


iALANCING  ACT 

■  Although  a  balanced-budget  amend- 
lent  to  the  Constitution  is  likely  to 
ass  Congress  soon,  states  may  be  re- 
ictant  to  ratify  it.  A  new  study  shows 
,'hy:  A  balanced  feder-al  ledger  could 
ost  the  states  $67  billion  a  year  in  aid 
rom  Washington,  estimates  Steven  D. 
Jold  at  the  nonpartisan  Center  for  the 
Itudy  of  the  States  in  Albany,  N.  Y. 
Vorse,  says  Gold,  the  gop's  $200  billion 
ax-cut  plan  could  cost  states  billions 
1  revenues  since  more  than  40  tie 
heir  tax  codes  to  the  federal  system. 


FIRST  ...SORT  OF 

►  The  good  news  for  Bill  Clinton  is 
that  he  leads  Democrats  in  the  latest 
New  Hampshire  Pr-esidential  poll — if 
you  don't  count  "undecided."  The  bad 
news:  He  was  chosen  by  just  24%  of 
600  Granite  State  Democrats  surveyed 
by  American  Research  Group  on  Dec. 
19-29.  Clinton  beat  ex-Governor  Mario 
Cuomo  (21%),  '92  rival  Paul  Tsongas 
(11%),  retii-ed  General  Colin  Powell 
(10%  ).  Vice-President  Al  Gore  (5%), 
and  civil  rights  activist  Jesse  Jackson 
(2%.).  The  undecided  vote  was  27%. 


RETREAT  ON  REGS 

►  Comptroller  of  the  Currency  Eu- 
gene A.  Ludwig  is  poised  to  r'etreat 
from  a  contentious  plan  to  make  lend- 
ers report  race  and  gender-  break- 
downs for  small-business  and  farm 
loans.  The  new  Community  Reinvest- 
ment Act  reg,  proposed  last  fall, 
spai'ked  protests  from  the  industry 
and  the  Federal  Reserve.  But  with  the 
shift  to  the  right  in  Congr'ess,  regula- 
tors say  the  reporting  rules  will  likely 
be  cut  back  or  dropped  when  new  cra 
regulations  are  issued  this  year. 
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EUROPE 


THE  FINANCE  VIGILANTES 
ARE  CLOSING  IN 

As  the  markets  punish  Europe's  weaklings,  hopes  for  monetary  union  fade 


Dejii'inliiiL'  'in  w  iiiiiii  \'iiu  t;i 
the  European  aftermath  of  Mexi- 
co's peso  crisis  was  either  a  tri- 
umph or  a  disaster.  At  their 
monthly  meeting  in  Brussels  on  Jan.  16, 
Euroj^e's  finance  ministei's  congTatulated 
themselves  on  how  well  their  cun-ency 
markets  had  weathered  the  storm. 
French  Economy  Minister  Edmond  Al- 
phandeiy  even  said  optimistically  that 
the  European  Union  could  achieve  mon- 
etary unity  on  schedule  by  1997. 

Meanwhile,  in  London,  Swiss  Bank 
Corp.'s  head  of  global  foreign  exchange 
thought  just  the  opposite.  After  watch- 
ing the  linancial  markets  hammer  Spain, 
Italy,  and  Sweden — calming  down  only 
when  the  U.  S.  announced  it  would  bail 
out  Mexico — Andy  Siciliano  saw  worse 
to  conic  for  the  Kti.  "Bringing  together 
Eui'ope's  disparate  economies  will  never 
happen,"  h  >  said. 

Indeed,  tiiv  recent  bond  and  curren- 
cy turmoil  seems  to  prove  that  the  fi- 
nancial vigilantes  are  closing  in  on  Eu- 


rii|H  (■(•uiHiniK-  weaklings.  Traders  are 
piling  into  the  mark  and  fleeing  weaker 
currencies — in  effect,  voting  against 
high  levels  of  public  debt  and  stagTiant 
fiscal  policies  in  Europe's  more  profli- 
gate nations.  Says  Peter  Praet,  chief 
economist  at  Generale  de  Banque  in 
Brussels:  "What  the  market  is  telling 
European  governments,  and  what  is 
not  being  understood,  is  that  it  wants 
the  welfare  state  reformed." 

As  investors  contin- 
ue to  favor  the  most 
solvent  and  reform- 
minded  countries,  the 
threads  that  hold  to- 
gether the  Eu's  crown- 
ing achievement — its 
single  market — could 
begin  to  unravel.  Over 
time,  chronic  cun'ency 
and  bond  weakness 
could  even  split  Eu- 
rope into  two  ranks  of 
countries:  those  that 


EUROPE'S  DEBT  LOAD 
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adapt  to  and  thrive  in 
an  open  global  econo- 
my, and  those  whose 
balance  sheets  classify 
them  with  the  emerg- 
ing markets. 

Already,  investors 
are  demanding  fat  risk 
premiums  from  coun- 
tries whose  policies 
continue  to  foster  in- 
flationary spending. 
Long-term  money  in 
Italy  or  Spain  costs  al- 
most 500  basis  points 
more  than  it  does  in 
Germany — nearing  the 
(iOO-point  spread  be- 
w  een  Mexican  govem- 
irient  bonds  and  U.S. 
Treasuries. 

CHOKE  OFF.  The  gap 

between  European 
liaves  and  have-nots  is 
likely  to  get  even  wid- 
<■!■  soon.  With  Ger- 
many's economic  recov- 
ery further  along  than  its  neighbors', 
most  analysts  believe  the  Bundesbank 
will  raise  interest  rates  by  midyear  to 
keep  inflation  at  bay.  That  wiU  put  pres- 
sm"e  on  the  other  EU  nations  to  keep  up. 
But  raising  rates  in  countries  that  are 
only  now  emerging  fi'om  recession  could 
choke  off  growth  prematurely — and 
pump  up  the  deficits  of  Spain,  Italy,  and 
Belgium  even  further. 

Italy  may  be  the  most  dramatic  ex- 
ample of  a  country 
pushed  to  the  biink  by 
market  turmoil.  A  cri- 
sis of  political  confi- 
dence drove  the  lu'a  to 
a  historic  low  against 
the  German  mark  be- 
fore the  naming  of  an 
emergency  technocrat 
government  on  Jan.  16 
calmed  the  markets 
down.  Now,  Acting 
Prime  Minister  Lam- 

berto  Dini  is  in  a  race 
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GROSS  PUBLIC  DEBT 
AS  A  PERCENT  OF 
994  GOP 


linst  time  to  overhaul  Italy's  costly 
te  pension  scheme  and  rein  in  the 
)5  budget  deficit.  Although  trade  un- 
s  and  the  business  community  ap- 
ud  his  agenda,  former  Prime  Minister 
vio  Berlusconi  could  make  it  tough 
Dini  to  push  debt-busting  measures 
ough  Parliament  before  another  elec- 
n  is  called. 

3ther  European  governments,  from 
;bon  to  Helsinki,  are  scrambling  to 
jrove  their  budget  numbers  before 
estors  punish  them  further.  In  early 
mary,  Sv^^eden  unveiled  a  four-year 
Iget  progi'am  intended  to  cut  $15  bil- 
1,  or  7%  of  gross  domestic  product, 
m  annual  state  outlays  to  stabilize 
te  debt.  In  Spain,  the  scandal- 
acked  government  of  Prime  Minister 
lipe  Gonzalez  on  Jan.  13  approved  a 
t-tightening  budget  package  intended 
cut  $1.1  bilhon  in  spending. 
TING  TAXPAYERS.  But  such  steps  fall 
short  of  the  spending  cuts  the  mar- 
is are  demanding.  Bo  Engstrom, 
ickholm  analyst  for  James  Capel  & 
,,  thinks  that  Swedish  bonds  and  the 
»na  will  get  pummeled  again  as  the 
lority  government  tries  to  push  the 
:kage  through  Parliament.  And  while 
fd  Espaiia  Managing  Director  Alain 
tty  calls  the  Spanish  government's 
n  "important,"  he  worries  that  it 
Dn't  change  the  overall  envii-onment," 
ich  he  characterizes  as  "a  lack  of  con- 
mce"  in  governments  around  south- 
i  Europe. 

[f  governments  tiy  hitting  taxpayers 
lin  to  finance  their  spending,  they 
lid  derail  the  consumer  phase  of 
at  has  so  far  been  an  export-led  re- 
'ery.  And  slower  growth  could  get 
igerous.  Lehman  Brothers  Inc.  ana- 
t  Keld  Holm  estimates  that  if  the 
s  GDP  growth  averages  2%  per  year 

the  remainder  of  this  decade,  its 
Iget  deficit  will  actually  be  10%  high- 
in  2000  than  it  is  today.  As  a  result, 
says,  "it  won't  take  a  recession  but 
y  the  signs  of  a  slowdown"  for  mar- 
is to  push  up  the  risk  premium  for 
ch  of  Europe  in  what  he  predicts 
lid  be  a  "nightmare  scenario"  of  low- 
revenues,  higher  debt,  and  rising 
erest  rates  in  some  of  the  weaker 

members. 

^t  that  point,  European  governments 
1  have  no  choice  but  to  reach  for  an 
-fashioned  remedy — inflating  their 
•rencies — to  reduce  their  debt  bur- 
1.  That  might  kill  once  and  for  all 
■  idea  of  a  broad  monetary  union  in 
rope.  Between  the  two  versions  of 
ility  offered  by  Europe's  politicians 
]  the  global  capital  markets,  there's 
doubt  where  the  odds  he. 
By  Bill  Javetski  in  Paris,  with 
via  Sansoni  in  Rome  and  bureau 
)orts 


MEXICO 


WASHINGTON  TO  THE  RESCUE. 
NOW,  ABOUT  THE  PRICE... 

Furious  wheeling  and  dealing  over  terms  of  a  Mexican  bailout 


Senate  Foreign  Relations  Commit- 
tee Chairman  Jesse  Helms  (R- 
N.  C.)  wants  Mexico  to  make  illegal 
immigration  a  ci'iminal  offense  before 
the  U.  S.  shells  out  a  dime  of  emergen- 
cy aid.  House  Democratic  Whip  David 
E.  Bonior  of  Michigan  insists  that  Mex- 
ico boost  wages  and  U.  S.  imports.  And 
Patrick  J.  Buchanan  wants  the  Mexi- 
can government  to  put  the  state  oil 
company,  Pemex,  on  the  auction  block. 

All  that  sound  and  fury  emanating 
from  Washington  has  been  sparked  by 
the  Clinton  Administration's  proposed 
$40  billion  in  loan  guarantees  to  rescue 
the  Mexican  economy.  Yet  despite  the 
vocal  protests,  a  deal  is  falhng  into 
place — because  the  U.  S.  capital's  pre- 
mier power  brokers 
have  joined  forces  to 
see  to  that. 

Even  so,  nailing 
down  details  of  the 
plan  is  proving  tough: 
Congi'ess  is  demanding 
ironclad  assurances 
that  Mexico  will  pay 
stiff  risk  premiums  and 
embark  on  stringent 
economic  reforms  be- 
fore any  U.  S.  taxpayer 
money  is  exposed.  And 
lawmakers  want  the 
terms  of  the  deal  made 
exphcit.  But  the  Mexi- 
can negotiators,  sen- 
sitive to  domestic  re- 
sentment of  U.  S.  dom- 
inance, want  to  keep 
then'  concessions  out  of 
the  pubic  glare. 
NEW  WAVE.  However 
the  two  sides  handle 
the  diplomatic  cover, 
key  elements  of  the 
package  are  emerging.  The  Mexicans  will 
have  to  pay  a  fee  of  ai'ound  10%  of  guar- 
anteed loans  they  draw  on.  By  contrast, 
Israel  paid  a  4.5%'  premium  for  U.  S. 
guai-antees  on  loans  to  build  housing  for 
refugees  fi'om  the  fonner  Soviet  Union. 
The  Mexicans  also  will  have  to  pledge  oil 
revenues  as  collateral.  And  U.  S.  officials 
expect  Mexico  to  make  deep  cuts  in  gov- 
ernment spending  and  sell  off  state- 
owned  industries.  "We  don't  want  this 
to  be  a  bargain  for  the  Mexicans,"  says  a 
U.S.  official. 

Although  the  conditions  may  be  hard 


PAINFUL  CHOICES 

is  eager  to  avoid 
charges  he's  turning 
Mexico  into  a  colony 


foi-  the  Mexicans  to  swallow,  too  much  is 
at  stake  for  either  side  to  walk  away 
from  the  financial  crisis  touched  off  by 
the  sharp  devaluation  of  the  peso.  With- 
out a  quick  infusion  of  aid,  Mexico's  cii- 
sis  would  only  worsen.  For  the  Ameri- 
cans, that  raises  the  prospect  of  a  new 
wave  of  illegal  immigration.  Moreover, 
Mexico's  economic  failure  would  be  a 
major  strain  on  the  North  American 
Free  Ti-ade  Agreement. 
SCARY  SCENARIO.  That's  why  U.  S.  offi- 
cials, including  Tr-easury  Secretary  Rob- 
ert E.  Rubin  and  Federal  Reserve 
Chairman  Alan  Greenspan,  scrambled 
to  put  together  the  package.  They 
quickly  won  support  for  the  bailout  plan 
from  both  House  Speaker  Newt  Ging- 
rich (R-Ga.)  and  Sen- 
ate Majority  Leader 
Bob  Dole  (R-Kan.). 

The  stiff  terms  will 
add  to  Mexican  Presi- 
dent Ernesto  Zedillo 
Ponce  de  Leon's  politi- 
cal woes.  Already  un- 
Ijopular,  Zedillo  is  ea- 
ger to  avoid  charges 
that  he  is  tmning  Mex- 
ico into  a  U.S.  colony. 
But  neither  can  Mexi- 
cans afford  to  quibble 
over  appeai'ances.  Mex- 
ico's banking  system 
is  reeling  from  the  de- 
valuation and  is  likely 
to  suffer  furthei'  losses 
from  the  resulting 
economic  slowdown. 
"Without  an  influx  of 
dollars,  the  banking 
system  is  going  to  de- 
compose," says  Law- 
rence D.  Krohn,  chief 
Latin  American  strat- 
egist for  Union  Bank  of  Switzerland. 

Visions  of  that  scary  scenario  are 
what  drove  Mexican  officials  recently 
to  press  Washington  for  more  aid  above 
a  previously  announced,  U.  S.-led  $18 
billion  international  credit  line  that  failed 
to  calm  the  mai'kets.  No  matter  what 
the  flnal  terms  of  the  deal,  one  thing 
already  is  clear:  Mexico  has  reverted 
to  its  traditional  role  as  a  financial  ward 
of  the  U.S. 

By  Amy  Borrus  and  Dean  Foust  in 
Washington,  with  Geii  Smith  in  Mexico 
City 
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INDIA  SHAKES  OFF 
ITS  SHACKLES 

Free-market  reforms  are  stirring  up  the  country's  long-stagnant  economy 


Old  portraits  of  Marx,  Lenin,  and 
Stalin  are  common  on  the  streets 
in  India's  lush  southern  state  of 
Kerala,  once  a  Communist  Paity 
stronghold.  Yet  as  India  moves  away 
from  decades  of  socialist  planning  to- 
ward more  market-oriented  capitalism, 
the  pictures  are  fading 
from  neglect — and  Ker- 
ala's business  scene  is 
brightening.  "Industries 
are  poi;)|)ing  up  all  over 
the  place,"  says  M.  C. 
Mycle,  bi'anch  managei' 
of  state-owned  Canara 
Rank  in  the  Kei'ala  city 
of  Krnakulam,  as  he 
sil_)'^  f  ea  with  local  busi- 
nessmen in  his  office. 
"Money  is  i-eally  flow- 
ing nu'A." 

For  ro)-eigiie!  s  and 
locals  alike,  the  busi- 


ness climate  in  India  is  looking  up.  Af- 
ter nearly  four  years  of  market  re- 
forms, Pi'ime  Minister  P.  V.  Narasim- 
ha  Rao's  policies  are  starting  to  pay 
off:  Industrial  output  is  rising  at  an 
8%  annual  clip,  economic  gi-owth  is  like- 
ly to  hit  7%  this  year,  and  foreign  in- 


FOREIGN  DIRECT  INVESTMENT  IS  RISING 


THE  LATEST  DEALS 


'94  '95 
-BW  EST- 


'91  '92  '93 

▲  MILLIONS  OF  DOLLARS 

DATA  INDO-AMERICAN  CHAMBER  OF  COMMERCE, 
CENTER  FOR  MONITORING  THE  INDIAN  ECONOMY 


COMPANY/PRODUCT 

/ALUE  (MILLIONS) 

ENRON  Offshore  oil  and  gas 

$1^100 

MISSION  ENERGY  Power 

$400 

SOROS  FUND  Petrochemicals 

$200 

DAIMLER  BENZ  Autos* 

$160 

DAEWOO  Autos* 

$100 

U  S  WEST  Telecoms 

$100 

*Joint  venture                               DATA  BUSINESS  week 

NEW  DELHI  DISH: 

Deregulation  is 
giving  the  telecom 
industry  a  boost 

vestment  is  expected 
to  rise  sharply. 

At  a  time  when 
Western  investors  are 
skittish  about  emerging- 
markets,  India  still 
looks  attractive.  Unlike 
Mexico  or  China,  it  has 
a  fuil-thi'oated  democra- 
cy that  should  make  it 
more  stable  as  it  faces 
the  challenges  of  re- 
form. And  unlike  Asian 
coimtries  with  overheat- 
ed economies,  India's 
gTowth  has  been  more 
moderate.  "India  is  just 
now  on  the  upside  of  its 
cycle,  while  every  East 
Asian  country  is  at  the 
top  or  beyond,"  says 
Jim  Rohwer,  chief  econ- 
omist for  Asia  at  cs 
First  Boston. 
India  could  even  begin  to  gain  gi-ound 
against  rival  China.  Wliile  dozens  of  ma- 
jor power  projects  in  China  have  re- 
cently been  stalled  by  Beijing  bureau- 
crats, India  is  about  to  close  deals  worth 
$5  billion  for  eight  privately  financed 
power  plants.  "A  year  ago,  U.  S.  compa- 
  nies  were  all  over  Chi- 
na," says  U.  S.  Assist- 
ant Energy  Secretary 
Susan  F.  Tierney,  who 
has  made  several  trips 
to  India  to  advise  New 
Delhi  on  its  new  power 
plants.  "Now  the  mo- 
mentum has  shifted  to 
India." 

That  was  clear  dur- 
ing Commerce  Secre- 
tary Ronald  H.  Brown's 
mid-Januaiy  trip.  Chief 
executives  from  25  com- 
panies accompanied 


48  BUSINESS  WEEK  ,  JANUARY  30,  l'-i95 


Dwn  to  three  Indian  cities.  Conti'acts 
1  tentative  deals  worth  moi-e  than  $4 
lion  were  announced.  Among  the 
gest  projects,  Califoniia's  Mission  En- 
y  Co.  signed  an  agreement  with  Tata 
3up,  one  of  India's  largest  industrial 
icerns,  for  a  $400  million  power  plant. 
3  West  Inc.  announced  a  $100  million 
estment  to  provide  a  pilot  project 
India's  first  pi'ivately  operated  tele- 
amunications  service. 
Dverall,  nearly  one-third  of  the  $7 
ion  in  direct  foreign  investment  ap- 
ived  since  1991  has  been  from  U.  S.- 
ied  multinationals  such  as  General 
icti'ic,  Wrigley,  and  Kellogg.  Compa- 
3  such  as  Ford  Motor-  Co.  and  '-" 
lerican  International  Group 
.,  which  haven't  yet  cracked 
;  mai'ket  of  900  million  people, 
banging  on  the  doors, 
^ot   surprisingly,   India  is 


crowded  into  India's  financial  industry, 
which  had  been  closed  to  outsiders  be- 
fore 1992. 

To  be  sure,  there  are  limits  on  how 
far-  foreign  investors  can  go.  Bureau- 
crats ar-e  still  r-eluctant  to  allow  for-eign- 
ers  100%  equity.  Some  projects  ap- 
pr-oved  in  New  Delhi  bog  down  at  the 
state  level,  "where  you  still  have  to  go 
through  the  same  old  socialist  rigma- 
i-ole,"  says  Subr-amaniam  Swamy,  chair- 
man of  India's  Commission  on  Labor 
Standar-ds  &  International  Tr-ade. 

Nevertheless,  the  contrast  with  the 
old  days  is  stark.  Prior  to  1991,  getting 
a  ]iroject  thr-ough  the  bureaucr-acy  "was 

ALTHOUGH  SOME  REFORMS 
WILL  STAY  ON  HOLD... 


•  Reforming  labor  laws  that  make  it  extremely  diffi- 
cult to  lay  off  workers 


economic  takeoff  remains  its  backward 
infrastructur-e.  The  country  has  just  9 
million  phone  lines — one  for  every  100 
people — and  has  one  of  the  world's  low- 
est per-capita  consumption  rates  of 
electricity.  The  government  is  respond- 
ing by  opening  its  telecom  and  power 
sector-s  to  private  investor-s.  On  Jan.  16, 
India  invited  bids  for  franchises  to  offer 
cellular  and  basic  telephone  services. 
Ah'eady,  at&t,  U  S  West,  and  British 
Telecommunications  have  each  formed 
ventures  with  local  partners.  In  the  deal 
announced  during  Brown's  trip,  U  S 
West  said  it  would  install  a  phone  sys- 
tem ser'ving  40,000  customer's. 

In  power,  India  needs  to  raise 
some  .$200  bUlion  to  meet  its  goal 
of  adding  142,000  megawatts  of 
capacity  over  the  next  15  years. 
Financing  has  ah'eady  been  lined 
up  for-  the  first  thr-ee  plants,  all 


rting  to  loom  larger  for  U. S.  — ;  _  _  involving  U.S.  companies.  The 


ie>Tnakers  after  decades  of  icy 
ations.  A  few  weeks  before 
3wn's  trip.  Defense  SecTetary 
lliam  J.  Per-ry  was  in  New 
Ihi  to  sign  a  historic  military- 
peration  pact,  including  joint 
ining  and  collabor'ation  on 
apons  production. 
Fhe  U.  S.  attention  is  coming 
in  though  Rao  is  facing  one 
the  wor'st  political  fights  of 
tenure.  In  local  elec- 
is  in  December',  populist 
:ics  of  reforms  dealt  a 
nning  defeat  to  his  par- 
in  state  elections.  Rao 
y  fall  from  power  if  his 
•ty  fares  no  better  in 
te  elections  coming  up 
Februar-y  and  Mar'ch. 
th  that  in  mind,  Rao's 
'er-nment  is  hkely  to  pull 
:k  on  a  handful  of  the 
orms   that   are  most 
eatening   to  far-mer-s 
rkers  (table). 

3ut  confidence  is  high  among 
ny  Indian  executives  that  the 
damentals  of  Rao's  fr-ee-mar'ket  push 
1  remain  intact — no  matter  who  is  in 
ver.  "The  reforms  have  become  in- 
utionalized,"  maintains  Urjit  R.  Pat- 
the  International  Monetary  Fund's 
lia  representative. 

IPS  AND  CHOCOLATE.  Evidence  of  the 
'emment's  new,  open  attitude  can  be 
n  thr'(5ughout  the  country.  Delivery 
cks  loaded  with  once  banned  for'eign 
)ducts  such  as  Ruffles  potato  chips 
1  Nestle  Crunch  bar's  rumble  over 
,holed  highways  across  the  subconti- 
it.  Advertisements  for  AT&T's  "com- 
nications  solutions"  ar'e  plastered  on 
w  Delhi  streets,  signs  of  upcoming 
iralization  in  the  telecom  industry, 
d  some  280  foreign  institutions  have 


•  Privatizing  money-losing  state-owned  enterprises  in 
transportation  and  financial  services 


•  Eliminating  subsidies  for  commodities  such  as  rice, 
wheat,  and  corn 

•  Allowing  100%  foreign  ownership  of  companies  in 
consumer  goods,  telecoms,  and  autos 

...THE  HEART  OF  THE  PROGRAM 
IS  ON  TRACK 

•  Opening  power  and  tele- 
communications projects 
to  foreigners 

•  Speeding  approval  of 
manufacturing  invest- 
ments by  foreign  and  do- 
mestic investors 


and 


POLITICAL  TIGHTROPE: 

Prinie  Minister  P.V. 
Narasimha  Rao 


•  Reducing  import  bar- 
riers on  everything  from 
garments  to  computers 

•  Allowing  private  sector 
to  compete  with  national 
monopolies  in  railroads 
and  postal  services 


hke  peeling  an  onion,"  recalls  Siu'esh  C. 
Rajpal,  president  of  Hewlett-Packard 
India  Ltd.  "With  every  layer  you 
peeled,  yom-  eyes  water'ed."  Now,  clear'- 
ing  components  through  customs  takes 
two  days  instead  of  three  weeks.  Un- 
der the  old  system,  derisively  dubbed 
the  License  Raj,  Indian  companies 
waited  months  for  government  appr'ov- 
al  of  routine  business  such  as  expand- 
ing production  or  hiring  a  director.  Di- 
ver'sifying  into  a  new  product  could 
take  years.  Now,  family-dominated  em- 
pires such  as  the  Tata,  Biria,  and  God- 
grej  groups  ar'e  restructuring,  finding 
l^oreign  par'tners,  and  devising  export 
strategies. 

One  of  the  biggest  obstacles  to  India's 


projects  include  a  $920  million 
plant  by  Enr'on  Inc. 
MOMENTUM.  As  it  attempts  to 
catch  up  with  East  Asia,  India's 
challenge  is  to  balance  its  r-e- 
for'ms  against  the  tremendous 
needs  of  India's  impoverished 
millions.  Most  analysts  agree 
that  while  Rao's  government  has 
done  a  good  job  selling  its  poli- 
cies to  foreign  investor's  and  In- 
dia's business  elite,  it  has  failed 
to  explain  what's  in  it  for  farm- 
er's, workers,  and  the  poor.  To 
head  off  unrest,  the  new  bud- 
get to  be  unveiled  in  mid-Febru- 
ary by  Finance  Minister  Man- 
hohan  Singh  is  expected  to 
boost  subsidies  for  agriculture, 
increase  pension  payments,  and 
provide  mor'e  aid  to  the  unem- 
ployed. The  budget  deficit  is 
likely  to  gr'ow  fi'om  ar'ound  4.5% 
of  gr'oss  domestic  product  to 
mor'e  than  6%. 

With  $20  biUion  in  foreign  ex- 
change r'eserves,  vs.  $1  billion  in 
1991,  India  can  affor'd  a  little  so- 
cial spending.  And  few  in  India  believe 
there  will  be  much  backsliding  if  Rao's 
par'ty  loses  power.  Even  his  top  foes 
don't  talk  about  bringing  back  the  Li- 
cense Raj.  The  opposition  Bhar'atiya 
Janata  Party,  for'  instance,  distr-usts  for- 
eign consumer-goods  companies  such  as 
Coca-Cola  Co.  but  has  long  advocated  a 
greater  role  for  the  private  sector. 
That's  why  even  though  there  may  be 
fits  and  starts,  the  momentum  of  In- 
dia's r-eforms  will  continue  to  push  the 
world's  second-largest  country  into  the 
global  economy. 

By  Sharon  Moshavi  and  Pete  En- 
gardio  in  New  Delhi,  vnth  Shekliar  Hat- 
tangadi  in  Bombay,  Dave  Lindorff  in 
Hong  Kong,  and  bureau  reports 
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TOOTH  AND  CLAW  IN  MOSCOW: 
THE  REFORMERS  BITE  BACK 


After  weeks  of  chaotic  signals  h\)m  the  Ki'emlin,  an  author- 
itative-looking Prime  Minister  Viktor  Cheniomyixlin  final- 
ly appeared  on  television  on  Jan.  16.  He  announced  new 
efforts  to  end  the  bloody  debacle  in  Chechnya  and  pledged 
that  economic  I'eform  would  stay  on  track. 

There  was  an  almost  audible  sigh  of  relief  in  the  foreign  in- 
vestment community  in  Moscow.  Chernomyrdin,  who  is  re- 
spected by  foreign  investors  and  international  aid  officials,  has 
been  nearly  invisible  in  recent  weeks  as  hard-hners,  including 
Security  Council  boss  Oleg  Lobov  and  Alexander  Korzhakov, 
head  of  the  presidential  bodyguard,  vastly  increased  their 
clout.  These  men  are  believed  to  have 
pushed  President  Boris  Yeltsin  into  the 
messy  Chechen  war.  And  they've  leaked 
xenophobic  charges  that  Western  aid  pro- 
gTams,  including  financier  George  Soros'  ef- 
forts to  aid  Russian  science,  are  really  fi'onts 
for  espionage. 

Among  these  officials,  the  most  outspoken 
on  economic  matters  is  Vladimir  Polevanov, 
the  new  privatization  chief.  He  wants  for- 
eignei's  banned  from  buying  into  "strategic" 
industries,  such  as  aluminum,  energy,  and 
defense.  Meanwhile,  he  has  banished  foreign 
advisers  from  his  offices,  even  though  some  played  key  roles 
in  creating  the  highly  successful  sell-off  progTam. 
SERIOUS  DAMAGE.  But  in  the  past  few  days,  Chemomyrdin 
and  his  deputy,  former  privatization  boss  Anatoli  B.  Chubais, 
have  counterattacked,  stri})ping  away  some  of  Polevanov's  au- 
thority. Now  they're  trying  to  reassure  Western  govei'n- 
ments  and  investors. 

Whatever  the  outcome,  serious  damage  has  already  been 
done.  Foreign  investment  has  slowed  to  about  .$.50  million  a 
month,  or  10%  of  August's  volume.  Without  the  Chechnya  de- 
bacle, Chubais  believes,  it  could  have  reached  $3  billion  per 
month  by  spring.  "Whatever  money  was  going  to  come  in  wall 
be  less,"  says  Bernard  Sucher,  a  Moscow-based  broker.  In  ad- 


CHERNOMYRDIN:  Taking  the  lead 


dition,  $15  billion  in  aid  from  the  International  Monetaiy 
Fund  is  in  jeopardy. 

The  uncertainty  will  continue,  because  the  power  struggle 
isn't  over  between  the  reformers  and  those  who  want  to 
turn  back  the  clock.  The  former' — the  Chernomyixlin  gi'oup — 
have  close  ties  to  officials  in  energy  companies,  such  as  Gaz- 
prom and  Lukoil,  who  stand  to  get  rich  from  stock  shares  if 
privatization  and  foreign  investment  flourish. 

They  are  opjiosed  by  the  defense  and  intelligence  chiefs 
and  Deputy  Piime  Minister  Oleg  N.  Soskovets,  who  is  backed 
by  the  managers  of  largely  obsolete  smelters,  steel  mills, 
and  weapons  factories.  Unlike  the  energy 
companies,  these  industries  wiU  be  big  losers 
if  privatization  proceeds.  They  aren't  likely  to 
get  much  foreign  investment,  and  they  face 
huge  layoffs  as  state  subsidies  dry  up. 
SCARING  PEOPLE.  Moscow  analysts  beheve 
that  the  hard-liners  engineered  the  Chechen 
conflict  as  a  prelude  to  bringing  back  some 
state  economic  control  and  media  censor- 
shij) — and  j^erhaps  even  staging  a  coup.  But 
so  far,  they  haven't  accomplished  much  more 
than  scaring  people. 

Even  so,  the  feud  is  hinting  foreign  inves- 
tors. While  reformers  did  manage  to  eliminate  oil-export 
quotas,  the  Kremlin  chaos  also  brought  new  restrictions  on 
foreign  oil  companies'  access  to  pipelines  that  threaten  such 
projects  as  Conoco's  $385  milhon  Polar  Lights  venture. 

All  this  is  embaiTassing  to  Pi-esident  Clinton,  whose  devotion 
to  the  increasingly  en-atic  Yeltsin  is  ah'eady  under  fii'e  from  the 
new  Rejniblican  majority  in  Congi-ess.  The  Administration's 
hope  is  that  the  Chechen  war  can  be  ended  and  refonners  can 
regi'oup  and  win  back  theii-  influence.  Bur  that's  fai'  from  a  sure 
thing:  The  hard-liners  have  made  their  strongest  stab  at  con- 
trol yet,  while  Yeltsin  is  looking  like  a  spent  force. 

Bij  Peter  Galuszka.  in  Moscow, 
ivitli  Ami]  Borrus  iv  Washivgton 


GLOBAL  WRAPUP 


HUNGfiRY  ANNOYS  INVESTORS 

►  Hungarian  Prime  Minister  Gyula 
Horn,  by  wrecking  the  privatization  of 
a  chain  of  state-owned  hotels  this 
month,  has  shown  that  Central  Eu- 
rope's ex-communist  rulers  could  be  a 
big  drag  on  the  march  to  market  econ- 
omies. They  tend  to  juggle  the  inter- 
ests of  their  oid-hne  supporters  with 
the  nec-d  to  attract  investment,  pro- 
ducing t  .  r;;tic  policy. 

In  the  lu  !  1  deal,  Horn  fired  the  re- 
spected pri    ! 'zation  commissioner 
Ferenc  Barcfu'  and  raised  the  price — 


even  though  American  General  Hospi- 
tality, a  Dallas  hotel-management  com- 
pany, had  already  won  a  tender  at 
$57.5  million.  "In  making  concessions 
to  the  left,  he  shot  himself  in  the  foot," 
says  one  investment  banker.  "It  sends 
a  very  bad  signal  to  investors." 

Horn  may  now  try  to  redeem  him- 
self by  speeding  up  state  sell-offs  and 
appointing  a  credible  successor  to 
Bartha.  Meanwhile  in  Poland,  Prime 
Minister  Waldemar  Pawlak,  another 
ex-communist,  dithered  for  months  be- 
fore signing  off  on  the  privatization  of 
some  400  companies  late  last  year. 


MINORITIES  IN  BRITAIN 

►  Minority  hiring,  never  much  of  an  is- 
sue in  Britain,  may  come  under  more 
scrutiny.  A  survey  released  Jan.  18  by 
the  government's  Commission  for  Ra- 
cial Equality  concludes  most  big  com- 
panies do  little  to  assure  equal  oppor- 
tunity in  employment  beyond  verbal 
support  for  the  idea.  Many  said  they 
have  no  policy  to  spur  minority  hiring 
and  no  plans  to  create  one.  British  law 
bans  race  bias  but  sets  no  affirmative- 
action  criteria.  The  minority  jobless 
rate  is  more  than  twice  that  for  whites. 
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TREPRENEURS 


GOD,  FAMILY,  AND  DOMINO'S 
THAT'S  IT' 

m  Monaghan  has  sworn  off  the  costly  distractions  that  nearly  cooked  the  pizza  chain 


Domino's 
Fights  Back 


JLD  THE  LUXURIES:  A  once  flamhoijant  Monaghan  runs  a  stripped-dOi 


Wfti  iillifi  iiilil'  ii'il'ill 


■  ven  duiing  the  wild  1980s,  the  hey- 
H  day  of  executive  ostentation,  pizza 
baron  Thomas  S.  Monaghan  stood 
H  out.  The  founder  of  Domino's  Pizza 
.  didn't  just  indulge  his  three  pas- 
is — God,  Frank  Lloyd  Wright,  and 
ing  things — he  did  so  with  a  singular 
fid  of  gaudiness  and  eccentiicity. 
•"or  a  headquarters,  he  spent  $150 
lion  on  a  half-mile-long  copper-and- 
ik  tribute  to  the  Wiight  Prairie  style 
i\nn  Arbor,  Mich.  Plans  called  for  a 
story  tower  cantilevered  15  degi'ees 
:he  east — a  leaning  towei'  of  pizza — 
t  was  never  built.  On  surrounding 
nland,  he  installed  a  petting  zoo  and 
loose  herds  of  cows  and  buffalo.  In- 
e,  were  a  $40  million  collection  of 
ight  artifacts  and  drawings,  a  mime 
ter  directed  by  Marcel  Marceau,  and 
wo-story  personal  office  suite  with 
.  ceilings  and  leather  tiles  on  the  floor. 
bought  evei-ything  from  the  Detroit 


Tigei's  to  an  island  in  Lake  Huron.  A 
Word  of  God  Catholic,  he  decried  abor- 
tion and  built  a  cathedral  in  Nicaragua. 

Then,  he  disappeai-ed  from  sight.  Since 
1992,  Monaghan  has  avoided  the  lime- 
light while  Domino's  veered  into  deep 
financial  trouble  and  back.  As  his  banks 
pressured  him  to  sell  his  playthings  at 
fii'e-sale  prices,  rivals  Pizza  Hut  World- 
wide and  Little  Caesar  Enterprises  Inc. 
gained  valuable  gi'ound.  Domino's  has  fi- 
nally recovered,  but  only  after  wiite-offs 
totaling  $117  million.  In  1994,  the  compa- 
ny says  its  earnings  hit  $^30  million  wliile 
revenues,  including  fiancliise  sales,  inched 
up  5%,  to  $2.5  bilUon  (charts). 
ADIEU,  PERKS.  Wliat  happened  is  a  clas- 
sic case  of  a  CEO  intoxicated  by  his  own 
success.  And  Monaghan  knows  it.  Never 
one  for  meek  gestm'es,  the  pizza  bai'on  is 
as  zealous  in  his  penitence  as  he  was  in 
his  spending.  His  office  now  is  a  small, 
windowless  closet  of  a  room  situated  just 


■90       'SI'      '92*      '93  '94 
INCLUDES  WRITE-OFFS  OF  $67  MILLION  IN  1991 
AND  $50  MILLION  IN  1992 

DATA:  DOMINO'S  PIZZA  INC. 


off  the  two-stoiy  suite.  He  flies  coach 
and  hasn't  had  a  bodyguard  in  years. 
He  insists  he  doesn't  read  newspapei-s  or 
watch  TV — too  distracting.  He  has  even 
given  up  his  prized  arcliitectural  joui-- 
nals.  "I  don't  even  look  at  'em,"  he  says. 
"I  decided  those  things  ar-en't  important. 
God,  family,  and  Domino's — that's  it." 

The  company's  1,200  franchisees  are 
just  happy  Monaghan  has  relaxed  his 
management  style.  Many  say  that  the 
company's  biggest  problem  during  the 
crisis  was  the  chairman's  autocratic  insis- 
tence that  Domino's  stick  to  its  32-year 
foiTtiula  of  hawking  only  pizza  and  Coke, 
while  rivals  sold  an  array  of  popular 
items  like  breadsticks  and  salads.  At  the 
pr-odding  of  a  fornier  Little  Caesar's  ex- 
ecutive who  lasted  at  Domino's  just  20 
months,  Monaghan  has  allowed  the  first 
new  products  in  decades.  Hits  like  thin- 
cmst  pizza  and  buffalo  wings  have  fueled 
the  sales  rebound.  "What  we  needed," 
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^eople 


Tiether  Domino's  is  out  of  the  woods  isn't  clear, 
[le  pizza  market  is  in  the  doldrums,  as  low- 
iced  hamburgers  steal  more  fast-food  dollars 


s  fi'anchisee  Glenn  Mueller,  "was  a 
lingness  to  listen  to  customers." 
Respite  his  excesses,  Monaghan 
nes  across  as  likeable  and  forthiight, 
lost  naive.  Sitting  in  his  tiny  office, 
ping  from  a  bottle  of  water,  he  glad- 
explains  how  he  ran  into  so  much 
uble.  The  buying  that  so  tantalized 
1,  he  says,  was  a  direct  result  of  "go- 
without"  as  a  child.  After  gi'owing 
in  a  Catholic  oiphanage  and  foster 
aes  in  Michigan,  "I  liked  luxmies  and 
3  willing  to  work  for  them,"  he  says, 
/erything  I  bought,  I  thought  I  could 
tify:  It  was  good  PR  [for  Domino's]." 
rhe  one  thing  he  couldn't  justify  in 
ms  of  business  was  a  $3  million  home 
igned  by  famed  architect  Faye  Jones, 
was  to  anchor  another  Monaghan 
gaproject:  a  housing  development 
ir  Ann  Arbor  featuring  a  Robert 
nt  Jones  golf  course  and  a  require- 
nt  that  all  homes  be  built  by  one  of 


30  top  architects  chosen  by  Monaghan. 
"It  would  be  the  ai'chitectural  showcase 
of  the  world,"  Monaghan  says.  But 
"with  a  Catholic  upbringing,  you're  not 
supposed  to  enjoy  things  that  much." 

In  late  1989,  Monaghan  happened  to 
read  a  book  called  Mere  Christianity 
by  C.  S.  Lewis.  Chapter  8,  on  pride, 
floored  him.  "It  was  a  loide  awakening," 
he  says,  "I  realized  pride  was  the 
biggest  of  all  sins."  He  halted  the  house 
and  swore  off  the  buying  binge.  He  left 
day-to-day  opei-ations  at  Domino's  and 
put  the  company  up  for  sale. 
CRIPPLING  FEES.  Ti'ouble  was,  Mon- 
aghan's  finances  were  so  commingled 
that  potential  buyers  couldn't  figou'e  out 
what  they  were  buying.  The  Wright-in- 
spired headquarters  was  also  an  alba- 
ti'oss.  It  was  so  expensive  to  build,  says 
one  Michigan  real  estate  expert,  that 
rents  couldn't  cover  the  mortgage.  Even 
now,  says  Chief  Financial  Officer  Harry 


SilverTTian,  Domino's  loses  money  on  it. 

After  2y>  years  and  no  sale,  Mona- 
ghan decided  to  retake  the  helm.  Sales 
were  slipping,  and  money-losing  assets 
were  crimping  cash  flow.  Executives 
were  preoccupied  by  the  incessant  talk 
of  a  sale  and  were  hog-tied  by  Mon- 
aghan's  absentee  decision-making.  Pizza 
Hut,  meanwhile,  had  begun  a  huge  as- 
sault on  the  dehvery  mai'ket,  and  Little 
Caesar's  was  snagging  business  with 
clever  marketing  and  budget  pies. 

By  1992,  Monaghan  fell  into  technical 
default  on  nearly  $200  million  in  debt. 
Domino's  was  generating  cash,  but  de- 
clining sales  alaiTTied  a  global  web  of  30 
bankers.  Because  personal  and  corporate 
debt  were  cross-collaterahzed,  one  de- 
fault caused,  well,  a  domino  effect.  Asset 
sales  cut  costs,  but  bank  fees  from  ongo- 
ing technical  default  were  crippling. 

"There  was  lots  of  liquidation,  and  it 
happened  veiy  fast,"  says  one  Ann  Ai'bor 
real  estate  investor  Monaghan  sold  the 
Tigere  to  Little  Caesai-'s  founder  Michael 
Ilitch  for  about  $85  million.  That  was  $32 
million  moi'e  than  he  paid  in  1983,  but 
failed  to  cover  his  total  investment  in 
the  team.  He  also  lost  money  unloading 
more  than  100  expensive  autos.  An  $8 
milUon  Bugatti  Royale  cleared  only  $5 
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million.  He  had  invested  828  million  in 
Dnimmond  Island,  the  Lake  Huron  re- 
sort, but  sold  it  for  $8  inillion.  It  was  a 
bloodbath. 

Monaghan  did  better  restructuring 
the  company.  He  computerized  the 
stoi'es  to  improve  flow  of  market  infor- 
mation. And  he  separated  the  account- 
ing for  company-owned  stores  from 
fi-ancliises  so  he  could  see  how  profitable 
they  were.  "You  find  out  you  weren't 
making  as  much  money  as  you  thought," 
Monaghan  says.  So,  he  closed  or  sold 
to  fi-anchisees  1,000  company  stores  and 
axed  600  administrative  jobs. 

The  main  chore,  however,  was  re- 
stmcturing  the  debt.  Twice,  in  1992  and 
1993,  Domino's  failed  with  bond  offer- 
ings. The  first  time,  Salomon  Brothers 
Inc.  couldn't  find  enough  buyers.  The 
second  flopped  when  Domino's  lost  a  $78 
million  judgment  in  St.  Louis  after  one 
of  its  diivers  allegedly  ran  over  a  wom- 
an in  his  rash  to  deliver  a  pizza.  That 
forced  Domino's  to  give  up  its  trade- 
mark 30-minute  deliveiy  guarantee. 

Finally,  after  the  new-product  push 
generated  a  full  year  of  better  results, 
Domino's  was  able  to  put  together  a 
new  bank  syndicate  last  May.  The  new 
financing  featured  just  eight  primaiy 
banks  and  a  20%  drop  in  interest  ex- 
pense, according  to  CFO  Silverman. 
IN  LIMBO.  Wliether  Domino's  is  out  of 
the  woods  isn't  clear.  The  new-product 
boost  is  good  news.  So  is  the  fact  that 
in  1994,  Little  Caesar's  sales  were  flat, 
while  Men-ill  LjTich  analyst  Allan  Kap- 
lan estimates  Pizza  Hut  profits  declined 
18%.  Unfortunately,  value  pricing  in  the 
hamburger  business  is  clolDbering  pizza 
as  a  whole.  And  Domino's  sales  ai-e  un- 
der pressure  fi'om  a  francMsee  coopera- 
tive that  is  seUing  cheese,  dough,  and 
other  ingredients  to  Domino's  stores  in 
competition  with  the  parent  company. 
Commissaiy  sales  make  up  a  full  409f  of 
the  parent's  revenues  of  .$850  million. 

For  the  time  being.  Domino's  will 
ride  on  its  recent  success.  But  fast-food 
consumers  are  fickle,  and  Monaghan's 
company  has  never  been  adept  at  prod- 
uct development.  Larry  Sheehan,  the 
ex-Little  Caesar's  executive  who  fa- 
thereil  the  new-product  push,  is  long 
gone  after  a  bitter  pay  dispute  with 
Monaghan.  His  replacement,  fast-food 
veteran  Anthony  M.  Lavely.  has  yet  to 
earn  his  stripes  in  pizza. 

■John  H.  Schnatter,  founder  of  pizza 
purveyor  Papa  .John's  International  Inc., 
insists  that  "Domino's  is  in  a  reactive 
state."  Monaghan,  however,  is  as  san- 
guine as  ever.  "We  were  in  limbo,"  he 
says.  "Now  the  word  I  use — and  it 
doesn't  excite  anybody — is  'focus.'"  A 
little  focus  goes  a  long  way.  Domino's 
has  had  enough  excitement. 

Fjtj  Michael  Oneal  in  Ann  Arbor.  Mich. 


The  Corporation 


STRATEGIES 


RON  LaBOW'S 
STEELY  RESOLVE 

Poison  pill  or  no,  the  WHX  chief  won't  give  up  on  Teledyne 


Investment  banker  Ronald  LaBow  is 
not  one  to  walk  away  fi-om  a  chal- 
lenge. In  the  late  1980s,  the  little- 
known  financier  battled  Goldman, 
Sachs  &  Co.  and  Oppenheimer  &  Co. 
for  control  of  bankrapt  Wheeling-Pitts- 
burgh Steel  Coip.  LaBow  became  chau'- 
man  when  the  company  emerged  from 
Chapter  11  in  1991 — and  it's  now  one  of 
the  most  profitable  steel- 
makers around. 

So  when  news  came 
early  in  .January  that 
the  boaixl  at  conglomer- 
ate Teledyne  Inc.  had 
adopted  a  poison  pill  to 
defend  against  a  take- 
over by  WHX  Corp., 
Wheeling-Pitt's  recently 
formed  holding  compa- 
ny, LaBow  was  undaimt- 
ed.  An  avid  mountain 
climber — one  whose 
tenacity  in  negotiations 
and  eye  for  Mdden  value 
have  made  him  one  of 
Wall  Street's  leading 
"vulture"  investors — 
LaBow  cleai'ly  is  not  go- 
ing away. 

GOBBLING  UP.  Far  from 
it:  On  Jan.  13,  whx  got 
antitrust  clearance  to 
raise  its  1.8%  stake  in 
Teledyne  to  l.o^r — and 
on  the  following  Tues- 
day, volume  in  Teledyne 
shares  soared,  whx 
won't  confirm  it's  buy- 
ing. But  sources  close  to 
LaBow,  .59,  say  he's  in- 
tent on  gobbling  up  the 
.$2.49  billion  conglomerate.  His  advisers 
say  he's  considering  launching  a  proxy 
fight.  LaBow's  target  is  Teled.\-ne's  over- 
funded  Sl.9  billion  pension  plan:  Huge 
layoffs  left  it  with  .$860  million  in  sur- 
plus assets.  Teledyne's  S6-34  million  spe- 
cialty-metals business  could  be  another 
juicy  morsel. 

So  far,  Teledyne's  board  refuses  to 
negotiate  with  whx,  in  part  because  it 


doesn't  believe  LaBow  is  playing 
straight.  In  November,  LaBow  tried  to 
talk  to  Teledyne  founder  Hemy  E.  Sin- 
gleton. Together  with  allies.  Singleton 
controls  22%  of  Teled}Tie's  stock,  and 
he  sits  on  the  board.  Leon  Cooperman, 
a  former  Goldman  Sachs  partner  and  a 
Singleton  confidant,  says  LaBow  asked 
him  to  set  up  a  meeting  with  Singleton. 


LaBOW'S  TURNAROUND 
AT  WHEELING-PITTSBURGH 


1987-91  After  beating  Goldman  Sachs 
in  a  fight  for  steelmaker  Wheeling-Pitt, 
investment  banker  Ron  LaBow  is 
named  chairman  when  W-P  emerges 
from  Chapter  11  in  1991.  LaBow  and 
partners  control  55%  of  W-P  shares. 

1991-93  LaBow  cuts  workforce  by 
7%,  slashes  expenses,  and  spends 
$69  million  modernizing  plants.  As 
steel  demand  improves,  operating 
earnings  soar  from  $13  million  in 
1991  to  an  estimated  $84  million  in 
1994. 

1993-94  LaBow  raises  $400  million 
in  three  equity  offerings,  cuts  debt 
from  $350  million  to  $270  million, 
and  builds  a  war  chest  of  $440  mil- 
lion. Also  diversifies,  buying  down- 
stream steel  users  to  boost  margins. 

LATE  1994  LaBow  sets  his  sights  on 
Teledyne  for  its  $860  million  in  sur- 
plus pension  assets  and  specialty- 
metals  operations.  Teledyne  rejected 
LaBow's  $1.2  billion  bid:  He's  now 
studying  a  proxy  fight. 


HOT  ROLLS 
W-P  WANT!  \ 
TO  DOWNP 
TRADITION 
COILED  STf 


Cooperman  claims  LaBow  assured  him 
he  would  go  away  if  the  talks  went 
nowhere.  But  after  Singleton  passed 
word  to  LaBow  to  send  a  proposal  to 
the  board — and  Teledyne  rejected 
LaBow's  81.2  billion  bid — LaBow  turned 
hostile.  "He  assured  me  this  would  be 
friendly  and  quiet,"  says  Cooperman. 
"This  is  not  a  man  to  be  taisted."  La- 
Bow declined  BUSINESS  week's  request 
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an  intendew.  Teledyne  hit  back  with 
oison  pill  letting  stockholders  buy 
res  at  a  50%  discount  if  anyone  buys 
•e  than  15%  without  board  approval. 
;aBow's  lowball  bid  also  rankled.  Al- 
ugh  the  .$22-a-share  bid  was  28% 
ve  Teledyne's  November  shai'e  price, 
lysts  say  Teledyne's  value  is  closer  to 
a  share.  Last  July,  investment  bank 
laldson,  Lufl^in  &  Jenrette  Inc. — 
e  hired  to  advise  LaBow — estimated 
;  an  acquisitor  would  retain  roughly 
3  million  of  Teledyne's  pension  sur- 
;.  So  LaBow  is  Ibidding  just  $700 
ion  for  the  rest  of  the  company. 
HMASH.  Teledyne's  rejection  leaves 
contemplating  the  chances  of  suc- 
)  in  a  proxy  fight.  "Our  mission  now 
0  change  the  board's  mind,"  says  a 
rce  close  to  LaBow.  "Or  change  the 
rd."  LaBow  is  counting  heavily  on 
reholder  discontent.  The  company's 
hmash  of  unrelated  businesses — and 
stock  price — have  performed  poorly 
years.  Under  strong  shareholder 
3sure,  CEO  William  P.  Rutledge  has 


nt  two  years  streamlining  and  says 
gdyne  "is  about  to  see  improved  re- 
;s."  LaBow's  advisers  claim  they've 
n  "a  huge  indication"  that  sharehold- 
want  the  company  sold.  Gerald  B. 
imer,  whose  money-management  fum, 
imer  Rosenthal  McGwynn  Inc.,  holds 
Vo  of  Teledyne's  stock,  agrees.  "It  has 
)t  of  businesses  that  would  be  better 
owned  by  other  people,"  he  says. 


WHX  has  reason  to  covet  Teledyne. 
Wheeling-Pitt  could  use  the  suiplus  jsen- 
sion  assets  to  offer  its  own  woi'kers  a 
richer  retirement  package — in  exchange 
for  concessions  in  upcoming  negotiations 
with  the  United  Steelworkers.  Analysts 
say  Wheeling-Pitt  also  wants  to  cut  its 
workforce.  The  easiest  route:  an  early- 
retirement  package  for  aging  workers, 
funded  by  Teledyne. 

Sources  close  to  WHX  say  Teledyne's 
specialty-metals  businesses  also  fit  into 
LaBow's  plans.  Since  1993,  LaBow  has 
diversified  away  from  commodity  hot- 
rolled  steel  products  with  a  series  of 
acquisitions  and  joint  ventures  with 
niche  producers  and  high-margin  down- 
stream steel  users.  Adding  Teledyne's 
specialty-metals  unit,  with  products  such 
as  tungsten  and  titanium,  would  help. 
"It  would  solve  LaBow's  strategic  objec- 
tives of  upgrading  his  product  mix," 
says  Aldo  J.  Mazzafen-o  Jr,  steel  analyst 
at  C.J.  Lawrence  &  Co.  LaBow  would 
likely  sell  Teledyne's  aviation,  electron- 
ics, and  consumer-products  units. 

Teledyne, 
a  loose 
consortium 
of  lackluster 
businesses, 
may  be  rife 
with  unhappy 
shareholders. 
Its  biggest 
lure: a 

pension  plan 
overfunded  by 
$860  million 

Wall  Street  has  so  far  shown  little 
confidence  that  LaBow  will  succeed.  In- 
vestors fear  he  underestimates  the  com- 
plexity of  dislodging  the  closely  regulat- 
ed pension  funds.  "It  comes  down  to: 
'Whose  money  is  this?' "  says  Jon  Kut- 
ler,  head  of  Los  Angeles'  Quarterdeck 
Investments.  "It's  not  all  Teledyne's, 
and  the  government  isn't  going  to  stand 
by  and  let  an  outsider  get  at  it." 


LaBow  is  no  stranger  to  financial  ma- 
neuvering. A  bankruptcy  specialist  at 
New  York  investment  bank  Neuberger 
&  Berman,  he  left  in  1989  to  form  a 
partnership  that  bought  up  the  secured 
bank  debt  of  bankixipt  Wheeling-Pitt. 
With  an  estimated  investment  of  $140 
million — much  of  it  borrowed — he 
gained  control.  "LaBow  can  spot  an 
undervalued  asset,"  says  one  former 
Neuberger  associate.  "He's  usually  sev- 
eral steps  ahead  of  most  people."  But  if 
he's  a  top-flight  financier  and  negotiator, 
the  intensely  private  LaBow  has  won 
few  friends.  "He  can  be  intimidating. 
He  makes  people  feel  like  they're  in  a 
courtroom,"  says  D.  Leonard  Wise,  a 
former  Wheeling-Pitt  CEO  and  now 
chairman  of  North  Cai'olina  Steel.  "He's 
not  a  people  person." 
BULGING  WAR  CHEST.  After  Wheeling- 
Pitt  emerged  from  Chapter  11,  LaBow 
promoted  its  chief  operating  officer, 
James  L.  Wareham,  to  chief  executive. 
Wareham  negotiated  more  flexible  work 
rales  and  spent  $69  milhon  moderniz- 
ing Wheeling-Pitt's  plants.  That  cut 
costs  sharply,  just  as  steel  prices  rose. 
Now,  operating  profits  per  ton,  at  $39, 
are  the  third-highest  in  the  industry. 
Analyst  Mazzaferro  says  operating  in- 
come has  risen  sixfold  since  1991,  to  an 
estimated  $84  million  in  1994,  on  sales  of 
$1.13  bilhon,  an  18%  increase. 

Such  perfoiTnance  has  allowed  LaBow 
to  raise  $400  million  in  tlii'ee  stock  offer- 
ings since  1993  and  to  cut  debt  23%-,  to 
.$270  million.  With  cash  flow  soaring — to 
$140  million  in  1994,  up  fi-om  $18  million 
two  years  earlier — LaBow  has  built  up 
a  $440  million  war  chest  for  acquisi- 
tions. Along  the  way,  he  also  cashed  in. 
By  1992,  LaBow  held  45%  of  Wheel- 
ing-Pitt. Now  he  holds  15%— worth  .$57 
million — and  he's  made  an  estimated  $56 
million  through  equity  sales. 

There  are  still  doubts  about  LaBow's 
strategy.  WHX  has  also  bought  five  radio 
stations — and  a  dog-racing  track  in  West 
Virginia.  Questions  over  where  LaBow 
is  headed — along  with  the  prospect  of  a 
lengthy  proxy  fight — have  unnerved 
WHX  stockholders:  Shares  now  trade 
ai"Ound  14,  well  below  their  1994  liigh  of 
21.  "I  don't  think  the  Teledyne  deal 
helped,"  says  G.  Kenneth  Heebner,  port- 
folio manager  at  Capital  Growth  Man- 
agement, which  holds  1.7  million  shares. 
"People  don't  understand  his  plans." 

A  successful  bid  for  Teledyne  would 
mean  sharj^ly  higher  debt — and  if  La- 
Bow can't  sell  off  Teledyne's  lackluster 
assets  quickly,  WHX  may  fall  back  onto 
the  corporate  sick  list.  As  LaBow  con- 
templates the  climb  up  Mt.  Teledyne, 
it's  not  clear  that  his  shareholders  will 
go  along. 

By  Keith  L.  Alexmidei'  bi  Pittshtiryh 
and  Eric  Schine  in  Los  Angeles 
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KODAK'S  ^ 
NEWFOCUS 

^  inside  look  atlreorge  Fisher's  strategy 


ot  long  after  taking  the  helm  of  Eastman  Kodak  Co. 
ill  late  1998,  George  M.  C.  Fisher  bought  a  new  house. 
Not  ju.st  any  house.  He  and  his  wife,  Ann,  chose  a 
spacious  estate  on  East  Avenue,  a  boulevard  that 
-trikes  out  ft-om  the  center  of  Rochester,  N.  Y.,  and 
meai. tiers  into  the  suburbs.  On  the  very  same  road,  a  few 
miles  closei-  to  town,  sits  another  house  once  owned  by  a  Ko- 
dak chairman  named  George:  the  50-room  mansion  built  in 
1905  by  George  Eastman,  the  company's  \asionaiy  founder. 
Coincidence?  Fisher  thinks  it  could  be  more  like  destiny. 


Acutely  aware  that  the  responsibility  for  restoring  Eastm; 
legacy  rests  on  his  shoulders.  Fisher  has  mentioned  their  c 
mon  address  on  more  than  one  occasion.  He  often  jokingly  rel 
to  Eastman  as  "the  other  George."  And  he  likes  to  point  out 
parallels  between  his  strategy  and  the  game  plan  of  Kod; 
founder,  who  combined  technological  genius  with  somethinj 
short  supply  at  the  company  recently — marketing  vision. 

Not  many  executives  would  compare  themselves  to  one  of 
icons  of  American  industry.  But  George  Fisher,  54,  doesn't  1 
self-confidence.  In  giving  up  his  ceo  post  at  fast-growing  1 
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Fisher's  Bold  Beginning... 

>ED  STRATEGY  Company  had  been  floundering, 
•e  which  businesses  to  pursue.  Fisher  decided 
ng  was  key  to  the  future  and  sold  Kodak's 
h  and  household-products  arms. 

"ED  DIGITAL  IMAGING  UNIT  With  product  develop- 
and  sales  scattered  among  divisions,  digital 
was  ill-focused.  Fisher  gathered  most  of  the 

t  into  one  division  and  hired  an  experienced 

iUter  marketing  executive  to  head  it. 

RED  BALANCE  SHEET  By  selling  off  businesses, 
ily  the  Sterling  drug  operation,  he  has  slashed 
ompany's  total  debt  from  $7.5  billion  to  $1.5 
n.  Photography  cash  machine  is  now  available  to 
growth,  not  debt  payments. 

IVED  MORALE  After  years  of  restructurings  and 
tain  direction,  employees  were  disheartened.  By 
iing  bright  future  and  improving  communication, 
r  has  perked  up  spirits. 

I  OVERHAULING  CULTURE  By  stressing  accountabili- 
lality,  and  cycle  time,  Fisher  is  beginning  to 
form  Kodak's  slow-moving  culture.  Made  pay 
dependent  on  performance. 

Ajid  The  Challenges  Ahead 

iTE  GROWTH  Fisher  believes  Kodak  can  double  its 
h  rate  in  photography,  a  tough  challenge  in 
growing  global  market.  Key  target:  Asia,  espe- 
China,  where  Kodak  lags  behind  Fuji. 

lEW  TALENT  Company  needs  outside  blood.  So 
isher  has  hired  a  new  CFO  and  head  of  digital 
ng.  Badly  needs  marketing  depth. 

IVE  CUSTOMER  FOCUS  Kodak  still  is  driven  by 
leering  mentality  that  devises  products  first 
e  finding  buyers.  Company  must  become  more 
st-sawy. 

lOINT  VENTURES  Kodak  can't  do  it  alone  in  digital 
I.  Company  has  to  expand  its  technology  base, 
r's  platinum  rolodex  should  work  here.  Promise 
I  announcements  in  1995. 

OSTS  FURTHER  Plenty  of  fat  still  around.  Big  tar- 
mclude  receivables,  inventories,  corporate  over- 
.  No  way  Kodak  can  compete  in  digital  arena 
its  high  cost  structure. 


Dla  Inc.  to  come  to  Kodak,  he  traded  a  virtually  sure  thing 
one  of  America's  toughest  management  challenges.  Kodak 
spent  billions  on  research  and  development,  diversifica- 
1,  and  repeated  restructurings.  Fisher's  immediate  pre- 
essor,  Kay  R.  Whitmore,  implemented  no  fewer  than 
ee  reorganizations — yet  Kodak  earned  less  in  1993  than 
ad  in  1982.  Although  blessed  with  a  powerhouse  brand 
ae,  it  seemed  trapped  in  the  slow-growth  photography 
ustry,  hobbled  by  huge  debts,  a  dysfunctional  manage- 
at  culture,  and  a  dispirited  workforce. 


It's  too  early  to  say  whether  Fisher  can  yet  lay  claim  to 
the  other  George's  crown.  But  after  barely  a  year  at  the 
helm,  Kodak's  new  chief  has  clearly  shaken  up  the  sluggish 
giant  as  never  before.  He  has  sold  off  its  health-cai'e  busi- 
nesses and  refocused  the  company  around  its  core  imaging 
business.  Asset  sales  have  also  allowed  him  to  slash  the  pho- 
togi-aphy  giant's  debt  load  from  a  burdensome  $7.5  billion  in 
1993  to  an  estimated  $1.5  billion  last  year. 

Far  less  tangible  but  no  less  crucial  to  Kodak's  future  has 
been  Fisher's  progTess  in  reinvigorating  a  bloated,  hierarchi- 
cal management.  He  has  started  to  tackle  Kodak's  mati-ix  man- 
agement system,  which  deflected  responsibility  for  poor  per- 
fomiance.  And  although  morale  is  still  shaky,  Fisher  has  given 
staffers  hope  that  the  company  has  a  future  beyond  repeated 
restructurings.  "I'd  call  George's  first  year  a  spectacular  suc- 
cess," says  University  of  Michigan  management  professor 
C.  K.  Prahalad,  who  has  consulted  for  both  Kodak  and  Moto- 
rola. "He  has  cleaned  up  the  company  and  created  a  new  spir- 
it, a  new  willingness  to  compete.  He  has  laid  the  foundation." 

Now,  Fisher  has  to  deliver.  His  strategy,  as  outlined  in  sev- 
eral lengthy  interviews  with  business  week,  is  fairly 
straightforward.  First,  he'll  continue  to  work  on  Kodak's  cul- 
ture and  costs.  "There  are  textbook  types  of  things  that  are 
wrong  with  this  company,"  he  says.  "Decisions  are  too  slow. 
People  don't  take  risks."  So  Fisher  is  applying  lessons  learned 
at  Motorola:  By  focusing  on  basics  such  as  quality,  customer 
needs,  and  shorter  product-development  time,  he  hopes  to 
squeeze  out  costs  and  produce  a  more  dynamic  culture.  He 
says  results  should  start  to  show  this  year,  but  he  believes  it'll 
take  three  to  five  years  to  see  dramatic  progress. 

The  go-slow  approach  stands  in  sharp  contrast  to  the  rap- 
id-fire job  cuts  and  reorganizations  practiced  by  many  oth- 
er CEOS  who  parachute  into  troubled  companies.  But  Fish- 
er thinks  cost-cutting  edicts  from  on  high  don't  work  well. 
He  prefers  to  set  tough  goals,  then  let  his  managers  decide 
how  to  achieve  them.  Moreover,  Fisher  fears  drastic  action 
could  kill  Kodak's  golden  goose:  its  consumer  photography 
operation,  which  produces  75%  of  its  operating  profit  on  just 
42%  of  its  revenue.  "There's  no  need  to  take  a  business  with 
the  share  and  profitability  we  have  and  screw  it  up  by  replac- 
ing experienced  managers  and  injecting  outsiders,"  he  says. 

That  leads  to  his  second  goal:  reignite  growth.  Fisher  is 
convinced  that  Kodak's  traditional  film  and  paper  business 
can  grow  at  7%  to  9%  annually  for  the  next  decade,  about 
double  the  growth  rate  in  recent  years.  How?  In  part, 
through  expansion  in  the  fast-moving  economies  of  Asia, 
where  Kodak  has  been  badly  lagging  archrival  Fuji  Photo 
Film  Co.  And  he  sees  dramatic  growth  in  barely  tapped 
developing  markets  such  as  Russia,  India,  and  Brazil.  "Half 
the  people  in  the  world  have  yet  to  take  their  fu'st  picture," 
says  Fisher.  "The  opportunity  is  huge,  and  it's  nothing  fan- 
cy. We  just  have  to  sell  yellow  boxes  of  film." 
"STEP-BY-STEP."  Fisher  is  also  counting  on  strong  gi-owth 
from  Kodak's  thus-far  disjointed  entiy  into  the  digital  imag- 
ing mai'ket.  Kodak's  boss  has  gathered  the  company's  fai-flung 
digital  pi'ojects  into  a  single  division  and  hired  Carl  Gustin,  a 
former  Apple  Computer  Inc.  and  Digital  Equipment  Corp. 
mai'keting  executive,  to  head  the  unit.  By  embracing  digital 
technology,  he  hopes  to  enhance  photogi'aphy — and  encourage 
more  picture-taking.  "The  future  is  not  some  harebrained 
scheme  of  the  digital  Inforaiation  Highway  or  something,"  he 
says.  "It's  a  step-by-step  progression  of  enhancing  photogi'a- 
phy using  digital  technology." 

The  new  emphasis  on  digital  technology  is  already  produc- 
ing results.  Early  in  1995,  Kodak  will  relaunch  its  poorly 
marketed  Photo  CD  product  to  make  it  more  useful  to  milhons 
of  desktop  personal  computer  users  (table).  Another  prom- 
ising product:  the  new  CopyPrint  station,  which  uses  digi- 
tal technology  to  make  enlargements  from  ordinary  prints 
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Cover  Story 


MAKING  PHOTO  CDs 

Fisher  has  unified 
the  company's 
disjointed  efforts  in 
digital  technology 


(page  68).  None  is  exactly  revo- 
lutionary. But  again,  the  model  is 
Motorola,  which  succeeded  by 
pushing  low-cost  electronics 
items  that  turned  into  hits.  "I'd 
bet  we  have  at  least  one  home 
run  of  the  sort  Motorola  hit  in 
cellular  telephones,"  says  Fisher. 
It's  a  tantalizing  turnaround 
plan.  But  so  far,  critics  complain,  progress  is  slow.  Few  on 
Wall  Street  expect  good  news  on  Jan.  31  when  Kodak 
announces  its  1994  results.  The  company  has  already  hint- 
ed at  more  restructuring  charges.  Analyst  B.  Alex  Hender- 
son of  Prudential  Securities  Inc.  estimates  that  Kodak's  earn- 
ings from  continuing  operations  fell  4%  last  year,  to  $953 
million,  as  its  revenues  rose  by  7%,  to  $13.7  billion.  At  around 
48,  Kodak  stock  is  little  changed  since  Fisher's  arrival  in 
December,  1993. 

TOUGHER  THAN  MOTO.  Even  some  Fisher  boosters  caution 
that  he  has  taken  on  a  monumental  task.  The  core  photogra- 
phy business  is  bnital,  marked  by  gi-owing  cajjacity  and  fall- 
ing prices.  Just  to  keep  j^rofits  flat,  Kodak  needs  to  cut  man- 
ufacturing costs  substantially  eveiy  year.  "This  is  a  tougher 
challenge  than  Motorola,"  says  Richard  S.  Braddock,  former 
chairman  of  Medco  Containment  Sei-vices  Inc.  and  a  Kodak 
outside  director.  "Kodak  has  very  high  shares  and  high  mar- 
gins. That's  a  difficult  combination.  While  tiying  to  be  aggi-es- 
sive,  you're  also  trying  to  defend  what  you  have." 

In  the  digital  imaging  arena,  Kodak  has  a  very  different 
problem:  It's  just  one  of  many  hopefuls  in  a  nascent  industry. 
By  its  own  count,  Kodak  faces  no  fewer  than  599  global  com- 
petitors working  on  optical  storage  technology  that  could  chal- 
lenge its  Photo  CD.  And  other  rivals  are  chasing  after  the 
emerging  digital  market.  Casio,  for  example,  just  introduced 
a  .$700,  feature-laden  digital  camera.  In  other  niches,  ranging 
from  scanners  to  printers,  Kodak  faces  such  giants  as  Canon, 
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Fujitsu,  Sony,  and  Hew 
lett-Packard.  "Kodal 
has  some  good  technol 
ogy,"  says  Jacques  F 
Kauffmann,  an  imaging 
consultant  in  Wilmette 
111.  "But  they  haven'' 
yet  shown  any  out 
standing  products.  Sc 
far,  they're  just  om 
player  among  many." 

And  fixing  a  deeplj 
ingrained  culture  in 
company  with  88,00( 
employees  could  prov( 
harder  than  Fishei 
realizes.  Lower-leve 
staffers  complain  thai 
the  changes  haven't 
filtered  down  to  them 
decision-making  is  sti! 
[jainstakingly  slow 
and  they  remain  con- 
fused about  Kodak's 
liirection.  Many  skep- 
tics would  agree  with 
I  he  assessment  of  £ 
inngtime  institutional 
iivestor  in  Kodak 
■'Fisher  is  a  great 
manager  in  a  toug 
environment,"  he  says 
"In  a  situation  like' 
that,  very  often  the  environment  wins." 

Still,  even  the  naysayers  aren't  about  to  count  Fisher  out.| 
Few  CEOs  boast  his  credentials  as  a  technologist  and  manag-| 
er.  After  getting  his  PhD  in  applied  mathematics  from  Bro-wnl 
University,  he  started  as  a  scientist  at  Bell  Labs.  In  1976,  heS 
moved  into  management  at  Motorola,  where  he  quickly  made! 
his  mark  as  head  of  the  pager  division  by  breaking  into  the| 
Japanese  market.  In  1988,  Fisher  took  on  the  CEO's  title.  I 
As  Motorola's  CEO,  Fisher  excelled  at  motivating  people,|. 
pushing  decision-making  down  and  picking  among  the  com-i 
pany's  many  promising  technologies.  Profits  more  than  dou  ' 
bled  during  his  tenure.  But  when  the  Kodak  search  commit- 
tee came  calling,  Fisher  was  ready  to  listen.  "I  was  already 


Kodak's  New-Product  Offensh 

ADVANCED  PHOTOGRAPHIC  SYSTEM  "Smart"  film  and  came 
be  introduced  in  1996.  Stores  data,  such  as  shutter 
speed,  on  film  as  each  picture  is  taken, 
permittmg  much  finer  processing 
and  printing. 

IMPROVED  SINGLE-USE  CAMERA 

To  be  introduced  in  the  U.S. 
this  spring.  Sleek  plastic 
design  and  better  flash  mark 
big  improvement  over 

old  disposable  cameras. 

PHOTO  CD  Relaunch  plannec 
'        March.  Kodak  will  seek  t( 
revive  product  by  market 
it  to  desktop-computer  usj 


er  usj 


KODAK'S  DEBT  LOAD  IS  DOWN  THOUGH  SALES  GROWTH  IS  SLOW  AND  PROFITS  ARE  UNEVEN 


rA:  COMPANY  REPORTS,  BUSINESS  WEEK,  PRUDENTIAL  SECURITIES  INC  'AFTERTAX  RESULTS,  EXCLUDING  RESTRUCTURING  CHARGES  AND  SPECIAL  ITEMS 


iccess,"  he  recalls.  "But  I  was  too  young  to  begin  to  think 
ut  the  end  of  my  career.  This  was  a  chance  to  take  a  great 
ipany,  like  Kodak,  that  was  having  some  transient 
blems,  and  build  it  back  up  into  one  of  the  world's  great- 
companies."  A  $2  million  salary,  $5  million  signing  bonus, 
some  juicy  stock  options  helped  seal  the  deal. 
)nce  he  arrived,  it  didn't  take  Fisher  long  to  focus  on 
lak's  most  visible  problem:  its  balance  sheet,  weighed  down 
".early  $7.5  billion  in  debt.  Much  of  that  was  the  result  of 
t  acquisitions,  notably  Sterling  Drug  Inc.  in  1988.  A  lot  of 
cash  being  generated  by  photography  was  going  to  ser- 
!  debt  instead  of  funding  new  products  and  businesses.  "We 
•e  going  to  milk  the  imaging  business  to  death,"  says  Fish- 
By  FebiTiary,  1994,  he  decided  on  a  dramatic  measure:  sell 
sprawling  health  and  household-products  divisions. 
ITODIAL  MENTALITY.  The  resulting  auctions  brought  in 
>  billion.  By  yearend,  Kodak's  debt  was  down  to  $1.5  bil- 
,  cutting  annual  interest  payments  by  80%,  to  $120  million, 
le  freeing  up  much  of  the  company's  cash  flow  to  back 
tier's  new  strategy.  Just  as  important,  the  massive  sale 
isformed  Kodak  from  a  conglomerate  to  a  narrowly  fo- 
sd  imaging  company,  making  it  easier  to  manage. 
iodak  executives  say  the  quick  decision  to  sell  the  non- 
.ging  operations  was  vintage  Fisher.  He  rarely  handles  a 
;e  of  paper  twice  and  usually  gives  executives  a  decision 
the  spot.  That's  a  dramatic  change  at  a  company  where 
ralysis  by  analysis"  had  become  an  art.  "People  can  study 
■oblem  around  here  forever,"  says  Leo  J.  Thomas,  the  exec- 
re  vice-president  who  heads  the  imaging  group.  "George 
a  willingness  to  use  the  80/20  rule,"  which  holds  that  it's 
L  to  be  right  just  80%  of  the  time  if  you  act  quickly, 
^he  push  for  quick  decision-making  is  part  of  a  broad  cam- 


LPRIMTERS  Kodak's  $10,000  thermal  printer  is  a 
leader,  producing  near-photographic-quality 
Company  aims  to  get  $1,000  version  to  market  in 

NT  STATION  Allows  consumers  to  make  high-quality 
and  enlargements  from  ordinary  prints,  not  nega- 
n  hundreds  of  photo  stores  already.  Combines  a 
scanner,  PC,  and  thermal  printer. 

iKE  CAMERA  Introduced  in  mid 
Has  Apple's  name  on  it,  but 
makes  it.  First  low-cost 
$700)  digital  camera  for 
D  applications. 

iOLD  FILM  Replacement  for 
g  high-end  Ektar  film  is 
veil. 


paign  by  Fisher  to  overhaul  Kodak's  lethargic  cultur-e.  When 
Fisher  arrived,  he  found  an  insular  company  that  venerated 
authority  and  frowned  on  confrontation.  "It  was  so  hierarchi- 
cally oiiented  that  eveiybody  looked  to  the  guy  above  him  for 
what  needed  to  be  done,"  he  says.  That  led  to  diffusion  of 
responsibility:  "How  can  you  hold  a  person  accountable  if 
you've  had  three  overrides  on  his  decision?"  he  asks.  Having 
been  beaten  down  so  long,  he  says,  Kodak  developed  a  custo- 
dial mentality  geared  to  protecting  current  businesses  rath- 
er than  seeking  new  frontiers.  "Why  is  Kodak  in  such  a  state 
of  doldrams  and  Motoi'ola  so  vibrant?"  he  asks.  "One  diives  for 
growth,  and  the  other  doesn't.  You  have  a  different  mental  atti- 
tude when  you  drive  for  growth.  You  don't  just  try  to  figure 
out  how  to  manage  your  way  through  existing  markets." 

To  help  break  down  the  ligid  hierarchy  and  get  his  message 
across  to  all  layers  of  the  com- 
pany. Fisher  has  turned  himself 
into  an  ambassador  of  informal- 
ity. Low-key,  genial,  he  almost  , 
never  I'aises  his  voice  or  shows  IG^llIlSS 
anger.  Past  Kodak  CEOs  tended  " 
to  be  aloof  and  autocratic.  But 
managers  liken  Fisher's  style 
to  that  of  a  coach — or  a  parent. 
"It's  like  talking  to  your 
father,"  says  Carl  F.  Kohrt, 
general  manager  of  the  $1.6  bil- 
lion health  sciences  unit.  "You 
don't  want  to  disappoint  him." 

Fisher  is  also  far  more 
accessible  and  visible  than  pre- 
vious Kodak  CEOs.  He  fre- 
quently pops  in  on  researchers 
for  updates  on  projects  and 
chats  casually  with  staffers  in 
the  cafeteria,  where  he  bi'eak- 

fasts  almost  every  workday — invariably  on  a  bowl  of  Special 
K  cereal  and  a  mug  of  coffee.  Employees  are  invited  to  send 
him  E-mail  messages,  and  they  do — as  many  as  30  a  day.  His 
secretary  prints  them  out,  and  he  usually  responds  the  next 
day  with  handwritten  notes  on  the  printouts — a  personal 
touch  staffers  seem  to  appreciate. 

More  important.  Fisher  is  tiying  to  teach  his  managers 
that  Kodak's  ulti^nate  fate  rests  on  them.  Dming  management 
presentations,  Fisher  often  flashes  a  slide  with  a  single  word  on 
it:  accountability.  Kodak  managers  have  frequently  missed  tai- 
gets  by  a  mile  and  suffered  no  consequences — ^but  no  longer. 
Fisher  vows.  In  the  annual  planning  process  for  this  year,  he 
worked  hai'd  vnth  executives  on  coming  up  with  realistic  num- 
bers and  has  been  adamant  that  he  will  hold  laggaitls  respon- 
sible. And  in  late  January,  he  plans  to  announce  a  new  manage- 
ment-compensation stnicture  that  will  tie  pay  more  closely  to 
peifoirnance.  Kodak  won't  discuss  details. 

Kodak  executives  concede  that  many  employees  are  reel- 
ing from  the  shift  in  direction.  Staffers  are  also  angered  over 


"People's 


about  the 
company  are 
still  on  a 
roller 
coaster" 
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<  ON  THE  l-WAY 

Few  corporate 
chieftains  can  boast 
Fishers  credentials 
as  a  technologist 


►  A  NEW  SPIRIT' 

Fishers  quick  deci- 
sions and  a  sense  of 
accountabilit^'  are 
still  novel  at  Kodak 


a  Fisher-ordered  cutback  in 
benefits  last  summer.  And  an 
announcement  in  December 
that  800  more  jobs  would  be 
cut  at  the  Kodak  Park  manu- 
facturing complex  in  Roches- 
ter has  further  som'ed  the  air. 
"People's  feelings  about  the 
company  are  still  on  a  roller 
coaster,"  says  Kohrt. 

But  Kodak  execs  say 
there's  progress.  In  the  labs. 
Kodak  never  used  to  measm-e  the  time  it  took  to  complete  pro- 
jects or  even  how  fast  they  were  progressing.  With  Fisher's 
emphasis  on  cycle  time,  managers  have  set  up  fornial  gauges. 

The  labs  are  key  because  the  new,  improved  Kodak  will 
need  things  to  sell.  Fisher  has  been  spending  a  disproportion- 
ate amount  of  time  on  a  subject  dear  to  his  technologist's 
heart:  digital  imaging.  The  term  has  been  around  since  the 
late  1970s,  when  Kodak  executives  first  realized  that  chem- 
ical-based jihotography  faced  a  new  rival.  Images  could  be 
captured  with  digital  cameras,  stored  on  computer  disks, 
altered  with  software,  and  zapped  around  by  phone  wires. 

Kodak  began  frantically  spending  huge  sums  on  digital- 
imaging  ^ad — as  much  as  85  billion  over  the  past  decade.  But 
by  the  tini.c  Fisher  arrived,  little  had  emerged  fi-om  the  labs. 
Some  execi  :\  es  were  gung  ho,  others  feai-ful  of  introducing 
digital  gear  ^at  v.  ould  cannibalize  high-margin  film  and  paper 
sales.  To  comi)ound  the  problem,  product  development  and 
sales  efforts  were  scattered  o\  er  more  than  a  dozen  divisions. 


▲  APPROACHABLE 

Fisher  has  turneci 
himself  into  an 
ambassador  of 
informality 


At  one  point,  Kodak  wasf 
working  on  23  separate  digi  * 
tal  scanner  projects. 

Fisher  ended  the  debate 
Kodak  would  push  full-spee 
into  digital  imaging:  "And 
that  eats  up  some  of  the  fil 
business,  so  be  it."  He  also 
folded  most  digital  efforts 
into  a  new  Digital  &  Applied 
Imaging  Div.  To  run  it,  he 
turned  to  Gustin,  one  of  sev- 
ex-al  outsidei"?  Fisher  hii-ed  to  help  him  re\italize  Kodak's  man- 
agement. An  ebullient  fonner  advertising  executive  who  talks 
at  a  rapid  clip,  Gustin  says  he  was  amazed  at  the  technology' 
languishing  in  Kodak's  closet.  Outsiders  agree  that  Kodak  has 
top  technology-  in  several  key  digital  imaging  areas.  Among 
them:  color-management  softwai'e  to  ensm-e  true  reproduction 
and  chai-ged-couple  de\ices  (ccDs)  that  act  as  the  eyes  for  dig- 
ital cameras  and  scanners.  One  big  problem,  Gustin  quickly 
sm-mised,  was  lack  of  mai'keting  abihty.  To  help  overcome  that 
drawback,  Gustin  is  on  the  verge  of  hiring  a  half-dozen  expe- 
rienced computer  marketing  executives.  Fisher  has  also  hired 
former  Apple  ChaiiTuan  John  Sculley  as  a  part-time  marketn 
ing  consultant  in  the  digital-imaging  area. 

Thanks  to  the  reorganization,  Gustin  claims  he  and  his 
team  will  soon  silence  critics  who  believe  stodgj'  Kodak  is 
incapable  of  achieving  the  six-month  development  cycles  typ- 
ical in  the  computer  industn*.  Back  in  November,  Gustin  says, 
he  started  a  project  to  develop  a  .$1,000  desktop  version  of  a 
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Outsiders  say  Kodak  has  world-class  technology. 
The  problem  has  been  a  lack  of  marketing  ability 


r-month-old,  $10,000  color  thermal  printer  that  spits  out 
h-quality  color  images  on  special  paper  using  a  heat-trans- 
process.  That  version  weighs  about  60  pounds  and  has  500 
ts.  In  less  than  a  month,  he  says,  Kodak  engineers  built 
1-pound,  65-part  pi'ototype  with  better  performance  specs. 
Justin  pi-omises  a  raft  of  new  digital  products  eai-ly  next 
r.  In  addition  to  the  less  expensive  theimal  piinter,  he's  aim- 
to  introduce  a  $300  digital  scanner  and  a  digital  camera  in 
$300  range.  Apple's  QuickTake  digital  camera,  made  by  Ko- 
:,  is  among  the  cheapest  now  on  the  market,  at  $700. 
itin's  division  had  revenues  of  about  $500  million  in  1994, 
ghly  4%  of  Kodak's  total  sales.  Gustin  has  told  Fisher  that 
/lU  grow  by  67%  in  1995  and  will  take  anothei'  leap  the  fol- 
ing  yeai'.  Meanwhile,  Gustin  is  looking  to  resmrect  Ko- 
:'s  faltering  Photo  CD  project.  Launched  m  mid-1992,  it  was 
ly  misdirected  at  the  consumer  mai'ket  as  a  high-tech  way 
see  photos  on  TV.  But  few  photo  buffs  wanted  to  spend 
ut  $1  to  transfer  each  snapshot  to  a  compact  disk.  In 
[•ch,  Kodak  wiU  relaunch  Photo  CD,  this  time  aimed  at  the  PC 
r.  By  adding  software  to  each  Photo  CD  platter,  Kodak 
IS  to  make  it  easier  to  retrieve  photos  and  use  them  in  elec- 
lic  documents.  A  pei-sonnel  manager,  for  example,  could  load 
hoto  CD  with  pictui'es  of  employees  into  a  CD-ROM  chive  and 
ate  an  organizational  chait  complete  with  photos. 
Uthough  digital  imaging  embraces  everything  from  Sega 
eo  games  to  on-demand  cable-TV  movies,  Kodak  is  stick- 
mostly  to  its  historical  niche  of  color  still  images.  That's 
lenty  big  enough  market,  says  Gustin,  who  says  Kodak 
its  to  make  it  cheap  and  easy  for  people  to  use  high-qual- 
images  in  everything  from  real  estate  listing  sheets  to 
ool  essays.  But  Kodak 
isn't  have  the  clout  or  the 
hnology  to  do  it  alone, 
it's  why  Fisher  and  Gustin 
e  been  trying  to  get  other 
ustry  players  to  adopt 
iak's  technologies  as  stan- 
ds in  the  computer  and 
Itimedia  worlds.  Fisher's 
tinum  Rolodex  of  infor- 
tion-industry  contacts  has 
:n  crucial  in  the  hunt.  He 

used  his  contacts  at  the 
iversity  of  Ilhnois'  Nation- 
'enter  for  Supercomputing 
plications  in  a  drive  to  get 
3to  CD  accepted  as  a  stan- 
d  for  sending  images  over 
Internet.  He  has  also  met 
h  other  corporate  heavy- 
ights  —  among  them 
?rosoft's  Bill  Gates  and 
itt  McNealy  of  Sun  Micro- 
tems — to  discuss  licens- 

and  partnership  deals. 
;rosoft  will  include  Kodak's 
3r  management  standards 
ts  Windows  95  operating 
tem.  Kodak  also  says  it's 
I'king  with  leading  tele- 
1  companies  on  ways  to 
ke  it  easier  to  send  images 
:r  phone  lines.  And  on  Jan. 


17,  Kodak  said  it  would  license  a  technology  from  Live  Pic- 
ture Inc.  that  will  speed  image  processing  on  Photo  CDs.  Oth- 
er deals  should  be  announced  in  the  first  cjuarter. 

Again,  while  the  strategy  sounds  fascinating,  skeptics 
abound.  Bob  Goldstein,  president  of  ZZYZX  Visual  Systems, 
a  Los  Angeles  imaging  lab,  is  one  of  the  leading  Photo  CD 
users  in  the  country.  But  he  has  been  frustrated  because  key 
enhancements,  such  as  the  ability  to  encrypt  images,  have 
been  repeatedly  promised  by  Kodak  but  never  delivered. 
"I'm  going  to  reserve  judgment  until  I  see  the  products  actu- 
ally hitting  the  street,"  he  says. 

TRANSFORMATION.  Others  point  out  that  Kodak  has  never 
been  good  at  manufacturing  electronic  geai'  in  high  volumes 
and  low  cost.  Nearly  all  of  its  eciuipment  is  aimed  at  the  less 
competitive,  pricey  end  of  the  mai-ket,  from  copiei-s  to  scanners. 
And  when  Kodak  tried  to  sell  consumei-  products  in  the  past — 
8mm  camcorder,  videotape,  even  batteries — it  quickly  ch-opped 
out  when  the  competition  got  too  stiff.  "They're  going  into  a 
totally  different  business,  with  totally  different  distribution 
channels  and  much  sKmmer  margins,"  says  one  fonner  Kodak 
executive.  "They  have  an  incredibly  long  road  ahead." 

Fisher  concedes  Kodak  is  still  feeling  its  way  in  the  digital 
world.  His  aim  is  to  get  an  array  of  new  products  and  services 
to  the  markets  and  figure  which  ones  work — and  make  a 
course  correction.  Meanwhile,  Fisher  is  counting  on  a  revolu- 
tionary new  film-and-camera  system  to  expand  the  consumer 
photogi'aphy  market.  Developed  in  partnership  with  five  Jap- 
anese companies,  including  Fuji,  Canon,  and  Nikon,  the 
Advanced  Photographic  System  (aps)  is  scheduled  for  launch 
in  early  1996.  Its  drop-in  film  cartridges  will  eliminate  the 

problem  of  misloading.  More 
important,  APS  cameras  will 
digitally  record  information 
such  as  shutter  speed  and 
aperture  on  a  magnetic  strip 
running  across  the  film  spool. 
That  data  will  help  a  new  gen- 
eration of  photo-processing 
gear  churn  out  better  prints. 

Based  on  the  grow^th  spurt 
that  accompanied  prior  new 
film  standards,  such  as  the 
Instamatic,  110,  and  Disc  for- 
mats, Kodak  sees  a  nice  uptick 
in  film  and  camera  sales.  But 
with  heavy  investment  needed 
to  start  APS  production,  it's 
less  certain  that  profits  will 
surge  as  quickly,  aps  could  dis- 
place liigher-margin,  ti-adition- 
al  35mm  sales.  Another  dan- 

DIGITAL  DEVELOPMENTS 

To  lift  Kodak's  stature 
in  electronic  imaging, 
Carl  Gustin  plans  to 
roll  out  a  new  digital 
camera  and  resurrect 
the  Photo  CD  project 
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ger:  Kodak  developed  the  Disc  and  110  film  standards  itself. 
This  time,  it  ^A^11  be  in  a  foot  race  with  the  Japanese. 

Still,  as  he  demonstrated  at  Motorola,  Fisher  isn't  afi-aid  of 
Japanese  competition.  Indeed,  he  has  made  expansion  into  Asia 

and  developing  mar- 
kets, often  dominated 
by  Fuji,  another  top 
priority.  That  reflects 
his  \iew  that  Kodak,  which  has  close  to  half  of  the  global  pho- 
tography mai'ket,  has  missed  big  gi'owth  opportunities  outside 
the  U.  S.  "For  some  reason,  and  I  don't  fully  understand  why, 
we  went  to  sleep,"  says  Fisher.  Kodak  won't  discuss  details  of 
the  new  market  push,  but  Fisher  has  already  made  three  trips 
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to  China.  And  he  appointed  one  of  Kodak's  most  senior  exec 
utives.  Executive  Vice-President  William  Prezzano,  to  head  i 
new  thrust  into  China,  Taiwan,  and  Hong  Kong. 

It's  all  part  of  the  broad  transformation  Fisher  believes  ii 
finally  taking  hold  at  Kodak.  In  a  recent  speech  to  a  gi-oup  o: 
employees,  he  concluded  with  this  quote  from  Niccolc 
Machiavelli's  The  Prince:  "There  is  nothing  more  difficult  t( 
take  in  hand,  more  perilous  to  conduct,  or  more  uncertain  ir 
its  success,  than  to  take  the  lead  in  the  introduction  of  a  new 
order  of  things."  Or,'he  added,  more  invigorating.  But  then 
if  Fisher  didn't  want  a  challenge,  he  would  still  be  chairmar 
of  Motorola. 

By  Mark  Maremont  in  Rochester,  N.  Y 


THE  TIMES  OF  YOUR  LIFE-AS  MANY  TIMES  AS  YOU  WANT 


It  was  a  classic  Kodak  moment:  A 
photo  of  my  father  carrying  my 
three-year-old  daughter  on  his 
shoulders,  framed  by  the  colors  of  a 
New  England  autumn.  Naturally,  I 
had  misplaced  the  negative.  No  mat- 
ter. Standing  in  front  of  a  new 
Kodak  CopyPrint  Station,  I  slipped 
my  snapshot  into  something  resem- 
bling a  small  photocopier.  I  pushed  a 
few  buttons  on  a  touch  screen, 
selecting  two  5x7  prints.  Five  min- 
utes later,  the  copies  came  out  of  a 
nearby  thermal  printer.  To  my 
untrained  eye,  they  were  nearly 
perfect  duplicates. 

Introduced  in  the  U .  S. 
in  July,  the  CopyPrint  is 
Eastman  Kodak  Co.'s  bold- 
est attempt  to  apply  digi- 
tal imaging  technology^ 
to  amateur  photography. 
And  it's  getting  rave 
reviews.  Atlanta-based 
Wolf  Camera  Inc.  installed 
70  of  the  827,000  machines 
in  its  stores  in  early 
November.  And  consumers 
seem  willing  to  pay  a  little 
extra  for  the  instant  grat- 
ification: An  8x10  Copy- 
Print  enlargement  retails 
for  about  .$10,  compared  with  $7 
normally.  "It's  the  biggest  hit  we've 
had  in  years,"  savs  President  and 
CEO  Charies  R.  Wolf.  Most  Wolf 
Camera  stores  have  at  least  doubled 
enlargement  sales,  he  says,  and 
some  have  had  a  fivefold  increase. 
OFF  THE  SHELF.  In  the  past,  Kodak 
has  tried  to  boost  sales  by  encoui'ag- 
ing  people  to  take  more  pictures.  But 
that  ignored  a  vast,  untapped  mar- 
ket: the  98%  of  photos  that  are  nev- 
er copied  or  enlarged.  The  company 
hopes  to  change  that  by  making  it 
easier  and  more  enjoj^able  for  consu- 
mei-.<  to  copy  their  photos  and  use 
them  as  gifts.  It's  also  betting  that 
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the  easier  enlargement  process  could 
lead  to  more  picture-taking — and  to 
big  sales  of  the  special  paper  and 
dyes  used  in  CopyPrint  machines. 

The  idea  for  the  CopyPrint  sta- 
tion originated  back  in  1993,  before 
the  arrival  of  ceo  George  M.  C. 
Fisher.  Market  research  showed 
that  many  consumers  don't  make 
enlargements  because  they've  lost 
their  negatives,  or  they  simply  don't 
want  the  hassle  of  dropping  off  and 
picking  up  an  enlargement  order 
that  can  take  days  to  fill. 

Befitting  the  company's  new  flex- 


ibility under  Fisher,  managers 
moved  quickly  by  buying  off-the- 
shelf  components  to  build  the  Copy- 
Print  Station.  The  machine's  scan- 
ner, which  transforms  a  photo 
image  into  digital  bits  and  bytes,  is 
made  by  Epson.  It  also  uses  a  Sun 
Sparc  microprocessor  and  worksta- 
tion to  help  manipulate  the  informa- 
tion. Kodak  contributed  a  high-qual- 
ity thermal  printer  and  proprietary 
software  to  ensure  true  color 
reproduction. 

The  new  product  was  test-mar- 
keted in  Perth,  Australia,  in  early 
1994.  Results  far  exceeded  expecta- 
tions: The  average  shop  nearly 


quadrupled  its  weekly  enlargement 
business,  to  about  80  orders.  Many 
were  treasured  family  portraits 
being  copied  by  people  over  55  who 
had  long  ago  lost  the  negatives. 
Kodak  says  several  thousand 
machines  will  be  installed  around 
the  world  over  the  next  couple  of 
years  but  won't  provide  any  detailed 
information. 

One  drawback  is  that  the  Copy- 
Print  Station  allows  only  limited 
manipulation  of  images,  such  as 
simple  cropping.  But  Kodak  began 
selling  a  $40,000  Digital  Enhance- 

DUPE-IT-YOURSELF 

So  far,  Kodak's 
CopyPrint  enlarge- 
ment stations  are 
a  smash 

ment  Station  in  November 
that  has  far  more  features. 
Intended  for  use  behind 
the  counter  by  photo 
retailers,  the  costlier  prod- 
uct can  correct  flaws  such 
as  red-eye.  And  it  can  turn 
prints  into  gifts,  such  as 
greeting  cards  and  mock  magazine 
covers.  Kodak  promises  more  to 
come,  including  a  $69,000  machine, 
due  out  in  April,  that  will  allow 
consumers  to  do  much  of  this 
themselves. 

Nobody's  more  excited  about  the 
enlargement  products  than  Fisher. 
"It's  a  striking  example  of  how  we 
can  show  consumers  they  can  do  a 
lot  more  with  their  pictures  than 
shove  them  in  the  shoebox."  In  the 
process.  Fisher  wants  to  milk  that 
Kodak  moment  as  many  times  as 
possible. 

By  Mark  Maremont 
in  Rochester,  N.  Y. 
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What's  really  holding  your  company  back? 


You'll  find  out  when  you  discover  your  real 
siness  problems — the  ones  liidden  in  your 
iderlying  business  practices. 

And  that's  where  our  proprietary  knowledge 
se  of  Global  Best  Practices  can  help. 

In  our  traiiied  hands,  it  lets  us  compare 
ur  operating  practices  to  the  best  in  the  business 
Drld — witliin  your  own  industry  and  across 
?  board. 

So  we  can  gain  insight  iiito  what's  slowing 
lU  down.  And  roll  out  more  creative  ways  to  help 
lU  reengineer  your  operations. 

It's  designed  to  be  the  most  thought-provok- 
5  resource  of  its  kind.  Driven  by  an  advanced 
•plication  of  CD-ROM  teclinology.  Updated 


throughout  our  global  network.  And  unsurpassed 
in  its  depth  and  scope. 

To  see  a  demonstration  of  our  knowledge  base 
or  receive  a  brochure,  call  1-800-445-5556,  today. 
And  find  out  how  we  can  help  you  make  lasting 
progress — on  paper  and  in  practice. 


Best  Practices. 
Putting  insight 
into  pmcticer 

Arthur 
Andersen 


'94  Arthur  Andersen,  Arthur  Andersen  &  Co,  SC.  All  rights  reserved. 
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HP_VecSaVt2-Ees 

HP  quality  in 
value-priced  PCs,  from 
SI. 119 


HP  VectTf  IM2  PCs 

High-performance 
network-ready 
PCs  in  a  slimline 
package,  from 
SI, 459 


HP  M2  PCs 

High-performance 
PCs  for  tfie  connected 
office,  from 
SI. 509 


HP^^ectraXM2PCs 

Exceptional  486 
performance  for 
advanced  business 
use,  from 
81.779 


HP  Vectra  XUPCs 

The  ultimate  PCs 
for  advanced  business 
and  technical 
applications,  from 
S3 .279 


HP_yectr^Jrrteract!vePCs 

Integrated  multimedia 
and  communications 
solutions  for 
business,  from 
81.559 


HP  offers  a  full  3-year 
warranty  on  all  PCs, 
including  1-year  on-site 
and  2-year  carry-in. 
For  more  information,  call 
1-800-322-HPPC,  Ext.  8781. 


MICROSOFT. 
WTNDOVS 


All  pric&s  include 


hard  disk  dr.velVL2-.N2-.  M2  .  .mer3«. 


.  PCs  ,  XM2  210MB  IDE 


,E:  XU-270MB  SCSI-2   P-.ces  So  "oi 


,„cn„o-s  M.cr  osofi  and  the  W.r.dows  looo  a.e  -eg 


Windows  iS  a  tradernark  of 


D  PCs 
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looking  at 
partnership 
in  a  whole 
new  light. 

If  you  have  PCs  on  a  network, 
hardware  and  software  compat- 
ibility is  undoubtedly  one  of 
your  biggest  concerns.  You 
need  to  know  who's  talking 
to  whom. 

And  you  can  start  by  talking 
to  Hewlett-Packard.  Together 
with  partners  like  Intel, 
Microsoft^  Novell  and  others, 
we're  developing  technology 
that  ensures  true  compatibili- 
ty, across  the  board  and  across 
the  network.  So  your  PC  runs 
everything  it's  supposed  to, 
wherever  it's  supposed  to. 
p-™~~~^^      Because  if  it 


HP 

PCs 


doesn't  work  in 
your  environ- 
ment, it  doesn't 
work  at  all. 


Wk'JM  HEWLETT® 

mUrM  PACKARD 


)n  Pentium  and  the  Intel  inside  logo  are  U.S.  trademarks  of  Intel  Corporation.  'For  a  nominal  fee,  a  1-year  on-site  s 
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Science  &  Technology 


REGULATION 


IS  THE  FDA 

HOOKED  ON  CAUTION? 

It  faces  fresh  wrath  from  the  right,  which  sees  excessive  regulation  and  slow  approval 


When  his  heart  needed  help  a 
few  years  ago,  Peter  A.  Chev- 
alier shouldn't  have  had  any 
trouble  getting  the  most  ad- 
vanced pacemaker  He  was  then  a  re- 
search and  development  chief  at  Med- 
tronic Inc.,  a  leading  medical-device 
maker  Although  the  company's  newest 
pacemakers  were  on  sale  in  Eiu'ope,  the 
U.  S.  Food  &  Drug  Administration 
hadn't  approved  them,  forcing  Cheva- 
lier to  use  an  older,  inferior  model.  Now, 
says  Chevalier,  the  FDA  is  holding  up 
approval  for  Medtronic's  latest  device, 
which  offers  a  better  method  of  adjust- 
ing heart  rates  based  on  the  body's 
needs.  "In  an  attempt  to  ehminate  all 
risks,  the  fda  is  delaying  the  entry  of 
new  technology,"  he  fumes.  "We  have 
a  situation  bordering  on  a  crisis." 

Chevalier's  is  just  one  voice  in  a  chor- 
us of  criticism  being  leveled  at  the  fda 
these  days.  Conservatives  charge  that 
the  agency  and  its  activist  chief,  David 
A.  Kessler,  have  let  thousands  die  by 
not  approving  lifesaving  dmgs  and  de- 
vices fast  enough,  gop  lawmakers  vow 
to  take  a  close  look  at  the  fda,  which 
regulates  one-quaiter  of  the  U.  S.  econ- 
omy. "There  will  be  an  effort  to  look 
at  the  agency  and  say:  'You've  failed 
the  American  public  in  many  ways. 
Come  in  and  justify  yourself,' "  warns 
Representative  David' M.  Mcintosh  (R- 
Ind.),  chairman  of  a  new  government 
reform  and  oversight  subcommittee  on 
economic  growth  and  regulation. 
FROZEN  AINT  "FRESH."  Some  on  Capitol 
Hill  are  considering  an  overhaul  of  how 
the  $970  million  agency  works.  Among 
the  most  radical  ideas:  no  longer  re- 
cjuiring  proof  that  drugs  are  effective 
as  well  as  safe,  and  fanning  out  product 
approvals  to  private  organizations,  as 
some  European  nations  do.  Some  would 
let  just  about  any  drug  or  device  be 
sold  without  agency  review  as  long  as 
it's  labeled  "not  FDA-approved." 

At  the  veiy  least,  say  many  industry 
executives,  Congi'ess  should  rethink  the 
FDA's  role  as  both  an  enforcement  and 


Kessler's  stepped-up  enforcement  may 
be  taking  resources  away  from  product 
reviews.  "Protecting  the  public  health 
means  approving  new  dioigs  as  fast  as 
possible — rather  than  devoting  massive 
resoiuTes  to  go  after  the  word  'fresh'  on 
[frozen]  orange  juice,"  says  Kenneth  P. 
Berkowitz,  recently  retired  vice-pres- 


H  There  is 
a  clash 
between  the 
right  of  the 
individual 
[to  get  any 
drug]  and 
the  duty  of 
government 
to  prevent 
harm?? 

—  DAVID  A.  KESSLER 
FDA  Commissioner 


ident  at   Hoffmann-La   Roche  Inc. 

The  odds  of  radical  change  are  slim, 
however.  The  fda  points  out  that  ever 
since  the  thalidomide  disa.ster  more  than 
30  years  ago,  CongTess  has  demanded 
that  the  agency  ensure  that  drags  are 
both  highly  safe  and  effective. 

The  key  question  is  whether  or  not  to 
change  how  the  agency  balances  risks 
and  benefits.  Should  the  FDA  go  further 
in  allowing  greater  risks  for  drags  and 
devices  that  could  be  the  only  hope  for 


Should  it  give  doctors  more  latitude 
deciding  whether  treatments  work? 

Such  trade-offs  may  have  their  pr 
Consumer  advocates  and  even  so 
drag  companies  are  nervous  about  i 
effort  to  weaken  the  fda's  vetting  p 
cedures.  "The  very  high  standard 
fda  review  gives  the  medical  comr 


nity  confidence  in  prescribing  dra^ 
thus  boosting  sales,  explains  one  1: 
tech  executive,  gop  politicians  real 
that  if  they  alter  this  balance  or  weal 
fda  oversight,  they  risk  being  blan 
for  future  disasters.  No  one  wants  a 
asco  like  the  1989  generic-drug  fl 
when  dragmakers  repeatedly  deceivec 
and  bribed — a  weak,  toothless  agenc 
While  the  debate  over  standards  g 
on,  FDA  defenders  note  it  is  already 
sponding  to  long-standing  criticism 


;ler  declined  to  be  interviewed.  Hut 
officials  say  the  agency  is  on  target 
leet  1997  goals  of  slashing  review 
s  from  21/'  years  to  less  than  1  year 
ill  drags  thanks  in  part  to  1992  leg- 
ion that  lets  it  charge  for  applica- 
5.  "By  1997,  industry  will  realize 

drugs  are  approved  faster  here 

anywhere  else  in  the  world,"  says 
p  FDA  official.  Even  some  industiy 
utives  agi'ee  that  the  agency  should- 
)e  bashed  for  all  delays  and  rejec- 
;.  "If  something  is  no  more  effective 

a  placebo  and  a  company  spends 
ons  on  trials  to  find  that  out,  that's 

the  fda's  fault,"  says  Ascher 
ulewitz,  chief  executive  of  device 
er  XeoVision  Corp. 
FER,  FASTER.  Still,  critics  aren't  sat- 
].  Executives  charge  that  the  fda 
iins  obsessed  with  minimizing  risk, 

keeping  products  off  the  market 
i^ears  (table).  And  to  speed  up  ap- 
als,  the  agency  is  asking  for  more 
cal  data  before  the  review  clock 


at  Washington  University  in  St.  Louis. 

To  some  critics,  nothing  demonstrates 
FDA  foot-dragging  better  than  the  cMck- 
en-pox  vaccine  Varivax.  Since  1981,  this 
vaccine  has  been  tested  safely  on  more 
than  10,000  people  in  the  U.S.  Since 
1984,  2  million  children  in  Europe  and 
Asia  have  had  versions  of  it.  Yet  Vari- 
vax is  still  lumbering  though  the  fda. 

An  FDA  advisory  committee  first  rec- 
ommended approval  in  Januaiy,  1990,  a 
yeai'  after  Merck  &  Co.  sought  the  0.  K. 
Early  last  year,  a  second  panel  pro- 
nounced Varivax  safe  and  effective.  The 
Centers  for  Disease  Control  (CDC)  and 
the  American  Academy  of  Pediatrics 
both  urge  universal  use. 

Yet  the  fda  is  unapologetic  about  its 
tough  stance.  Data  fi'om  20  years'  expe- 
rience in  Japan  and  elsewhere  show 
that  as  many  as  2%  of  inoculated  chil- 
dren develop  mild  cases  of  chicken  pox, 
a  higher  failure  rate  than  other  child- 
hood inoculations.  Regulators  also  wony 
that — yeai's  later — Vaiivax  might  sj^awn 


The  FDA  Under  Siege 

Conservative  critics  charge  that  FDA  red  tape  is  killing  indus- 
tries-and  people-by  keeping  valuable  products  off  the  market. 
Here  are  some  of  the  cases  they  cite-and  the  FDA's  response: 


CRITICS  CHARGE . 


The  FDA  could  have  prevented  - 
thousands  of  heart-attack  deaths 
by  approving  tests  of  the  "cardio- 
pump,"  used  for  CPR. 


Alzheimer's  victims  suffered  when 
the  FDA  took  seven  years  to  approve 
tacrine. 


THE  FDA  RESPONDS... 


The  pump  may  not  work  any  bet- 
ter than  ordmary  CPR.  And  there's 
no  way  to  get  the  victim's  consent. 


The  drug  has  severe  side  effects. 
Years  of  testing  showed  hmited 
efficacy. 


By  not  approving  the  Sensor  Pad 
to  help  detect  breast  lumps,  the  FDA 
placed  thousands  of  women  at  risk. 


Chicken  pox  vaccine,  under  devel- 
opment for  21  years,  is  still  not 
approved  by  FDA. 


Advanced  pacemakers  are  avail- 
able in  Europe,  but  not  in  the  U.S. 

ts  ticking,  they  say.  That  actually 
thens  the  time  between  the  start 
evelopment  and  submission  to  the 
.  A  Tufts  University  study  of  FDA 
-ovals  ft-om  1990  to  1992  shows  that 
e  review  time  for  important  drugs 
raged  only  20  months,  compared 
1  31  months  for  all  dnags,  develop- 
.t  time  for  these  key  products  was 
e  vears  lone'er.  "The  fda  nrocess  is 


The  pad  may  actually  make  detection 
more  difficult,  and  the  company 
hasn't  done  the  necessary  trials. 


The  vaccine  might  have  long-term 
detrimental  effects.  Besides, 
chicken  pox  is  not  a  deadly  disease. 


Benefits  of  the  new  device  are  still 
not  established. 


adult  cases  of  the  disease  or  trigger  re- 
lated viral  conditions,  such  as  shingles. 

Varivax  offers  a  classic  example  of 
the  fda's  juggling  act.  How  should  reg- 
ulators assess  risks,  and  who  should 
make  the  final  decisions?  "The  fda  be- 
lieves it  knows  best  how  to  strike  this 
balance,"  says  Alan  M.  Slobodin  of  the 
conservative  Washington  Legal  Foun- 
dation. "P>nt  iTiavbe  it's  better  for  na- 


Alzheimer's  thug  tacrine,  sold  under  the 
brand  name  Cognex.  There's  no  other 
drag  to  treat  this  debilitating  disease, 
which  affects  4  million  Americans.  But 
for  seven  years,  the  agency  refused  to 
clear  tacrine,  prompting  protests  from 
victims,  doctors,  and  families  desperate 
for  anything  that  will  help.  Officials  i-e- 
ply  that  it  took  years  to  show  even  a 
minuscule  benefit  and  that  the  drug  has 
serious  side  effects.  "There  is  a  clash 
between  the  right  of  the  individual  [to 
get  any  dixig]  and  the  duty  of  govem- 
ment  to  prevent  harm,"  Kessler  said  in 
a  1992  speech  defending  the  delay  on  ta- 
crine. He  added  it  would  be  "foolish" 
to  put  "useless  drugs"  on  drugstore 
shelves  just  to  push  products  out  faster. 
DISMAYED.  But  criticisms  from  drug- 
makers  pale  before  complaints  fi-om  the 
medical-device  industiy,  which  lacks  the 
phai'maceutical  companies'  long  histoiy 
of  FDA  scratiny.  Virtually  unregulated 
until  1976,  such  devices  were  examined 
only  for  engineering  performance,  not 
clinical  results,  through  most  of  the 
1980s.  Inevitably,  defective  heart  valves 
and  other  devices  reached  the  market. 
And  when  questions  arose  about  the 
safety  of  others,  such  as  breast  implants, 
Kessler  learned  to  his  dismay  that  the 
agency's  Center  for  Devices  &  Radiolog- 
ical Health  had  no  data  on  them  and 
couldn't  answer  questions  from  Con- 
gress about  the  products'  safety. 

Under  pressui-e  fi-om  both  Kessler  and 
lawmakers,  the  device-review  process 
gTound  to  a  halt.  What's  more,  the  agen- 
cy and  Congi-ess  had  raised  the  bar  for 
new  approvals.  Under  the  Safe  Medical 
Devices  Act  of  1990,  most  devices  need 
to  show  only  that  they  ai'e  "substantially 
equivalent"  to  products  already  on  the 
market.  But  the  law  also  allows  the 
agency  to  ask  for  some  safety  and  effica- 
cy infonnation  if  the  device  contains  new- 
technology.  The  industry  charges  that 
the  FDA  is  using  this  provision  to  re- 
quire far  too  much  evidence.  "It's  not 
the  r'ole  of  the  FDA  to  deteiTnine  relative 
efficacy,"  says  Medtronic's  Chevalier.  In- 
stead, he  says,  decisions  about  which 
products  work  better  "ought  to  be  made 
by  the  medical  commtmity." 

The  fda's  more  exacting  standards 
have  been  a  blow  to  an  industiy  made 
up  mostly  of  small  companies.  "Studies 
have  had  to  be  larger  and  longer  than 
in  the  past,"  complains  J.  Casey  Mc- 
Glynn,  a  Silicon  Valley  lawyer  who  spe- 
cializes in  technolog}'  issues.  That  has 
driven  up  the  cost  of  developing  tiuly 
novel  devices  from  $25  million  to  $75 
million  since  1990,  says  Medtronic  ceo 
William  W.  George,  citing  industiy  fig- 
ures. The  ri.sino'  evnense  has;  dviven 


A  CANDID, 
DRAMATIC 
EXPOSE 
THAT  TAKES 
YOU  TO 
THE  DARK 
SIDE  OF 
MAKING 
MONEY 

From  the  quintessential 
insider.  Gene  Marcial, 
Business  Week's  "Inside 
Wall  Street"  columnist. 

"It's  easy  when  you  know 
how.  It's  easy  when  you're 
connected.  It's  easy  when 
you've  helped  someone 
else  with  the  well-timed 
tip  to  receive  another  in 
return.  It's  easy  when 
there  are  so  many  good 
companies  and  so  much 
information  and  so  many 
people  and  so  much  sheer 
greed.  "  -  gene  marcial 


bookstores  everywhei 


make  the  U.  S.  c-limate  more  hospitable'  3' 
rallying  powerful  allies  such  as  Hous;  ■ 
Speaker  Newt  GingTich  (R-Ga.)  to  thei 
cause.  Ginginch,  who  has  called  Kessle;  i 
"a  bully  and  a  thug,"  has  also  blastel  j 
the  agency  for  refusing  to  allow  tests  41 
a  pump,  available  in  Eiu'ope,  designed  t* 
make  cardiopulmonary  resuscitatio, 
more  effective.  He  insists  that  Ameri 
cans  are  dying  unnecessarily  becaus 
it's  not  available  here.  But  researchei 
Michael  Callaham  of  the  University  q 
Cahfornia  at  San  Francisco  says  tha| 
there's  no  firm  evidence  so  far  that  th^ 
pump  in  question  works  better  thai 
standard  cpr.  And  the  fda  is  reluctani 
to  permit  tests — because  the  patients 
who  are  unconscious,  cannot  give  thei' 
consent. 

The  coming  months  promise  pitche( 
battles  on  all  these  issues.  Even  withii' 
the  FDA,  there's  an  argument  going  oi 
over  whether  the  reviews  for  thousand; 
of  simple,  noncontroversial  devices  sucl 
as  tongue  depressors  might  better  b(;  j 
  ■  i 

Gingrich  calls  Kessler  | 
"a  bully  and  a  thug" 
and  gripes  he  blocked  i 
tests  on  a  pump  ; 

farmed  out  to  private  organizations  | 
Any  significant  change  to  the  fda's  j 
standards,  mission,  or  responsibihties  '■ 
however,  would  require  new  legislation  I 
And  so  fai",  the  agency's  Republican  ciit-  j 
ics  haven't  begun  to  discuss  what  chang-  j 
es — if  any — they  really  want  to  make. 
Indeed,  Congress'  most  recent  actions, 
the  1990  Medical  Device  Act  and  a  1994' 
dietaiy  supplement  bill,  moved  in  the  di-' 
rection  of  stricter  regulation.  What's 
more,  some  aids  activists  say  the  agen- 
cy has  been  approving  some  dnags  too 
quickly,  without  enough  chnical  testing:, 
to  figure  out  the  best  way  to  use  them,:) 
or  even  if  they  work.  Outside  the  Belt-^ 
way,  says  Kenneth  I.  Kaitin,  deputy  di- 
rector of  Tufts  University's  Center  for 
the   Study   of  Drug  Development,* 
"there's  now  less  attention  on  increasing' 
drug  availability  and  more  attention  on 
protecting  the  public."  ! 

Once  again,  the  fda  may  get  caught; 
in  the  middle.  And  just  as  Congress  dids 
in  1990,  lawmakers  will  have  to  gi-applei 
with  a  very  hard  question:  How  will! 
patients  be  served  best?  ! 

By  John  Carey  in  Washington,  with: 
Joseph  Weber  in  Philadelphia  and  Joan'' 
O'C.  Hamilton  in  San  Francisco 
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YABBA  DABBA  DON'T  SWIPE  THIS  TOON 

FRED  FLINTSTONE  NOTWITHSTANDING,  HANNA-BARBERA 

Cartoons  Inc.  is  no  Stone  Age  stuclio.  To  guard  against 
counterfeits  of  its  celluloid  images — which  fetch  $750  and 
up  in  the  collectors'  market— Hanna-Barbera  is  employing 
the  veiy  latest  in  biotechnology.  First,  the  studio  snips 
some  hah"  fi'om  the  head  of  83-year-old  co-founder  Joseph 
Barbera.  Using  a  technique  called  polymei-ase  chain  reac- 
tion, it  isolates  a  fragment  of  Barbei'a's  dna,  then  makes 
millions  of  copies  of  it.  These  copies  are  mixed  into  a  spe- 
cial ink  used  for  Bai'bei-a's  signature  and  a  numbered  seal, 
both  of  which  go  on  the  celluloid  frames,  known  as  eels.  A 
handheld  scannei-  can  instantly  read  the  genetic  ink,  veri- 
fying the  signature  and  checking  the  seal  against  a  data- 
base of  registei'ed  eels.  Co-founder  William  Hanna,  84, 
uses  conventional  ink  for  his  co-signatui'e. 

Hanna-Barbera's  development  paitner,  Los  Angeles- 
based  Art  Guard  Intemational  Inc.,  has  big  plans  and  a 
patent  for-  the  dna  marker  technology.  Ait  Guard  Presi- 
dent Charles  Butland  says  it  could  pi-otect  items  ranging 
from  paintings  to  coins  to  credit  and  I.  D.  cards. 


AKING  A  PAGER  FROM  ISRAEL'S  ARSENAL 


lORMONE 
BK-ME-UP 
R  SENIORS? 

<EW  hormone-replace- 
nt  therapy  appears  to 
e  the  pains  of  aging.  It 
olves  an  adrenal-gland 
mone:  dehydroepiandros- 
one,  or  dhea,  which  usu- 
r  dwindles  by  age  70  to 
lut  10%  of  its  peak  at  age 
Dr.  Samuel  S.  C.  Yen,  an 
locrinologist  at  the  Uni- 
sity  of  California  at  San 
igo,  gave  daily  pills  of 
ithetic  dhea  to  13  men 
I  17  women  aged  40  to  70. 
1  reported  his  research 
;  year  in  the  Journal  of 
nical  Endocrinology  tfe 
tabolisni.  The  results: 
h  of  the  women  and  two- 
rds  of  the  men  in  the 
ible-blind  study  reported 
"increase  in  well-being," 
re  energy,  and  less  mus- 
fatigue.  Sexual  desire 
)eared  to  be  unaffected. 
)HEA  was  discovered  in 
0  by  French  scientist  Eti- 
e-Emile  Baulieu,  who  also 
ated  RU-486,  the  abortion 
,  Although  dhea's  precise 
ction  remains  uncertain, 
I's  findings  "make  sense," 
s  Alberto  Hayek,  an  en- 
rinologist  wath  the  Whitti- 
[nstitute  in  La  Jolla,  Calif. 
;ger  clinical  trials  are 
nned,  and  Yen  says  he 
;-ht  market  dhea. 


exus  telecommunication 
ystems  Ltd.  in  Tel  Aviv 
as  invented  a  low-cost  sys- 
sm  for  two-way  paging 
ased  on  Israeli  military 
ommunications  technology. 
L  subscriber  creates  as 
lany  as  300  possible  mes- 
ages  in  advance  and  stores 
liem  in  the  paging-compa- 
y's  computer,  assigning 
ach  a  number.  To  respond 
3  a  page,  the  subscriber 
imply  scrolls  through  a  hst 
f  printed  messages  on  the 


pager  screen  and  transmits 
back  the  appropi'iate  num- 
ber— say,  124  for  "I'll  be 
there  in  20  minutes."  The 
paging-company  computer 
translates  the  number  and 
forwards  the  message  by 
fax,  E-mail,  or  by  phone  us- 
ing a  synthesized  voice. 

Having  to  choose  ft'om  a 
list  of  predefined  messages 
is  limiting,  but  the  offsetting 
advantages  are  huge.  Nexus' 
NexNet  messages  are  so 
short  that  the  pagers  need 


less  than  a  watt  of  power  to 
send  them,  and  the  low  pow- 
er- lets  the  pagers  transmit 
in  a  fi-ee,  unlicensed  portion 
of  the  U.  S.  aii-waves.  To 
cope  with  the  electromagnet- 
ic "noise"  in  that  ci-owded 
spectiTim,  Nexus  uses  a  fi-e- 
quency-hopping  method  that 
was  developed  to  be  virtual- 
ly immune  to  enemy  jam- 
ming. American  Paging  Inc. 
in  Minneapolis  is  co-develop- 
ing the  system  for-  the  U.  S. 
market,  while  Samsung 
Electronics  Co.  will  manufac- 
ture the  two-way  pagers. 


THE  LAB  WHERE 
MADAME  BUHERFLY 
MEETS  MR.  CHIPS 

CHIP  RESEARCHERS  AT  TUFTS 

Univei-sity  have  shed  light  on 
how  butter-flies  trap  heat 
from  the  sim.  Now,  they  hope 
lepidopteiists  will  retur-n  the 
favor  with  some  insight  into 
chip  fabrication.  The  common 
element  in  both  problems  is 
the  way  infr-ared  radiation 
intei-acts  with  thin  films.  In 
1992,  Tufts  resear-cher-s  under 
the  dir-ection  of  Engineering 
Dean  loannis  Miaouhs  discov- 
er-ed  that  weir-d  things  hap- 
pen to  silicon  wafer-s  when 
the  films  they'r-e  made  of  are 
about  the  same  thickness  as 
the  wavelength  of  infrar-ed 
radiation,  a  form  of  heat. 
They  found  that  tiny  varia- 


tions in  film  thickness  cause 
the  heat  r-ays  to  bounce 
around,  forming  tiny  hot  and 
cold  r-egions  that  can  damage 
the  wafers. 

Miaoulis,  gi-aduate  student 
Br-adley  D.  Heilman,  and 
others  then  looked  for  par- 
allels in  the  animal  kingdom. 
They  discovered  that  the 
thickness  and  spacing  of  mi- 
croscopic films  in  the  scales 
of  butter-fly  wings  wer-e  just 
right  for  absor-bing  heat  from 
the  sun.  Now,  they  want  to 
know  if  the  roughness  of 
those  wing  scales  helps  even 
out  hot  and  cold  spots  in  the 
wings.  Such  an  insight  could 
help  in  chip  fabrication. 
That's  where  the  Tufts  gr-oup 
hopes  lepidopterists  can  pitch 
in.  Says  Miaoulis:  "We're  op- 
erating in  the  cr-evices  be- 
tween fields." 
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DERIVATIVES:  ALIVE. 
BUT  OH  SO  BORING 

Yesterday's  shooting  stars  are  today's  low-margin  mules 


The  last  decade  has  not  been  kind 
to  commercial  banks'  product 
lines,  which  have  came  under 
fierce  attack  by  nonbank  competi- 
tors. As  a  response,  during  the  late 
1980s,  a  few  of  the  most  venturesome 
banks  perfected  a  shiny  new  product 
with  a  wondrous  profit  margin:  the  de- 
rivative. Soon,  many  investors  and  cor- 
porations were  using  them  for  hedging 
risks  and  betting  on  interest  rates  and 
currencies.  Dozens  of  other  banks 
rushed  in,  and  the  number  of  deriva- 
tives dealers  musliroomed  between  1988 
and  the  end  of  1993. 

Now,  though,  the  once  wonch'ous  mai"- 
gins  are  shrinking  fast.  A  slew  of 
multimillion  dollar  hits  taken  by  corpo- 
rations and  institutional  investors  has 
caused  many  users  to  run  for  cover.  De- 
mand for  the  most  exotic  derivatives 
contracts — those  that  are  most  lucra- 
tive for  dealers  but  often  cany  the  most 
risks — has  plummeted.  Many  users  now 
limit  themselves  to  the  safest  deriva- 
tives, those  least  profitable  for  dealers. 
"The  only  thing  people  ai'e  buying  these 
days  is  Chevys,"  says  Bnace  L.  Camp- 
bell, associate  director  of  corjjorate  de- 
rivatives marketing  at  Fuji  Bank  & 
Tiaist  Co.  "They  don't  even  want  to  see 
a  Maserati  in  the  showroom  window." 
STILL  HANDY.  Derivatives  will  not  go 
away.  Too  many  corporations  and  in- 
vestors view  them  as  usefiil,  indeed  crit- 
ical, risk-management  tools,  and  experts 
expect  derivatives  activity  to  continue  to 
expand  at  a  healthy  pace.  But  they 
agi'ee  that  the  days  of  outrageous  prof- 
itability for  dealers  are  over.  With  cor- 
porations and  investors  still  licking  their 
wounds,  traffic  in  the  most  complex  de- 
rivatives will  likely  stay  slow  for  some 
lime.  "The  structured-note  market  will 
'  iiitinue  to  e.xist,"  .says  .John  K.  DaiT,  fi- 
.i::uce  director  of  the  Federal  Home 
Ln-Av.  Bank  system,  refening  to  the  in- 
tricately structured  instruments  that 
are  a  big  part  of  the  complex  deriva- 
tives market.  "But  it  may  be  somewhat 
.-mailer  than  it  was." 

Moreover,  vdth  the  proliferation  of 


derivatives  dealers,  it  will  be  difficult 
if  not  impossible  for  the  preeminent 
ones  to  retain  a  lock  on  the  market, 
especially  for  complex,  exotic  deriva- 
tives. Inevitably,  as  profit  margins 
shiink,  making  money  in  derivatives 
vrill  depend  more  on  volume  than 
spreads — just  as  in  dozens  of  other 
bank  businesses. 

In  the  halcyon  days  of  the  mar- 
ket, derivatives  were  a  dealer's  best 
friend.  Citibank  and,  later.  Bankers 
Tinst  and  J.  P.  Morgtm  were  the  dom- 
inant U.  S.  banks  in  the  business  and 
produced  huge  returns.  As  more  com- 
plex derivatives  were  developed,  banks 
with  the  product  know-how  could  book  a 
retm-n  on  equity  in  excess  of  100%  on 
some  of  the  more  exotic  derivatives. 

But  the  bond-market  rout  of  1994 
changed  all  that.  Big  liits  were  taken  by 
Procter  &  Gamble  Co.,  Gibson  Greet- 
ings Inc.,  and  other  corporate  deriva- 
tives users,  many  of  them  clients  of 
Bankers  Tnist  New  York  Coip.  Several 
of  the  losses  quickly  led  to  lawsuits. 

The  market  tumult  has  hurt  all  deal- 
ers in  derivatives.  J.  P.  Morgan's  deriv- 
atives-trading revenue  was  down  17%, 
to  $663  million,  for  the  year.  Citibank's 
was  down  50%'  for  the  fii'st  nine  months 
of  1994.  And  Chase  Manhattan  Corp. 
took  a  fourth-quaiter  loss  of  nearly  $20 
million  on  several  derivatives  contracts. 
But  Bankers  Ti'ust,  arguably  the  pre- 
eminent bank  in  derivatives,  has  been 
the  most  vulnerable.  Indeed,  its  for- 
tunes have  been  something  of  a  miiror 
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DATA:  BANKERS  TRUST  NEW  YORK  CORP 


for  the  derivative! 
turmoil.  "They're  a  one- 
trick  pony,"  says  one  dealer. 

Nearly  a  third  of  Bankers'  1993  net  ■ 
income  of  $995  million  came  from  de- 1 
rivatives,  and  with  derivatives  dealers'  ) 
margins  high.  Bankers  produced  a  hand-  i 
some  26%'  retui-n  on  equity.  But  begin- 
ning in  the  second  quarter  of  1994,  in- 
come ft"om  derivatives  fell  sharply.  Onei 
key  reason:  Bankers  Ti'ust  specializes' 
in  the  most  complex  derivatives,  the 
segment  of  the  market  that  dealers  and 
consultants  agree  has  slowed  the  most. 

The  slump  is  literally  scaring  some 
dealers  away.  Charlotte  (N.  C.)-based 
First  Union  Corp.  was  gearing  up  to 
stait  dealing  in  structm-ed  notes,  a  type  j 
of  complex  derivative,  in  eaiiy  1994,  but 
activity  was  off  so  much,  the  bank  de- 
cided to  wait,  according  to  Terry  L. 
Turner,  managing  director  of  its  deriva- 
tives gToup.  "The  whole  idea  of  leverage 
[and  exotic  derivatives]  for  many  in- 
vestors is  out,"  says  Heinz  Binggeli, 
managing  director  of  Emcor  Risk  Man- 
agement Consulting.  "We're  getting 
back  to  prudent  hedging  rather  than 
yield  enhancement."  Mai'ket  sources  say 
as  much  as  half  of  the  Limited  activity  in 
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plex  derivatives  in  1994  was  trans- 
)ns  aimed  at  reversing  old  trades, 
^orse,  thanks  in  part  to  the  spate 
ustomer  lawsuits  and  complaints, 
kers  Trust  is  losing  some  market 
e  in  exotics  even  as  that  market 
s.  A  sui-vey  of  dealers  by  the  mag- 
e  Risk  shows  that  in  mid- 1994, 
<ers  Ti'ust  dropped  in  rankings  in 


management  field  when  we  come  up 
with  strategic  solutions  to  problems" 
rather  than  simply  try  for  a  lot  of  ti'ans- 
actions,  says  Charles  S.  Sanford  Jr., 
chairman  and  chief  executive  of  Bankers 
Tr'ust.  In  December,  Bankers  merged 
its  equities  sales  force  and  its  equity 
derivatives  sales  force,  a  move  that 
sources  say  could  lead  to  a  more  inte- 
grated approach  to  clients.  Market 
sources  say  an  internal 
restructuring  of 


ral  mai'kets  foi'  complex  derivatives, 
it's  not  as  if  Bankers  Ti'ust — or 
other  dealer — can  easily  generate 
profits  in  the  more  prosaic  end  of 
nai'ket.  Today,  margins  on  everyday 
•est-rate  swaps  are  down  to  a  few 
5  points. 

ankers  Ti'ust,  whose  derivatives 
aess  has  been  very  transaction  ori- 
d,  is  now  trying  to  build  longer- 
1  relationships  vdth  clients  that  will 
itually  produce  more  high-margin 
ness.  "We  can  do  more  in  the  risk- 


"  '  tives  business  is  also 

m  the  offing,  though  a 
Bankers  spokesinan  declined  comment 
as  a  matter  of  policy. 

Certainly,  Bankers  Trust  has  proven 
it  can  change  its  stripes.  In  the  late 
1970s,  then-chainnan  Alfred  Brittain  III 
decided  to  exit  retail  banking.  The  bank 
sold  its  branches  and  its  credit-card 
portfolio  and  gTew  into  a  capital-mai'kets 
powerhouse — a  transformation  like  no 
other  bank's.  "We  like  to  think  of  our- 
selves as  a  change-agent,  innovative 
type  of  firm,"  Sanford  says.  "I  would 
hope  we'll  be  in  a  transformation  for 
the  next  10  years." 


Change  of  the  kind  Bankers  Tr-ust  is 
contemplating  can  take  time,  though. 
Says  Thomas  C.  Theobald,  fonner'  chair- 
man of  Continental  Bank  Coip.:  "This  is 
multiyear  if  not  decade-long  stuff  to 
move  a  cultural  positioning.  You  can't 
flip-flop  in  a  year  or  two." 

In  the  meantime,  Banker's  has  to  deal 
with  a  competitive  handicap.  After  Gib- 
son Greetings  sued  it  over  derivatives 
losses,  the  Federal  Reserve  Board 
looked  into  Banker's'  derivatives  sales 
practices  and  eventually  reached  an 
agr-eement  with  the  bank  that  pubhcly 
called  for  it  to  modify  them.  Among 
other  things.  Bankers  Tfust  must  now 
give  many  clients  daily  pr-ices  on  their 
derivatives.  Customer's  r-eceiving  that 
information  can  use  it  to  bargain  for 
lower  pr'ices  or  share  it  with  other 
dealers,  giving  them  insight  into 
Banker's'  transaction  stnrctur'es.  Al- 
r'eady,  savvy  customers  of  all  dealers 
make  a  habit  of  shopping  around 
for'  transaction  prices.  A  Bankers 
spokesman  says  he  does  not  expect 
the  r-equir'ement  to  hur-t  the  bank. 
DONTRUSH.  While  Bankers  Tr'ust 
tries  to  r'evamp,  its  biggest  competi- 
tors are  pushing  har'd  to  win  mar'ket 
share.  U.  S.  rivals  including  J.  P.  Mor- 
gan and  Chase  Manhattan  as  well  as 
foreign  thr'eats  such  as  Swiss  Bank 
Corp.  are  making  inroads.  At  Bank  of 
America,  "over  25%  of  our  client  base 
were  new  users  of  our  services  last 
year,"  says  Joseph  P.  Bauman,  senior 
vice-president  and  du-ector-  of  the  bank's 
global  derivatives  business. 

Few  see  Bankers  hobbled  indefinitely. 
But  derivatives  profits  are  not  likely  to 
reach  old  peak  levels  anytime  soon,  says 
Ar'thur  Soter*,  a  bank  stock  analyst  at 
Morgan  Stanley  &  Co.  He  expects 
Banker's  to  generate  only  $240  million  in 
derivatives  income  in  1995,  well  below 
1993's  $330  million. 

For  Bankers  and  other  banks,  the 
lesson  of  the  derivatives  debacle  is  clear: 
Rushing  into  seemingly  mir'aculous  mai'- 
kets  is  not  a  r-ecipe  for  long-terTn  suc- 
cess. In  today's  financial  markets,  high- 
profit  products  tend  to  have 
distressingly  short  life  cycles. 

By  Kelley  Holland  in  Neiv  York 


nd  Of  The  Windfall 


Wary  cmtomers  and  heightened  competition  mean  profits  for  derim- 
Uves  dealers  will  be  imre  elusive  in  coming  years 


RE  PLAYERS  have  entered  the  market, 
1  they  are  aggressively  competing  on 
:e  to  win  market  share  and  chents.  There 
!ven  more  competition  for  the  most  com- 
x  deals,  long  the  province  of  a  few  deal- 
.  That  is  reducing  once  lofty  margins  on 
deals. 

DATA:  BUSINESS  WEEK 


EXOTIC  DERIVATIVES  BUSINESS  has  slowed 
thanks  to  unsettled  capital  markets  and 
well-publicized  losses  by  sophisticated 
users.  Market  sources  say  activity  m  the 
most  complex  derivatives  is  off  by  a  third  or 
more.  Many  users  are  confining  their  deal- 
ings to  conservative,  risk-limiting  moves 
using  plain-vanilla,  low-margin  derivatives. 


NEW  DISCLOSURE  REQUIREMENTS  could  force 
users  to  report  on  all  their  derivatives,  even 
if  used  as  hedges.  Dealer  profits  might  be 
hurt  if  aversion  to  this  leads  investors  and 
corporations  to  limit  use  of  derivatives.  Deal- 
ers may  also  be  pressured  to  disclose  more 
information  on  how  they  price  derivatives, 
which  could  cut  further  into  profits. 
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Finance 


THRIFTS 


RISKIER  AND  RISKIER 
AT  THE  HOME  LOAN  BANKS 

The  federal  system's  new  investment  strategy  raises  eyebrows 


Back  in  the  darkest 
days  of  the  Depres- 
sion, New  Dealers  de- 
vised a  clever  way  to  pro]) 
up  the  devastated  housing- 
market:  a  network  of  gov- 
ernment-sponsored banks 
that  would  lend  funds  to 
capital-starved  savings  and 
loans.  Flush  v\'ith  cash  fi'om 
the  new  Federal  Home 
Loan  Bank  system,  thrifts 
could  lend  once  again.  Dur- 
ing  the  following  decades,  housing  owti- 
ership  expanded  exponentially. 

But  the  once  noble  mission  of  the  63- 
year-old  bank  system  is  becoming  an 
anachronism.  To  be  sure,  the  12  fhlbs 
have  more  than  SlOO  biUion  in  low-cost 
funding  outstanding  to  thrifts  as  well 
as  those  banks  that  choose  to  become 
members  by  investing  in  the  system. 
But  these  days,  the  dominant  role  by 
far  in  recycling  mortgage  money  is 
played  by  the  huge  $1.5  trillion  secon- 
daiy  market  for  home  mortgages.  Mean- 
while, the  fhlbs'  once 
powerful  regulatory  au- 
thority over  thrifts  has 
been  assumed  by  the  Of- 
fice of  Thrift  Supenision. 
HELPING  HAND.  The  FHLB 
system,  though,  is  likely 
to  escape  extinction  be- 
cause of  a  more  recent 
raison  d'etre,  little  known 
beyond  Capitol  Hill,  that 
has  nothing  to  do  with  its 
original  mandate:  helping 
to  clean  up  the  1980s  sav- 
ings and  loan  mess.  Under 
1989  legislation,  the  FHLBs, 
and  indirectly,  their  mem- 
bers, pay  .§800  million  an- 
nually for  interest  on  s&L  cleanup  bonds, 
about  8%  of  the  total  interest  tab. 

But  critics  are  increasingly  wonied 
about  how  the  FHLBs  are  paying  that 
bill,  as  well  as  dividends  to  members. 
The  banks  have  been  using  complex  fi- 
nancing techniques,  including  billions  of 
dollars'  worth  of  "stnictm-ed  notes,"  vol- 
atile debt  securities  whose  yield  is 
linked  to  such  indexes  as  interest  rates. 


HAMM:  Worried  insidet 


Some  of  those  notes  ended 
up  in  bankrupt  Orange 
County's  portfolio.  John  K. 
DaiT,  director  of  finance  foi- 
the  FHLB  system,  says  all 
investors  were  warned  of 
their  riskiness. 

Another  fhlb  tactic  to 
lioost  earnings:  borrowing 
noney  cheaply  via  bonds 
and  notes,  thanks  to  an  im- 
plicit government  giiaran- 
tee,  and  investing  some 
proceeds  in  higher-yielding  mortgage 
securities.  That  produces  a  hefty  arbi- 
trage profit.  The  fhlb  system's  invest- 
ments sw-elled  from  §33.9  billion  at  the 
end  of  1989  to  S90.5  billion  at  the  end  of 
1994's  third  quarter.  While  the  banks 
have  managed  these  investments  well  so 
far,  some  have  been  taking  such  steps  as 
extending  the  maturity  of  their  portfo- 
lios to  produce  higher  earnings.  But 
that  has  increased  the  exposui-e  of  their 
capital  cushion  to  interest-rate  moves. 
The  VialliKininu'  investment  pnrtfolin 


Do  We  Need  The  FHLB? 


The  FHLB  system  encourages 
lending  to  borrowers,  particularly 
low-income  homeowners,  who  don't 
fit  the  cookie-cutter  mold  required 
to  sell  mortgages  in  the  secondary 
market.  It  also  lends  to  member 
thrifts  with  liquidity  problems.  This 
allows  them  to  put  more  money  to 
work  making  mortgage  loans, 

DATA.  BUSINESS  WEEK 


The  advent  of  the  secondary  market 
for  mortgages  and  increasingly 
efficient  capital  markets  for  even 
smaller  financial  institutions  make 
the  FHLB's  lending  activities 
increasingly  redundant.  And  many 
loans  by  FHLB  members  go  to 
wealthy  homeowners,  not 
low-income  borrowers. 


concerns  some  Clinton  Administration 
officials.  Says  one:  "If  mismanaged, 
there  is  a  risk  to  the  taxpayer."  Even 
some  FHLB  officials  wony  about  the  ar- 
rangement. "Our  business  is  not  to  be  in 
ai'bitrage,"  frets  WiUiam  G.  Hamm,  chief 
operating  officer  of  the  San  Francisco 
Federal  Home  Loan  Bank.  "But  that 
[interest-pa;\Tnent]  obligation  has  made 
it  our  business." 


Some  critics  see  little  use  for  tl 
FHLBS  altogether.  In  a  1993  report,  tl 
Congi-essional  Budget  Office  noted  th. 
because  of  the  secondaiy-mortgage  ma 
ket's  gi'owth,  polic^Tnakers  ought  to  co: 
sider  whether  the  government  shou 
continue  to  offer  subsidized  liquichty,  e; 
pecially  since  most  loans  don't  go  t 
low-income  homeowners.  "We  have  ■ 
cut  the  subsidy  bandwagon  at  smi 
point,"  says  banking  consultant  Ben  I-^l 
FHLB  defenders  say  that  for  smaik 
institutions  that  hold  on  to  their  ninr 
gages  and  for  mortgages  that  dnii 
meet  the  criteria  for  resale  in  the  seii  n 
daiy  market,  the  bank  system  is  a  1l 
support.  "It's  awfully  hard  for  a  smi 
institution  to  find  viable  low-cost  som- 
es of  funds  outside  the  Home  Loa^ 
Bank  system,"  says  David  F.  Hollam 
CEO  of  Boston  Federal  Savings  Ban^ 
which  has  assets  of  $675  million. 
LITTLE  LEEWAY.  And  defenders  dismia 
worries  about  the  system's  soundnesi 
Despite  g^Tations  in  interest  rates  laff 
year,  the  banks'  net  income  through  th: 
end  of  the  third  quarter  rose  7.4%, 
$739  million,  fhlb  of  Boston  Presider^ 
Michael  A.  Jessee  contends  that  the  sy.  :| 
tem's  regulator,  the  Federal  Housim' 
Finance  Board,  closely  monitors  inves  ■ 
ment  policies.  "There  is  jtist  not  a  lot 
leew'ay  to  take  on  excessive  risk'' 
Jessee  says. 

WTiile  the  FHLB  system  is  not  on  th 
GOP  hit  list,  it  is  coming  under  scrutin 
in  Washington.  Representative  Richar 
H.  Baker  (R-La.),  chairman  of  th  i 
House  Banking  subcon 
mittee  with  oversight  rt 
sponsibility  for  the  FHL 
system,  is  expected  to  ii 
troduce  legislation  soo 
that  would  assure  min 
mum  capital  levels.  Capitj 
levels  shrank  in  the  198( 
wiien  Congi'ess  tapped  th 
system's  healthy  balanc 
sheets  for  a  $3.2  billio 
contribution  to  the  Si- 
cleanup.  Deputy  TreastuT 
Secretaiy  Frank  N.  Newf 
man  has  said  the  Adnriini.\^ 
tration  will  draft  its  owl; 
refoiTn  proposal.  ( 
Neither  of  these  measi! 
ures  is  hkely  to  call  for  abolition  of  th'; 
Federal  Home  Loan  Bank  system.  Au't 
with  its  crucial  role  in  quietly  payinf 
off  one  of  Washington's  most  embau 
rassing  blunders,  the  FHLB  syster| 
w'on't  have  to  do  much  to  justify  it,^ 
existence.  If  the  system  gets  into  trou 
ble,  however,  Washington  may  hav 
second  thoughts. 

By  Amy  Barrett  in  Washingto', 
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STALLINGS:  ZERO 
EXPERIENCE  IN  A 
UTTHROAT  FIELD 


ITUAL  FUNDS 


S  PILGRIM 

lAKING  ANY  PROGRESS? 

iw  owner  Robert  Stallings  says  its  ailing  funds  are  treatable 


.  has  been  one  tough  year  for  the 
nutual-fund  industry.  But  you  haven't 
seen  real  trouble  until  you  look  at 
yrim  Group.  Last  year,  it  was  tar- 
led  by  scandal:  Pilgrim  and  CEO  Pa- 
iba  Weingarten  were  sanctioned  by 
National  Association  of  Securities 
alers  and  paid  fines  for  misleading 
'ertising.  And  its  funds  performed 
irly:  Assets  dwindled  to  just  $1.7  bil- 
1  at  yearend  1994  from  .$3  billion  in 
'2.  By  late  last  year,  Weingarten  de- 
3d  to  sell  the  fund  company, 
^ow,  it's  Robert  Stallings  to  the  res- 
.  To  be  sure,  the  45-year-old  mort- 
banker  and  his  Scottsdale  (Ariz.) 
press  America  Mortgage  Corp.  seem 
De  unlikely  saviors.  Express  America 
'If  has  been  bleeding  red  ink  for  two 
irs.  And  Stallings  has  no  experience 
h  mutual  funds.  Still,  he's  ponying 
$28  million  to  buy  seven  of  Pilgiim's 
funds,  with  some  $1.15  billion  under 
nagement.  He's  even  keeping  the  PO- 
m  name  and  has  moved  to  Los  An- 
es  to  be  close  to  the  operation, 
^tailings  insists  he  can  restore  Pil- 
m  to  health.  Others  aren't  so  confi- 
it.  "It's  going  to  be  an  uphill  battle," 
■s  Don  Phillips,  publisher  of  Morn- 
istar  Mutual  Funds.  "Why  in  the 


world  would  they  even  want  to  try?" 
Weingarten  declined  comment. 

Stallings  argoies  that  Pilgiim  is  a  vir- 
tual gold  mine.  He  says  its  two  closed- 
end  funds  will  pi'oduce  steady  cash  to 
help  I'ebuild  the  company.  Like  mutual 
funds,  fees  for  closed-end  funds  ai-e  based 
on  assets  under  management.  But  un- 
hke  mutual  funds,  unhappy  shareholders 
can't  take  their  money  out.  They  can 
only  sell  the  shares  for  whatever  they 
fetch  in  the  mai-ket.  Pilgiim  Prime  Rate 
Trust,  with  $720  million  in  assets,  and 
Pilgi-im  Regional  Bankshares,  with  $156 
iniUion,  should  produce  more  than  $7  mil- 
lion a  year  in  fees.  And  Stallings  consid- 
ers Pilgrim  MagnaCap  Fund,  with  its 
mai'ket-beating  4.1%  total  retiuTi  in  1994, 
"a  great  lead  horse"  for 
a  family  of  equity  fimds. 

But  the  closed-end 
funds  may  not  be  the 
cash  cows  he's  counting 
on.  Both  funds,  listed  on 
the  Big  Board,  trade  at 
deep  discounts  to  their  jg 
net  asset  value  (XAV). 
But  shareholders  of  Pil- 
grim Regional  Bank- 
shai'es  have  the  right  to 
vote  on  whether  to  con- 
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vert  to  a  mutual  fund — and  the  betting 
is  they'll  do  it  in  1996.  That  will  open 
the  door  to  redemptions. 

Prime  Rate  Trust,  trading  at  13%  be- 
low NAV,  has  no  such  provision,  but  it 
poses  problems  for  Stallings,  too.  To 
boost  share  prices,  he  may  have  to 
launch  a  buyback,  which  would  shrink 
the  assets.  If  that  doesn't  impi'ove  the 
share  price,  it  could  invite  a  hostile  raid 
that  could  wi'est  control  from  Pilgrim, 
says  Robeit  Grunburg,  fonner  Pilgrim 
Group  president. 

WEAK  RECORD.  Can  Stallings  improve 
the  lot  of  Pilgrim  fund  shareholders? 
He  hasn't  done  much  for'  his  own.  Stall- 
ings took  Expr-ess  America  public  in 
1992  at  $10  a  share.  The  stock  soar-ed  to 
$16  in  1993  as  the  company  r-ode  the 
mortgage-financing  boom.  Since  then, 
Expr-ess  America  has  r-acked  up  nothing 
but  losses.  Stallings  ciear-ed  $45  million 
from  the  sale  of  the  mortgage-ser-vic- 
ing  business  last  summer*.  The  stock 
now  tr-ades  at  around  4. 

Even  the  sale  to  Expr-ess  America — 
which  is  subject  to  the  approval  of  the 
acquir-ed  fimds'  shai-eholder-s — won't  end 
Weingarten's  woes.  She'll  still  be  saddled 
with  10  unsaleable  adjustable-rate  mort- 
gage (ARM)  funds.  These  funds,  which 
ar-e  supposed  to  be  little  more  volatile 
than  a  money-market  fund,  turned  in 
disastrous  losses  in  1994,  r-anging  ft'om 
-12.5%'  to  -20.5%. 

Most  ARMS  funds  invest  in  gover-n- 
ment-backed  securities.  But  Pilgrim 
sought  higher  yields  by  investing  in  pri- 
vate-issuer ARMS.  When  the  credit  qual- 
ity of  some  of  those  issuer's  slumped, 
so  did  the  prices  for  their  arms — and 
the  NAVs  of  the  funds.  That,  in  turn, 
trigger'ed  shareholder  redemptions, 
which  for-ced  Pilgiim  to  dump  these  il- 
liquid securities  at  fire-sale  prices.  That 
further-  shaved  XAVs,  which,  of  course, 
prompted  mor*e  r-edemptions.  Even  if 
the  ARMS  funds  ar'e  totally  liquidated, 
some  debts  remain.  The  funds  owe  mil- 
lions to  banks  for  borrowings  used  to 
advance  commissions  to  br"oker's. 

Even  under  new  management.  Pil- 
grim won't  have  an  easy  time  selUng  its 
wares.  Brokerage  fir-ms  and  financial 
planners  who  formerly  sold  Pilgrim 
funds  ar-e  slashing  the  number  of  fund 
gi-oups  they  deal  with. 
To  get  distr-ibution.  Pil- 
grim will  have  to  com- 
pete with  titans  such  as 
Fidelity,  Franklin,  and 
American  Funds.  It's 
going  to  be  awfully 
tough  for-  a  small  player 
without  any  fund-indus- 
tr-y  tr-ack  r-ecor-d  to  pull 
that  off. 

By  Eric  Schine  in 
Los  Angeles 
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CADBURY:  SWEET 
TALK  TO  PR  PEPPER 

Recent  takeover  fizz  about  Dr  Pep- 
per/Seven-Up (dps)  may  be  more 
than  just  bubbles.  Rumors  are  flying 
that  Cadbury  Schweppes  (cadby),  the 
British  confectioneiy  and  beverage  out- 
fit, is  close  to  striking  a  deal  to  ac- 
quire Dr  Pepper.  Cadbury  already 
ovms  25%  of  Dr  Pepper.  Now  at  28,  Dr 
Pepper  shares  are  worth  35  in  a  buy- 
out, say  analysts. 

Dr  Pepper  ceo  John  Albers  has 
come  to  an  informal,  tentative  agree- 
ment with  Chairman  Dominic  Cadbury, 
says  one  New  York  investment  banker. 
People  at  Cadbuiy  have  made  no  se- 
cret of  their  interest  in  Dr  Pepper,  pri- 
marily a  maker  of  soft-drink  concen- 
trates that  it  sells  to  independent 
licensed  bottlers.  But  until  now,  Al- 
bers and  his  board  would  have  none  of 
it.  In  fact,  Dr  Pepper  adopted  a  poison 
pill  to  discourage  a  buyout,  and  the 
company's  board  denied  Cadbury  a 
seat. 

"But  recently,  things  have  turned 
quite  cozy  between  the  two,"  says  the 
banker.  A  likely  part  of  the  deal,  he  be- 
heves,  is  for  Cadbury  to  sell  off  the 
Seven-Up  operation,  which  accounts 
for  30%  of  Dr  Pepper's  estimated  1994 
revenues  of  $765  million.  The  likely 
buyer  is  Triarc  (try),  parent  of  Royal 
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Crovm  Cola,  whose  chairman  and  ceo 
is  dealmaker  Nelson  Peltz. 

"Dr  Pepper  recognizes  the  consid- 
erable strategic  benefits  of  Unking  up 
\ith  Cadbury  if  it  hopes  to  become  a 
;>lobaI  noncola  powerhouse,"  says  ana- 
lyst Jennifer  Solomon  of  Josephthal 
Lyon  &  Ross.  She  says  the  reasons 
for  a  merger  have  become  very  com- 


pelling for  both  companies:  Dr  Pepper 
needs  to  expand  internationally,  but  its 
resources  are  limited.  (Volume  outside 
the  U.  S.  accounts  for  only  1%  of  sales.) 
Dr  Pepper  currently  has  8%  of  the 
U.  S.  market  for  soft  drinks.  "Cadbur/s 
financial  resources  and  its  global  ex- 
pertise would  boost  Dr  Pepper's 
grovrth,"  says  Solomon. 

Analyst  Bill  Leach  at  Donaldson, 
Lufkin  &  Jenrette  Securities  thinks 
there's  no  way  that  Cadbury  will  not 
buy  Dr  Pepper.  That  was  the  original 
idea  when  it  acquired  its  25%  stake  in 
the  company,  he  adds.  "The  only  ques- 
tion is  when."  Leach  thinks  part  of  Al- 
bers' hesitation  is  the  knowledge  that, 
given  Dr  Pepper's  strong  cash  flow, 
small  debt,  and  low-cost  operations, 
the  stock  could  hit  50  in  two  years. 
The  big  winner  in  a  takeover  would 
be  Albers  himself:  He  owns  3  million 
shares.  Even  at  a  buyout  price  of  35, 
that's  a  cool  $105  million. 

Dr  Pepper  declined  comment. 

ZOOMING  IN  ON 
INTERACTIVE  TV 

It's  a  tiny  company.  It  has  yet  to 
make  a  dime,  and  it  expects  reve- 
nues this  year  of  only  $5  million.  But 
ACTV  (lATV)  has  attracted  the  eye  of 
several  media  giants,  including  Wash- 
ington Post  Co.,  which  has  taken  a 
26%  stake.  Tele-Communications  and 
Turner  Broadcasting  System  have  en- 
tered into  alhances  with  actv  on  pro- 
jects that  will  use  its  interactive  tech- 
nology. And  Fidehty  Management  has 
purchased  5%  of  actv,  now  trading  at 
3/^  a  share.  Just  what  is  it  that's  at- 
tracting these  biggies? 

Small  as  it  is,  actv  has  "positioned 
itself  to  become  a  leading  company  in 
developing  and  delivering  intei-active-TV 
programming  for  the  entertainment 
and  educational  markets,"  says  Peter 
Mintz,  an  analyst  at  Barrow  Street  Re- 
search. ACTV's  patented  technology  is 
designed  to  integi'ate  with  existing 
television  and  video  systems  to  "per- 
sonalize" watching.  For  instance,  the 
technology  would  let  sports  fans  have 
an  instant  replay,  zoom  in  on  a  partic- 
ular player,  or  pull  up  statistics  about 
the  game.  In  education,  children  would 
be  able  to  interact  with  TV  programs 
by  answering  questions  and  checking 
their  answers. 

ACTV  and  Turner's  Educational  Ser- 
vices unit  have  agreed  to  collaborate  in 
producing  programs  from  cnn's  and 


Turner's  extensive  film  libraries.  Tele- 
Communications  and  Turner,  among 
others,  viill  launch  a  test  in  Southern 
California  early  this  year  by  hooking 
up  1,000  households  with  actv's  inter- 
active programming. 

Investment  adviser  John  Wester- 
gaard  sees  sales  climbing  to  $15  million 
in  1996  and  to  $30  milhon  in  1997,  by 
which  time  actv  should  be  in  the  ' 
black.  The  stock,  he  says,  could  hit  20 
by  then. 

THE  NO.  1  STEAL 
IN  STEEL  

Although  Nucor  (nue)  hasn't  snapped 
back  as  fast  as  other  steel  stocks, 
some  pros  have  been  snapping  it  up. 
Nucor  has  languished  near*  its  low  of 
57,  down  from  72  in  June.  They  think 
Nucor,  one  of  the  largest  U.S.  steel- 
makers— with  annual  sales  of  about  $3 
bilHon — is  now  the  industry's  best  bar- 
gain. One  South  NUCOR  FOR  A  SONG? 
Carolina  money 
manager  expects 
the  company  to 
top  the  Street's 
earnings  projec-  " 
tions  this  year 
and  next,  thanks 
to  its  rapid  capac- 
ity expansion. 

Other  analysts 
think  it  will,  too. 
"Nucor  has  the  best  grov^rth  prospects 
in  the  steel  group,  with  projected  17% 
five-year  compounded  unit  volume 
growth,"  says  Wayne  Atwell,  an  ana- 
lyst at  Morgan  Stanley.  Based  on  his 
projected  1996  earnings  of  $4.15  a 
share,  Atwell  figiu-es  Nucor  could  trade 
at  65  within  a  year.  It  is  Ukely  to  re- 
main the  U.S.  leader,  he  says,  in  flat- 
rolled  steel. 

Nucor  operates  scrap-based  steel 
miUs  in  seven  locations.  One  big  plus  is 
the  startup  this  year  of  a  new  iron- 
carbide  plant  in  Trinidad.  "This  is  a 
significant  long-term  positive,"  says  an- 
alyst Gregg  Lucas  of  Interstate/John- 
son Lane.  Iron-carbide  production  will 
insulate  Nucor  from  volatile  scrap  pric- 
es and  improve  the  quahty  of  Nucoi-'s 
flat-rolled  steel,  says  Lucas,  who  up- 
graded his  Nucor  rating  to  a  "buy." 

Nucor  Chairman  and  ceo  Ken  Iver- 
son  says  he  plans  "to  double  the  ca- 
pacity of  certain  mills"  and  that  pro- 
duction will  jump  to  8  million  tons  this 
year  from  about  7  milhon  last  year. 
"Orders  are  running  strong,"  he  says. 
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GET  TESTED  AND  GET  EARLY  TREATMENT  FOR  HIV 
CALn  -800-342-AIDS  •  CDC  NATIONAL  AIDS  HOTLINE 


SAN     FRANCISCO    AIDS     FOUNDATION     1993       PHOTOGRAPHED     BY     ANNIE  LEIBOVITZ 


MICHAEL  30  year$  old,  Captain,  U  5 
All  Force  and  Veteran  of  the  Gulf  War 
Michael  learned  he  was  HIV  positive 
two  years  ago 

CAROL  30  yeors  old,  speaks  and  wnles 
about  living  ^ith  AIDS  Carol's  had  HIV 
for  several  years;  she  was  diagnosed  with 
AIDS  two  yeors  ago  Carol  and  Michael 
plan  to  renew  their  wedding  vows  on 
their  ]Oth  Anniversory 
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Equip  the  next  generation  of  leaders  for  the  emironmental,  economic 
and  political  challenges  they'll  face.  Make  sure  geography  is  taught  in  your 
local  schools.  If  it's  not,  ask  your  principal  to  include  it. 

For  information  about  improving  America's  future  through  geography 
education,  write:  Geo-wise,  PO.  Box  96582,  Washington,  D.C.  20090. 


Put  Geography  back  in  the  classroom.  For  future  generations. 
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new  SP2  may  ease  Big  Blue's  mainframe  dependency 


>AWSKY-BERGER:  "We  inherit  ail  the  hard  work  others  have  done" 


ow  to  climb  the  laddei-  at  today's 
IBM?  Be  a  team  player,  and  focus 
on  the  customer.  Just  ask  Irving 
Wladawsky-Berger.  On  Jan.  6,  the 
ar-old  computer  scientist — di'essed 
ans  and  a  sweater  for  an  all-day 
lar — was  unexpectedly  summoned 
le  Armonk  (N.Y.)  office  of  IBM 
•man  Louis  V.  Gerstnei-  Jr.  The  big 
wanted  to  break  the  good  news: 
iny  (by  IBM  standaixls)  $200  million 
less  unit  was  being  elevated  to  a 
lown  division,  and  Wladawsky-Bei- 
was  being  promoted — even  as 
:nei'  was  pushing  out  two  high-pro- 
ong-time  executives, 
^rstner  stressed  that  it  had  been 
work  and  market  focus  that  won 
lawsky-Bei-ger  the  promotion.  "He 
ed  to  make  sure  I  understand  the 


cultural  charactei-istics  so  there  would 
be  no  misunderstanding  in  his  senior 
management  team,"  says  Wladawsky- 
Berger. 

The  message:  Gerstner  needs  more 
IBM  executives  to  do 
what  Wladawsky-Berger 
does.  In  three  years,  he 
has  built  a  thriving  busi- 
ness around  a  new  kind 
of  lai-ge-scale  computer — 
so-called  parallel  ma- 
chines that  use  dozens  of 
ordinary  microprocessors 
and  other  off-the-shelf 
parts  to  deliver  main- 
frame power  in  a  com- 
pact, relatively  easy  to 
use,  and  inexpensive 
package. 
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In  the  process,  Wladawsky-Berger's 
crew  took  innovative  approaches  that 
caught  Gerstner's  eye.  While  avoiding 
the  "not-invented-here"  syndrome  that 
has  often  slowed  IBM's  entry  into  new 
mar'kets,  they  wei*e  still  good  team  play- 
er's. They  used  technology  that  had  been 
developed — and  paid  for- — by  other  IBM 
units.  Their  SP2  system  is  built  from 
the  guts  of  IBM's  RS/6000  workstation, 
which  uses  the  PowerPC  chip  developed 
by  IBM,  Apple  Computer,  and  Motor-ola. 
The  SP2  also  uses  aix,  ibm's  ver-sion  of 
the  uxix  operating  system  so  that  the 
10,000  pr-ogi-ams  that  exist  for-  RS/6000s 
run  on  the  machine.  Disk  dr-ives  come 
from  an  IBM  group  in  San  Jose,  Calif. 
And  technology  fi'om  ibm's  lab  manages 
the  system's  intei-nal  communications. 
PROFIT  MONSTER.  Hook  it  all  together, 
and  you  have  a  state-of-the  art  parallel 
computer-  and  a  tr-emendous  profit  pr-o- 
ducer-.  Gr-oss  margins  on  the  SP2  ar-e 
about  58%' — significantly  liigher-  than  the 
40%  IBM  gets  for  tr-aditional  mainfi-ames. 
Wladawsky-Ber-ger-'s  appr-oach  cuts  both 
cost  and  time  to  mar-ket:  "We  inhei-it 
all  the  hard  work  other-s  have  done  and 
then  concentrate  on  getting  to  mar-ket 
as  fast  as  humanly  possible,"  he  says. 

Timing  is  ever-ything.  And  the  SP2 
puts  IBM  in  the  right  place  at  the  right 
time.  In  fact,  because  the  machines  ex- 
cel at  wor-k  such  as  scanning  huge  data- 
bases, they  ar-e  sparking  new  uses — and 
new  demand  for — lai-ge-scale  comput- 
er-s.  That's  good  news  for-  Wladawsky- 
Ber-ger-'s  Power  Par-allel  division,  whose 
sales  ar-e  expected  to  more  than  double, 
to  ar-ound  $500  million  in  1995.  "In  the 
past,  you  would  have  to  go  to  a  main- 
fr-ame  because  they  were  the  only 
things  that  could  handle  lar-ge  applica- 
tions," says  Revlon  Inc.  Chief  Infor-ma- 
tion  Officer-  Gene  Pinadella.  "But  par-aUel 
computing  has  taken  away  some  of  the 
reason  you  would  stay  with  a  main- 
fi-ame."  Revlon  wiU  nm  North  Amer-ican 
operations  on  an  SP2. 

The  success  of  ibm's  par-aUel  machines 
will  take  some  of  the  sting  out  of  the  in- 
evitable decline  of  con- 
ventional mainft-ames,  a 
$7  billion  business  for 
IBM.  Mar-ket  r*esear-cher 
Gartner-  Group  Inc.  esti- 
mates that  the  total  mar-- 
ket  for  such  large-scale 
parallel  machines  will 
skyr'ocket  fr-om  last 
year-'s  $600  million  to 
$5.3  billion  in  1998.  The 
new  technology  will  then 
eclipse  the  mar-ket  for 
mainframes,  which  by 
1998  is  expected  to  con- 
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tract  to  $5  billion  (chart,  page  81).  Ana- 
lysts expect  IBM  SP2  sales  to  hit  $1  bil- 
lion by  the  end  of  1996.  Already,  IBM 
has  shipped  850  machines — r-anging  in 
price  from  $150,000  up  to  $40  million. 

For  the  new  machines,  the  killer  ap- 
plication is  data-mining — the  ability  to 
quickly  sift  through  millions  of  bits  of 
data  to  find  patterns  or  similarities.  For 
example,  IBM  says  a  retail  chain  search- 
ing sales  data  with  an  SP2  made  an 
interesting  discovery:  28%  of  women 
who  buy  cosmetics  also  buy  greeting 
cards.  Now,  that  customer  is  making 
use  of  such  findings  to  design  a  new 
layout  for  its  stores — with  cosmetics 
and  gi-eeting  cards  closer  together 
OPEN  DOORS.  For  John  Alden  Life  In- 
surance Co.,  the  machine  is  sorting 
through  millions  of  medical  claim  foims 
to  give  management  a  moment-by-mo- 
ment picture  of  the  business.  "Decision 
support  is  where  this  technology  will 
do  well,"  says  Sullivan  McConnell,  dii'ec- 
tor  of  infoi'mation  technology.  "Getting 
the  infonnation  faster  is  how  we're  com- 
peting in  the  '90s."  McConnell  says  the 
SP2  finishes  "in  tens  of  minutes"  tasks 
that  took  a  mainframe  all  night. 

The  promise  of  computing  power  that 
is  faster,  cheaper,  and  more  flexible  is 
opening  doors  in  places  IBM  was  never 
welcome.  Rose,  the  Boston-based  maker 
of  high-fidelity  speakers,  is  one  of  Hew- 
lett-Packard's biggest  customers  in  New 
England.  But  Bose  researchers  wanted 
to  use  powerful  software  to  analyze 
components  for  acoustic  properties  and 
kept  running  out  of  steam  on  existing 
computers.  The  best  HP  had  to  offer 
was  a  poweiful  pai'allel  comj^uter  that  is 
still  in  development.  "IBM  had  a  more 
established  technology,"  says  Dwight 
Schirmer,  purchasing  agent  for  Bose. 
"This  is  the  first  piece  of  equipment 
we've  purchased  from  IBM,  including 
PCs.  It  was  a  breakthrough." 

IBM  may,  indeed,  have  a  breaktlirough 
product  in  the  SP2.  But  Wladawsky- 
Berger-  can't  do  it  alone.  He's  depending 
on  the  rest  of  Big  Blue  to  keep  the 
pieces  he  uses  competitive  and  low- 
cost — a  risky  strategy,  since  ibm's  work- 
station business  already  lags  behind 
such  suppliers  as  Sun,  hp,  and  Silicon 
Graphics.  "There  is  a  critical  link  be- 
tween one's  workstation  business  and 
one's  [parallel]  business,"  says  Greg  Pa- 
padopoulos,  a  fonnei'  Thinking  Machines 
C'lV]).  employee  and  now  chiel'  scientist 
ibr  Suii  Microsystems  Inc.'s  sei-ver  unit. 
"The  \v(ji'kstation  business  builds  vol- 
•Hne."  Of  course,  any  SP2  sales  help 
■■  v;'s  workstation  business,  too.  That's 
i'ii'  k;;x:  of  teamwork  Geivstner  rewards. 

Bi.j  Ira  Sager  hi  Somers,  N.Y. 


MANHAHAN  B 
TURNS  INTO  ^ 
SILICON  ALLEY' 

How  the  city  is  snaring  multimedia  startups 


R/GA  INTERACTIVE'S  STAN  WINSTEN  (IN  MONITOR):  "Tliis  is  /rliere  the  power  s 


It's  a  warm  January  evening,  and  a 
hip  galleiy  called  Here  is  brimming 
over  with  creative  minds  fi'om  soft- 
ware, jxiblisliing,  media,  and  the  aits. 
The  chatter  centers  on  opportunities  in 
"new  media":  using  digital  technology 
to  create  new  foirns  of  interactive  "con- 
tent" for  c.d-PvOMs,  film,  or  onHne  deliv- 
eiy.  Silicon  Valley?  Seattle?  Hollywood? 
Guess  again.  This  is  Manhattan,  and  the 
cutting-edge  crowd  is  here  for  "cyber- 
suds,"  a  monthly  get-together  hosted  by 


the  four-monlh-old,  500-member  N( 
York  New  Media  Assn. 

It's  true:  Manhattan  is  emerging 
the  giitty  breeding  gTOund  for  new  n 
dia,  eaining  it  the  dubious  title  of  SUi' 
Alley.  Sure,  the  rents  ai'e  high,  the  si 
ways  haiTowing,  and  the  taxes  ciTishu 
But  new-media  businesses  are  flouri; 
ing.  Why?  "New  York  has  the  deep( 
and  most  diverse  pool  of  intellect! 
capital  anywhere,"  says  Brian  T.  Hi 
ey,  a  general  partner  at  the  New  Yc 


"New  York  has  the  deepest  and  n 
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From  Curious  Pictures, 
a  spot  for  Dannon  yogurt 


ure-capital  fii'm  of 
rence,  Smith  & 
;y.  "That's  the  pri- 
/  ingredient  for 
media." 

it  New  York  has 
I  than  the  painters, 
3,  musicians,  and 
aakers  now  piling 
new  media.  It's  the 

headquarters  for 
nunications,  adver- 
l,  media,  and  pub- 
ig  conglomerates 

as  Time  Warner, 
,  Heai'st,  and  Bertelsmann — all  clus- 
1  in  mid-Manhattan.  "This  is  where 
)0wer  is,"  says  Stan  Winsten,  chief 
iting  officer  of  r/ga  Interactive,  a 
al-media  production  house  on  the 

of  the  garment  district.  And  those 
.s  are  thirsting  for  new-media  hits 
jverse  the  slowdown  in  growth 
id  by  softening  in  print  and  broad- 
ig.  "Multimedia  is  one  of  the  oppor- 
ies  to  change  that,"  says  Peter  B. 
eh,  president  of  Simon  &  Schuster 
■active,  one  of  a  dozen  new-media 

set  up  by  the  midtown  giants. 
iY  DOWNTOWN.  The  proximity  of 
;s  of  ambitious  startups  and  aitists 
ep-pocketed  coiporations  in  need  of 
!nt  makes  New  York  a  new-media 
a — rivahng  such  West  Coast  en- 
s  as  Seattle  and  Hollywood.  Now, 
^lamiers  and  new-media  proponents 
rying  to  raise  Gotham's  profile  as  a 
imedia  centei'.  The  New  York  City 
lei'ship,  a  business  and  civic  group, 
:eamed  up  with  IBM,  Nynex,  and 
olidated  Edison  to  lease  a  35,000- 
re-foot  building  near  Wall  Street 
will  serve  as  a  "shared-tenant  incu- 
■"  for  multimedia  and  softwai-e  de- 
)ment.  It  will  provide  affordable 

and  cut-rate  ser- 

and  equipment  to 

50  software  com- 
!S.  Office  and  con- 
ice  facilities  will 

be  available  for 
le  working  out  of 
ime  or  loft.  The 
lership  hopes  the 
a-  will  act  as  a  cat- 

for  the  burgeon- 
lew-media  indus- 
■and  in  the  process 

reinvigorate  the 
itown  economy, 
le  new-media  boom  is  clustered  in 
'  neighborhoods  such  as  Tiibeca, 
),  and  the  Flatiron  district.  "Three 
;  ago,  you  could  count  on  one  hand 
)eople  trying  to  make  money  off 
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Music  Fen's  Magic  School  Bus 
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this,"  says  Bryan  Mc- 
Cormick,  president  of 
ram!  Software,  a  mul- 
timedia production  com- 
pany located  on  Ti'i- 
beca's  Franklin  Street. 

The  downtown  scene 
began  in  the  mid-'80s 
with  pioneers  such  as 
Byron  Preiss  Multi- 
media, which  created 
some  of  the  industry's 
first  multimedia  titles, 
and  Music  Pen,  a  com- 
pany founded  in  1987 
by  Yee-Ping  Wu,  a  child  prodigy  pianist 
and  onetime  concert  performer  turned 
software  developer. 

But  the  scene  has  really  taken  off 
in  the  past  two  years.  In  1993,  Robert 
Stein  moved  his  multimedia  publishing 
company.  Voyager,  from  Santa  Monica, 
Calif.,  to  SoHo.  Last  year.  United  Dig- 
ital Artists,  an  outgrowth  of  the  now- 
defunct  Kodak  Center  foi'  Creative  Im- 
ages in  Camden,  Me.,  set  up  shop  in 
lower  Manhattan.  The 
new-media  talent  agen- 
cy and  training  center 
represents  more  than 
400  local  artists  and 
programmers.  Robert 
De  Niro,  who  has  a 
film  center  in  Tribeca, 
recently  formed  an 
interactive  division,  Tii- 
beca Interactive.  Even 
Microsoft  Corp.  and 
Apple  Computer  Inc. 
have  dispatched  staff- 
ers to  New  York  to 
work  with  local  developers. 

So  what  are  all  these  new-media  en- 
trepreneurs up  to?  Pi'eiss,  who  founded 
his  multimedia  company  in  1992  and 
took  it  public  in  May, 
1994,  is  cranking  out 
1' very  thing  from  an 
interactive  Seinfeld 
screen-saver  for  Time 
Warner  Interactive  to 
The  Ultimate  Frank 
Lloyd  Wright,  a  cd-rom 
about  the  architect's 
work  foi'  Microsoft's 
Home  line.  Preiss's 
stock,  issued  at  $2  a 
share,  now  trades  in 
the  mid-teens. 

Music  Pen,  located  in 
Union  Square,  just  south  of  Preiss's 
Flatiron  digs,  is  turning  out  a  steady 
stream  of  edutainment  titles.  They  in- 
clude Lenny's  Music  Tunes,  a  series  dis- 
tributed by  Viacom/Paramount,  and  The 
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Dennis  Hopper  stars  in 
Take2's  CD-ROM  Hell 


Magic  School  Bus  Explores  the  Human 
Body,  produced  for  Microsoft. 

There's  also  Take  2  Interactive  Soft- 
ware, founded  a  little  over  two  years 
ago  by  Ryan  Brandt,  the  scion  of  the 
New  York  publishing  clan  that  publish- 
es Interview,  Antiques,  and  Art  in 
America  magazines.  Brandt,  23,  has  so 
far  focused  on  entertainment — games 
such  as  Hell,  a  cd-rom  thriller  stairing 
Dennis  Hopper  and  Grace  Jones.  Take  2 
has  development  deals  with  Apple,  Via- 
com, and  Gametek. 

DIGITAL  DUET.  New  York  is  even  giving 
Hollywood  some  competition.  R/GA  Dig- 
ital Studios,  a  production  house  that  did 
special  effects  for  films  such  as  CHnt 
Eastwood's  In  the  Line  of  Fire  and 
Woody  Allen's  Zelig,  earned  a  reputation 
as  the  Lucasfilm  Ltd.  of  the  East,  r/ga's 
eaiiy  bet  on  digital  technology  in  1987 
has  paid  off.  Like  neighbors  such  as  Cu- 
rious Pictures,  it's  now  a  leading  produc- 
er of  digital  ads,  including  such  gTound- 
breaking  work  as  the  Diet  Coke  spot 
that  paired  Gene  Kelly  and  Paula  Abdul 
in  a  digital  duet. 

Today,  r/ga  is  mak- 
ing interactive  ads  for 
Chiysler  Corp.  and  the 
U.S.  Postal  Service  to 
be  tested  on  Time  War- 
ner Inc.'s  experimental 
Orlando  cable-TV  net- 
work, r/ga's  Interactive 
unit,  formed  in  1993,  is 
working  on  original  con- 
tent, including  two  up- 
coming CD-ROMS,  Gear 
Heads  and  City  Golf, 
that  are  now  being  pro- 
duced for  Tiibal  Media,  a  joint  label 
with  Philips. 

While  lots  of  multimedia  program- 
ming has  been  little  more  than  "shovel- 
ware" — a  term  for  simply  cramming- 
print  or  other  "old  media"  content  onto 
a  disk — New  York's  new-media  upstarts 
pride  themselves  on  being  on  the  crea- 
tive edge.  "The  sensitivity  to  content 
is  a  hallmai-k  of  New  Yoi-k,"  says  Preiss. 

Such  creativity  has  been  rewarded 
with  big  contracts  from  the  software 
and  media  giants  that  have  the  re- 
sources to  fund  development  and  pay 
for  marketing  and  distribution.  IBut 
starting  this  year,  some  of  New  York's 
most  talented  developers — including  Mu- 
sic Pen,  Take  2,  and  r/ga  Interactive — 
plan  to  publish  under  their  own  labels, 
I'ather  than  distributing  through  Mici'o- 
soft  or  Time  Warner.  If  they  achieve 
new-media  stardom,  they  could  really 
put  Silicon  Alley  on  the  map. 

By  Amy  Coriese  in  New  York 
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L.T.  JUST  MIGHT  SACK 
HIS  SKEPTICS 

The  ex- All  Pro  says  his  virtual-reality  venture  is  ready  to  romp 


Even  before  he  hung  up  his  cleats  a 
year  ago,  Lawrence  Taylor  wanted 
to  be  more  than  a  football  legend. 
He  wanted  to  be  an  entrepreneur.  So 
the  New  York  Giants  linebacker  fonned 
All-Pro  Products  Inc.  out  of  his  New 
Jereey  home  in  1992.  Its  fii'st  game  plan: 
to  brew  up  a  spoils  drink  with  big-city 
attitude,  something  Hoop  Dreanis-tera 
could  chug  in  the  jjlayground  after  a 
hot  three-on-three.  But  the  Gatorade 
wannabe,  dubbed  Metro-Pro,  fizzled  fast. 

With  PepsiCo,  Coca-Cola  Co.,  and  oth- 
ei'  beverage  behemoths  pouring  mega- 
bucks  into  their  own  new  sports  swigs, 
Tayloi-  and  his  team  soon  knew  Metro- 
Pro  didn't  have  a  prayer.  "Creating  a 
niche  for  [Metro-Pro]  would  have  taken 
more  time  and  more  money  than  we 
had,"  says  All-Pro  President  and  Chief 
Operating  Officer  Michael  Stone,  54,  a 
foiTner  management  consultant  and  one- 
time coo  of  New  Generation  Foods  Inc., 
a  snackmaker  in  Oglesby,  111.  All-Pro 
lost  more  than  $500,000  on  the  drink 
before  bagging  Metro-Pro  in  1993. 
EASY  SELL.  Then,  Taylor  met  Arden 
Strasser,  32,  a  University  of  Rochester- 
trained  optics  whiz  and  top  engineer  at 
Virtual  Reality  Inc.,  a  Pleasantville 
(N.  Y.)  technology  company  in  need  of 
funding.  L.  T.  decided  to  stake  his  com- 
pany's future  on  an  unj^aved  lane  of  the 
I-way,  i^aying  $350,000  plus  royalties  for 
a  license  to  use  vpj's  technology  to 
make  a  game  system.  Needing  more 
dough  than  he  was  willing  to  cough  up 
himself,  Taylor  took  All-Pro  public  in 
November,  1993,  i-aising  .$4.5  million  in 
an  initial  public  offering.  Speculators 
gobbled  up  1  million  shares  overnight  in 
what  looked  like  little  inore  than  a  gam- 
ble on  L.  T.'s  name  and  the  buzz  of  vir- 
tual reahty.  Offered  at  5,  the  \ASDAQ- 
listed  stock  quickly  soared  to  1414 — 
though  All-Pro  had  no  earnings,  no 
product,  and  a  retired  football  star  at 
the  helm.  And  it  never  crashed.  On  Jan. 
17,  the  stock  was  trading  at  9X,  giving 
Ali-Pro  a  market  value  of  $24.2  million. 

Now,  after  moi'e  than  two  years  tmd 
$2  jTiiilion  in  development  costs,  the  All- 
Vv'j  iQiim  believes  its  just  unveiled  7ih 
.Sense  system  vrill  justify  shareholders' 


faith.  Retailing  for  less  than  $400,  it  will 
hit  stores  in  the  Northeast  on  May  1 
and  those  in  the  rest  of  the  U.  S.  in  time 
for  Christmas.  "Everybody  thought  we 
were  some  kind  of  scam,"  concedes  Tay- 
lor, All-Pro's  chairman,  ceo,  and,  with 
a  40%  stake.  No.  1  shareholder.  But,  he 


-  L  AW R  ]•:  X  C  E  TA Y L  0  R .  CEO,  All-Pro  Products 


predicts,  "we're  going  to  be  a  major 
player"  in  virtual-reality  games. 

De.signed  to  be  hooked  up  to  an  ibm- 
compatible  PC,  the  7th  Sense  system  is 
contained  in  a  lightweight  plastic  head- 
set that  works  with  a  number  of  games, 
including — natch — football.  Using  7th 
Sense  with  a  flight-simulator  game  al- 
lows players  to  "see"  out  the  left  side  of 


the  plane  when  they  turn  theii'  heac 
left,  see  the  tail  of  the  plane  when  th' 
look  over  their  shoulder,  and  see  clouc 
when  they  look  up. 

At  the  time  of  the  IPG,  All-Pro  a 
peared  less  like  a  public  corporatic 
than  an  extension  of  Taylor's  ego.  Ma 
aged  out  of  a  spare  room  in  his  Upp 
Saddle  River  (N.J.)  home,  it  had  ju 
one  full-time  employee.  Its  board  i 
eluded  two  other  former  pro  footb, 
players,  Paul  Davis  and  George  Ma 
tin,  who  has  since  resigned.  Now  hea^ 
quartered  in  Tarrjlown,  N.  Y,  All-Pi 
employs  20  people  and  recently  added 
former  Sega  Enterprises  Ltd.  exec 
five,  engineer  Mark  Williams,  to  i 
board.  In  August,  it  gobbled  up  Ne 
York-based  Containair  Systems  Corj 
a  cardboard-box  comp 
ny,  for  $700,000  in  cas 
The  subsidiary  is  e 
pected    to  genera 
about  $2.5  million 
sales  in  fiscal  1995,  pr 
viding   much  need( 
cash  flow  for  All-Pro. 
BLITZ-WARY.  By  goir 
after  the  36  million  ; 
home  PC  users  inste, 
of  creating  a  TV-basi 
or  stand-alone  systei 
All-Pro  avoids  bangii 
heads  with  home-ent- 
tainment  giants  such 
Nintendo  and  Sega — f 
a  while.  Stone  knov 
those  two  heavyweigh 
can't  be  far  behind.  | 
figure  we  have  a  wi? 
(low  of  maybe  18  to  | 
months,"  he  says.  Tl'| 
year,  All-Pro  expects  i 
ship   at   least  50,0(1 
units  to  such  retailel 
^  /    j       as  CompUSA,  .j&r  Cor, 
M  J  ji  i   A  puter  World,  and  N' 
body  Beats  the  Wiz. 

Should  7th  Sen 
flop,  skeptics  who  d' 
rided  All-Pro's  1993 
fering  as  yet  anoth 
example  of  IPO  fev 
will  probably  be  cro' 
ing.  And  while  Tayl 
insists  that  he  would 
forward  and  find  ; 
other  product,  All-Pro's  ability  to  rai 
money  would  be  diminished.  But  if  7 
Sense  becomes  something  more  than 
virtual  success,  L.  T.'s  post-NFL  ear 
ings  could  make  the  millions  he  g 
slamming  heads  to  the  turf  seem  li 
chump  change. 

Bij  Keith  Dunnavant  in  Tarrytou 
N.  Y.,  and  Carl  Desens  in  New  York 
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Stake  Your  Claim  In  The  New  W)rld  Markets . 


•5  Business  Week  Presidents  Foriun 
ntury  Capitalism: 
lies  for  the  Global  Economy 

ness  Week  and  the  presidents,  CEOs,  and  chainnen 
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Uion  information,  please  call  .fulie  Terrunova.  registrar.  Business  Week  Executive  Programs.  212-512-3113. 
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INCOME  SHARE 


PLUMPER  PROFITS, 
SKIMPIER  PAYCHECKS 

But  economists  say  labor  will  benefit — eventually 


it  seems  the  best  of  all  worlds.  The 
U.  S.  economy  is  hitting  on  all  cylin- 
ders: strong  growth,  low  inflation, 
and  a  steady  flow  of  new  jobs.  And 
U.S.  companies,  on  the  ropes  in  the 
mid-1980s,  are  world-class  playei-s  again. 

This  prosperity,  however,  conceals  a 
di'amatic  shift  in  who  is  benefiting  fi'om 
the  revival  of  Corpoi-ate  Amei'ica.  A 
new  Bi;siNESS  week  analysis  of  national 
income  generated  by  the  coiporate  sec- 
tor— labor  compensation,  profits,  and  in- 
terest payments — shows  that  workers 
are  getting  the  short  end  of  the  stick. 
Over  the  last  two  years,  the  share  going 
to  labor  has  dropped  sharply.  Only  81% 
of  coi-jiorate  income  now  goes  to  wages, 
salaries,  and  benefits,  the  lowest  level 
since  1969.  And  wages  and  salaries 
alone  are  now  less  than  67%  of  income, 
a  post-war  low,  as  downsizing,  job  cuts, 
and  wage  restraint  continue  to  domi- 
nate business  strategies. 
MAJOR  IMPACT.  These  numbers  confinn 
what  many  Americans  feel  in  their 
bones:  Workers  have  not  yet  seen  big 
gains  from  lising  productivity  and  the 
strong  economy.  Instead,  the  major  im- 
pact of  the  good  news  has  shown  uj)  in 
profits.  Operating  profits,  as  measured 
by  the  government,  have  risen  to  over 
15%'  percent  of  national  income  in  the 
corjjorate  sector,  their  highest  level  in 
almost  20  yeai-s.  And  with  fomth-quaiter 
coiporate  eainings  expected  to  be  strong. 


that  figure  could  rise  even  higher. 

But  while  it  may  be  frusti'ating  to 
worker's  to  see  real  wages  stagnate,  even 
as  the  economy  prospere  and  profits  soai; 
liistoiy  and  economic  theoiy  suggest  that 
they  may  see  benefits  a  little  further 
down  the  road.  Since  the  days  of  Adam 
Smith,  economists  have  studied  how  the 
economic  pie  is  split  between  payments 
to  labor — wages,  salaries,  and  benefits — 
and  returns  to  capital — profits  and  in- 
terest on  debt.  This  division  influences 
everything  fi-om  the  distribution  of  in- 
come to  the  economy's  potential  rate  of 
growth.  Periods  with  a  high  profit  share 
have  ty])ically  also  enjoyed  rising  pr'o- 
ductivity,  high  levels  of  investment,  low 
infiation,  and  eventually  strong  wage 
gi'owlh.  "Wliat  high  I'etur-ns  on  capital 
give  you  is  the  possibility  that  you  can 
gi-ow  faster,"  says  Richaixl  D.  Rippe, 
chief  economist  at  Piiidential  Securities 
Inc.  Adds  Fr-ed  Moseley,  an  economist 
at  Mount  Holyoke  College:  "Profitability 
is  the  most  important  determinant  of 
the  health  of  the  economy." 

Certainly  that's  been  tr-ue  for-  most  of 
the  20th  century  in  the  U.S.  In  the 
1920s,  for-  example,  Wgh  pr-ofitability  and 
a  small  labor-  shar-e  was  accompanied  by 
rising  living  standar-ds.  And  the  last  time 
labor-  had  as  small  a  shar-e  as  it  does  to- 
day was  the  1960s,  wlrich  is  r-emember-ed 
as  a  pr-osper-ous  period  for-  most  every- 
one. Str-ong  pr-ofitability  helped  fund  high 


investment,  keepiirg  pi-oducti\ity  gro 
r-obust  and  inflation  low.  Arrd  the  str 
growth  of  the  over-all  economy  m( 
that  r-eal  wages  could  grow  fast  eno 
to  keep  wor-ker-s  hap]3y. 

Like  an  earthquake  fault  line,  th{ 
bor--capital  split  may  har-dly  change 
decades.  But  when  the  balance  c 
shift,  the  move  is  quick  and  dr*ami 
The  beginning  of  the  1970s,  for-  exan 
saw  a  substantial  incr-ease  in  the  si 
of  income  going  to  labor-  that  per-sij 
over  the  next  two  decades,  as  w 
er-s — especially  ones  in  strong  unioi 
wer-e  able  to  push  up  r-eal  wages  « 
as  productivity  gr-owth  slowed. 

But  that  incr-ease  tur-ned  out  to  1 
pyrrhic  victory  for  labor-.  While  wor-l 
mav  have  benefited  in  the  short 
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With  downsizing 
the  dominant 
strategy,  wages, 
salaries,  and 
benefits  now 
account  for  only 
81%  of  the  share  of 
national  income 
generated  by  the 
corporate  sector - 
the  lowest  level 
since  1969 


a  bigger  shaiw  the  ewiitual  it- 
of  lower  profits  were  slower 
h  and  less  investment.  In  addi- 
.s  Moseley  notes,  the  double-digit 
5n  of  that  decade  was  in  part  the 
of  companies  trying  to  alleviate 
)rofit  squeeze  by  raising  prices — a 
gy  that  did  not  work. 
V  the  U.  S.  may  be  in  the  midst  of 
ir  tectonic  change  in  the  split  be- 
labor and  capital.  Corporations 
been  able  to  boost  productivity, 
a  combination  of  restructuring, 
izing,  and  investment  in  new  feeb- 
le. And  while  the  unemployment 
las  fallen,  wage  gi'owdh  has  been 
;own  by  international  competition, 
echnology — which  needs  a  lot  less 
—and  the  impotence  of  labor 


uiiKins.  In  the  1960s,  real  compensation 
per  hour  in  nonfinancial  corporations 
rose  at  an  average  rate  of  2.1%.  By 
contrast,  real  compensation  per  hour 
fell  by  0.3%  in  the  first  three  quaitei-s  of 
1994  compared  vdth  a  year  earlier. 

Indeed,  in  recent  years,  some  of 
Amei'ica's  largest  companies  have  dra- 
matically pared  down  the  share  of  rev- 
enues going  to  workers  by  boosting 
productivity,  cutting  jobs,  holding  down 
wages,  and  outsourcing.  For  example. 
General  Motors  Corp.  spent  26%-  of  its 
revenues  on  wages,  salaries,  and  benefits 
in  1989.  But  by  1993,  the  percentage  of 
revenues  going  to  labor  was  only  22%. 

With  profits'  share  of  corporate  in- 
come rising  again,  today's  economy  is 
beginning  to  look  a  lot  more  like  that  of 
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the  low-inflation  1960s.  Corporate  pro- 
ductivity gi-owth  is  strong,  clocking  in  at 
3%  in  1994,  the  highest  in  two  decades. 
Companies  are  pouring  hundreds  of  bil- 
lions into  new  equijiment.  And  with  prof- 
its high,  they  can  hold  off  on  price  in- 
creases, keeping  inflation  dormant. 

Moreover,  the  rising  capital  share  is 
good  news  for  the  stock  market,  which, 
not  surprisingly,  has  historically  bene- 
fited when  profits  took  a  bigger  bite  of 
the  pie.  Indeed,  the  market  is  far  more 
responsive  to  the  profit  share  than  it 
is  to  the  overall  gi'owth  of  the  economy. 
MARKET  MOVER?  Certainly,  the  shift 
fi'om  wages  to  profits  is  the  major  reason 
the  stock  market  hasn't  taken  a  deep 
dive  in  light  of  the  massive  interest  rate 
increases  by  the  Federal  Reserve.  Rippe 
calculates  that  the  rate  of  return  on  cap- 
ital, adjusted  for  inflation,  has  reached 
about  6.5%,  a  25-year  high,  which  may 
propel  the  markets  even  higher.  "I  don't 
beheve  that  the  conventional  wisdom  in 
business  has  fully  recognized"  how  much 
corporate  profitability  has  increased  in 
recent  years,  says  Rippe. 

The  rising  profit  share  also  changes 
the  nature  of  the  income-distribution 
debate.  In  recent  yeare,  both  economists 
and  policymakers  have  concentrated 
their  attention  on  the  widening  inequal- 
ity of  wages,  looking  for  ways  to  naiTow 
the  difference.  But  this  leaves  out  the 
widening  gap  between  Americans  with 
capital  income  and  those  without.  Wages 
are  far  less  important  than  they  used  to 
be  as  a  source  of  income.  Americans 
now  get  only  57%  of  their  personal  in- 
come fi-om  wages  and  salaries,  a  post- 
war low.  Instead,  dividends  and  self- 
employment  income  have  become 
progressively  more  impoitant.  More- 
over, notes  economist  Louis  A.  Ferleger 
of  the  University  of  Massachusetts  at 
Boston,  wage  income  will  shrink  even 
fiuther  if  the  Republicans  caiiy  thi-ough 
on  their  plans  to  downsize  government, 
since  the  public  sector  now  accounts  for 
a  full  20%.  of  all  labor  compensation. 

With  the  division  of  income  shifting  in 
favor  of  capital,  when  does  the  payoff 
for  workers  come?  It  took  almost  a 
decade  for  the  real  wages  of  workers  to 
adjust  to  the  productivity  slowdown  of 
the  1970s.  That  means  it  could  take 
some  time  before  wages  respond  to  the 
improved  economic  conditions  in  the 
1990s.  "The  economy  is  growing,  but  a 
large  portion  of  the  public  are  very  up- 
set because  theii'  real  wages  aren't  go- 
ing up,"  says  Robert  Eisner,  an  econo- 
mist at  Northwestei-n  University  and  a 
foiTner  president  of  the  American  Eco- 
nomic Assn.  Workers  will  eventually 
gain  if  higher  profits  lead  to  more  in- 
vestment and  more  jobs,  adds  Moseley, 
"but  it  hurts  a  lot." 

By  Michael  J.  Mandel  in  New  York 
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Business  Week  and  The  Association  of  American  Chambers  of 
Commerce  in  Latin  American  (AACCLA)  present 


The  BUSINESS  FUTURE 
of  the  AMERICAS 

Strategies  for  an  Integrating  Hemisphere 


by  James  R.  Whel 


T 


.  hey  came  to  the  land  that  turned  the  promise  of  the  free  market  into  the  reality  of  plenitude.  The  land  is  Chil 
And  "they"  are  the  150-pliis  business  and  government  leaders  from  all  parts  of  the  hemisphere  who  gathered 
in  Santiago  for  the  Business  Week /Association  of  American  Chambers  of  Commerce  in  Latin  America  (AACCL 
"Business  Future  of  the  Americas"  conference. 


TRADE,  TRADE,  TRADE 

Trade  was  a  key  theme.  .\ACCLA  President 
David  E.  I\y  urged  that  "the  United  States  and 
nations  of  the  region  continue  to  work  toward 
lowering  trade  barriers.  It  is  important  to  begin 
adding  nations  that  have  opened  their  markets, 
and  there  is  no  better  candidate  than  Chile." 

Chilean  Finance  .Minister,  Eduardo  Aninat 
reminded  the  conference  that  trade  liberalization 
is  more  than  lower  tariffe.  "Economic  integration." 
said  .\ninat,  "means  legislation  setting  the  ground 
rules  for  foreign  investment,  it  means  fixing  arbi- 
tration standards,  it  means  agreeing  on  competitive 
frameworks.  It  means  less  rhetoric,  more  action, 
and  it  means  converting  economists'  conclusions 
into  implemented  national  polic}-." 

The  new  U.S.  .\mbassador  to  Chile.  Gabriel 
Guerra  Alondragon.  underscored  the  point.  "Our 
world  is  going  global,  and  to  go  global  means  o\  er- 
coming  past  habits  of  focusing  on  differences  while 
overlooking  similarities."  .-\s  an  e.xample  of  "going 
global."  he  obsen  ed  that  the  architects  of  the 
widely  lionized  "Chilean  model"  are  now  giving 
their  how-to  ad\ice  to  governments  around  the  world. 

TIN  AMERICAN  MULTINATIONALS 


"The  United  States 


-\lan  Clutterbuck,  director  of  the  Argentine 
footwear  and  textile  firm  Alpargatas,  is  focusing  i 
the  emerging  Mercosur  free-trade  bloc  and  buildi 
joint  ventures  and  alliances  with  the  likes  of  U.S. 
based  Nike. 

Andres  Xavarro,  President  of  Sonda,  the 
international  information  S)  Stems  design  compan} 
has  used  newly  opened  regional  markets  to  take 
the  company  from  zero  to  Si 40  million  in  sales 
and  1.300  employees  in  just  14  )  ears. 
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work  toward  lowering 

trade  barriers.  It  is 

important  to  begin 

adding  nations  that 

have  opened  their 

markets,  and  there  is 

no  better  candidate 

than  Chile." 

David  E  Ivy,  President, 
The  Association  of 
American  Chambers  of  . 
Commerce  in  Latin 
America  (AACCLA) 


^  L  anwhile,  under  new  free-trade  minded  Latin 
'j!icrican  governments  like  Chile's,  scores  of  Latin  American 
1  "     are  mo^■ing  from  domestically  focused  strategies  to 
-    ir  e  global  players. 


U.S.  COMPANIES  IN  LATIN  AMERICA 

.\s  Latin  .\merican  firms  are  breaking  out  ot 
pre%"iously  locked-up  national  markets,  U.S.  firm 
are  breaking  in.  Across  the  board  they  are  recoa 
nizing  the  importance  of  being  there.  "Long- 
distance management  does  not  work,"  said  Han 
Eben,  President.  Andean  Region/  Chile,  The 
Gillette  Company,  noting  that  more  than  30 
international  companies  now  have  regional  head 
quarters  in  Santiago. 

BellSouth  Latin  America  President  Roberto 
Peon,  offered  his  recipe  for  success.  "Use  commoi 
sense  at  all  times:  think  big.  Dig  in  —  make  nc 
exit  plan.  .\nd  maintain  a  sharp  focus  on  what  yo 
do  best."  BellSouth  Latin  America  decided  to 

  focus  on  cellular  and  wireless.  From  ground  zen 

five  \'ears  ago,  the  company  now  ser%es  3 12,000  customers. 

But  Peon  acknowledged  that  it  can  be  difficult  for  an 
upstart  subsidian."  in  a  large  company  like  S16  billion 
BellSouth  to  get  the  attention  and  resources  requisite  for 
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success.  "Quite  frankly  there  was  a 
lot  of  skepticism.  But  as  we  became 
successful,  we  were  \iewed  by  upper 
management  as  an  example  for 
other  operations." 
/        '^-^^^M       For  Kodak,  surviving  the  protec- 
3r      ^^^^^1  tionist  era  in  Latin  America  meant 
1 1  separate  countr}'  operations. 
Charles  Griffin,  president  of  the 
Kodak  Group  of  Mexico,  said  all 
of  that  changed  with  the  opening 
of  markets.  "We  streamlined  do\\Ti 
to  five  'boundan  less'  companies, 
and,  taking  advantage  of  trade 
openings,  we  created  centrahzed 
distribution,  slashing  deliven-  time 
and  inventories." 

Operating  internationally  was  a 
birthright  of  the  American  Inter- 
national Group,  spawned  in  China 
and  now  a  prime  example  of  an 
American  companj-  aware  of  and 
responsive  to  the  world  outside  the 
\s  President  of  the  compam-'s  Life  Management 
on  for  Latin  America,  Alexander  Fernandez  supervises 
ices.  Fernandez  noted  that  when  he  headed  operations  in 
years  ago,  there  were  12  competitors.  Xow  there  are  25. 
'  he  added,  "that  is  not  as  bad  as  it  sounds.  The  Chilean 
much  larger  now  than  it  was  then." 

ccesses  have  a  tendenc}-  to  grow  rapidly  in  toda\''s  Latin 
ican  business  emironment.  Tim  Browne.  Director  of 
larional  Marketing  for  Lotus  Development  Corporation, 
his  own  firm:  "Our  Latin  „\merican  divisions  used  to 
t  through  our  European  operations.  But  with  the  rapidly 
ing  communications  infi-astructure  in  Latin  America, 
>w  have  our  two  Latin  American  divisions  as  well  as  a 
ng  communit)'  of  Latin  ^American  Business  Partners  all 
:cted  directly  to  each  other,  and  to  our 
orate  Headquarters  in  the  USA.  These 
;ctions  using  Lotus  Notes  have  created  an 
ization  for  us  that  can  respond  to  the 
ner  needs,  no  matter  where  the\^  are  located, 
latter  of  seconds  rather  than  hours  or  da\'s. 
has  allowed  us  to  move  our  operations 
ghout  all  of  Latin  America  quickly  and 
:ndy."  The  company  is  organized  into  small 
sales  teams  supported  by  more  than  2  0 
Latin  American  "business  partners"  and 
;ctronic  network  that  offers  each  team  fuL 
pay  access  to  more  than  7,000  business 
ers  worldwide. 


session  on  the  Chilean  capital  market,  where  discussion 
focused  on  Chile's  highly  successful  voluntar}"  private  pension 
funds.  The  funds  have  paid-in  capital  equal  to  more  than  half 
the  country's  gross  national  product,  and  \iada  credits  them 
with  the  central  role  in  developing  Chile's  domestic  capital 
markets.  "They  are  the  most  profound  and  re\  olutionary 
development  in  the  Chilean  economy,"  said  \iada. 

The  father  of  Chile's  private  pensions  system,  Jose  Pifiera, 
said  the  pensions  have  created  an  enormous  pool  for  re- 
investment, averaging  a  13%  rate  of  return  since  their  1981 
debut.  Since  then,  fund  money  has  financed  two  of  three 
new  houses  built  in  Chile  while  one-third  of  all  shares  in 
the  stock  market  are  fund-held. 

"The  Chilean  model  has  been 
copied  enthusiastically,"  said  Pifiera. 
"so  far  this  has  occurred  in  Peru, 
Argentina,  and  Colombia.  Bohvia, 
Ecuador,  and  El  Salvador  are  Hkely 
to  follow  soon.  And  it  is  only  a  matter 
of  rime  untiil  Brazil  goes  down  the 
same  road." 


SOUTHERN  SUCCESS 
STORIES 


'Latin  America  has 


enormous  growth 
potential  in  the  com- 
munications indusoy. 
Taking  advantage  of 


U.S.  Depot}'  Assistant  Secretan'  of 
State  Arturo  Valenzuela  sketched  the 
dimensions  of  the  Latin  .American 
opportunity':  "By  decade's  end  the 
combined  gross  domestic  product 
of  Latin  America  will  be  about  S2.5 
trilHon,  roughly  equal  to  Japan's." 
Mexico's,  he  noted,  is  already  larger 
than  that  of  South  Korea.  Further- 
more, annual  regional  growth  is 
e-xpected  to  average  5%  over  the 
next  decade  —  twice  that  of  the 
European  Community. 

Summing  up,  Da\id  Hirschmann,  Executive  \ice- 
President  of  AACCLA,  said:  "Senior  decision  makers 
iTom  around  the  hemisphere  and  strategies  businesses 
are  embracing  in  a  region  now  dominated  by  expand- 
ing, integrating  economies.  This  conference  has 
become  for  Latin  America  what  the  annual  Davos 
economic  conference  is  for  Europe  —  the  place 
where  new  business  trends  are  identified  and  new 
business  relationships  are  launched." 
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V  LATIN  AMERICA  IS 
'ATIZING  SOCIAL  SECURITY 

\.  \lada,  Regional  Head/Latin  America 
indard  &  Poor's  Ratings  Group  chaired  a 


Dig  in  —  make  no  exit 

plan.  And  maintain  a 

sharp  focus  on  what 

you  do  best" 

Roberto  Peon,  President, 
BellSouth  Latin  America 


James  [L  Whelan,  a  visiting  professor  at  the  University  of 
Chile^s  Institute  of  Political  Science,  is  a  foreign  correspondent 
in  Latin  America  and  a  visiting  professor  at  the  University  of 
Chile's  Institute  of  Political  Science. 
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MAKING  YOUR  LONG-DISTANCE 
DOLLAR  GO  THE  DISTANCE 


Bill  Adler  Jr.  proudly 
adinits  he  lifts  no  loyal- 
ty when  it  comes  to 
long-distance  calling.  Last 
month,  the  Washington  (D.  C.) 
book  agent  switched  his  tliree 
home  lines  from  AT&T  to  MCi 
so  he  could  earn  American 
Airlines  frequent-flier  miles. 
Less  than  a  month  later,  he 
changed  one  line  to  Long  Dis- 
tance Wholesale  Club,  which 
offered  seemingly  low  rates 
plus  50%  off  his  next  bill.  But 
once  he  gets  the  half-off 
bonus,  he  is  poised  to  switch 
again:  "I'll  go  with  whoever 
is  offering  me  the  best  deal." 
There  will  be  plenty  to 


you  spend  just  $10  a  month. 
Tliat  means  a  $50  monthly  bill 
becomes  $;37.50.  The  discount 
increases  to  30%  when  yoiu' 
monthly  tab  hits  $75.  And  you 
get  50%  off  when  you  call 
other  MCI  customers  in 
your  designated  calling 
circle.  If  you  signed  up 
for'  the  old  Friends  & 
Family  progTam,  you 
have  to  ask  to  be 
switched  to  the  new 
one.   The  old 


If  your  calling  falls  into  a 
distinct  pattern,  check  out 
more  tailored  plans,  at&t 
Evening  Plus  is  aimed  at 
those  who  make  a  lot  of  calls 
on  weekends  or 
after  5  p.m.  on 
weekdays.  It 
charges  12/4? 
per  minute  for 
one  hour's 
worth  of  calls 
and  10<?  a  min- 
ute beyond  that 


ized"  phone  rates.  Like  a  firs 
class  stamp,  there  is  a  fl 
rate — on  a  per-minute  basis- 
regardless  of  the  distance 
the  call.  LCI  is  particularly  j 
tractive  for  customers  w] 
make  hundreds  of  dollars 
calls  a  month  because  it  bi 
in  six-second  increment 
While  most  companies  woi; 
bill  you  foui"  minutes  for  a  c 
that  lasts  tliree  minutes,  o: 
second,  LCi  would  chai-ge  for 
thi'ee-minute,  six-second  ca 
You  almost  always  pay 
premium  for  the  simpler  sy 
tem,  however.  With  Spri 
Sense,  you  pay  a  hefty  fl 
rate  of  22(2  a  minute  duri] 


choose  from,  at&t 
started  a  rate  war 
last  year,  and  MCi  and 
Sprint  struck  back 
this  month.  But  figuring 
out  which  of  these  compa- 
nies— or  their  smaller  ri- 
vals— offers  the  best  discount 
scheme  for  you  requires  a 
hard  look  at  where,  when, 
and  how  much  you  call  long 
distance. 

TAILORED  TRACK.  Most  plans 
base  their  rates  on  time  of 
day,  distance,  and  volume  of 
calls.  If  you  ty])ically  have  a 
monthly  bill  of  less  than  $75 
;md  a  scattershot  pattern  of 
ealls — over  both  long  and 
short  distances  and  at  varying 
time.s  of  day — MCi's  new 
Priends  &  Family  plan  is 
probably  your  best  bet.  MCi 
offers  a  25%.  discount  after 


plan  provides 
20%'  discounts 
and  40%'  off 
for  dialing  oth- 
ers in  your 
calling  circle. 

The  new 
MCI  program  usually  beats 
AT&T's  True  USA  plan.  While 
AT&T,  like  MCI,  begins  its  dis- 
count at  the  $10  calling  level, 
it  offers  only  10%'  off  at  that 
point.  And  the  discount  only 
rises  to  20%.  af- 
ter you  spend 
$25.  "  The  two 
progi-ams  begin  to  reach  par- 
ity when  the  monthly  bill  hits 
$75,  when  at&t  gives  you  the 
same  30%-  (jff  as  MCi.  But  mci 
remains  a  better  deal  because 
the  basic  rates  on  which  its 
discounts  are  calculated  are 
shghtly  lower. 


PHONING 


horn-.  Those  whose  calls 
ai'en't  limited  to  off- 
peak  hoiu's  but  are  tar- 
geted to  a  particular 
ai-ea  code  might  consid- 
er a  plan  Uke  at&t's  Se- 
lect Saver  It  charges  a 
competitive  20?  a  minute  for 
weekday  calls  during  the  day. 
There  is  a  drawback  to  Select 
Saver  and  Evening  Plus, 
however  If  you  don't  call 
within  the  right  time  periods 
or  to  the  right 
location,  you  get 
zinged  with 
much  higher  r-ates. 

If  you  make  a  lot  of  calls 
over  very  long  distances — say, 
from  New  York  to  Califor- 
nia— two  plans  heavily  pro- 
moted by  Sprint  and  LCI  In- 
ter'national  may  be  for  you. 
These  companies  offer  "postal- 


the  day,  though  the 
10(?  rate  for  evenings 
and  weekends  is  com- 
petitive. Once  again 
there's  a  catch:  While 
Sprint's  day  rates  ex- 
tend to  7  p.m.,  others  end  t^ 
day  at  5  p.m.  So  those  w; 
hope  to  get  the  low  evenil 
rate  at  6  p.m.  won't  find  tlb 
scheme  a  bargain. 

The  plans  also  have  initll 
come-ons.  Sprint  Sense  thr'o  jfe 
in  100  free  minutes  of  til 
time  to  sign  up.  And  in  Ap| 
the  company,  which  is  alignf 
with  cable  giants  TCi,  Cox  El 
teqjrises,  and  Comca-^t,  is  if 
jjected  to  offer*  several  monljS 
of  free  cable  programming  |^ 
new  customers. 

Not  to  be  outdone,  MCi  vi 
cut  your  bill  in  half  for 
months  if  you  sign  up  for  tj 
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riends  &  Family, 
last  year,  AT&T 
;en  sending  out 
I  $75  checks  to 
•age  people  to 
.  Endorsing  the 
means  you  have 
1  to  use  AT&T.  If 


Phone  Deals:  Cutting  Through  The  Static 


PLAN 


COMMENT 


AT&T  10%  off  a  bill  of  $10  to  $24.99 

TRUE  USA     a  month;  20%  off  $25  to 

$74.99;  30%  off  $75  or  more. 


People  who  make  fewer  than 
$75  worth  of  calls  in  a  month 
can  get  a  better  deal  elsewhere. 


of  free  calling.  Some 
plans  even  give  you 
money  back,  at&t  of- 
fers a  cash  rebate  of 
5(2  on  the  dollar.  If 
you  spend  $100  a 
month  you  could  get 
a  $60  check  at  the  end 


)n't  get  a  check    of  the  year. 

11    .°   MPI  "WCW/"      Ol^u/  ^ff  tin  fr^  $7/1  QQ.  QAO/  MPI  unU  clooV,  T;mir  hiUc  in   ^U-  , 


SPRINT 
SENSE 


AT&T  on  youl 
t  may  offer  you 
aUing  minutes, 
nber,  you  usual- 
't  receive  these 
s  until  you  have 
idth  a  cairier  for 
1  months. 
lES.  And  don't 
the  freebies  to 
:ustomer  loyalty. 
True  Rewards 
5  five  points  for 
dollar  of  long-distance 
The  points— earned  if 
3end  moi'e  than  $25  a 
— can  be  exchanged  for 
livalent  amount  of  fre- 
■flier  miles  on  uSAir, 
1,  or  Delta.  MCi  offers 
at  the  same  rate  on 


MCI  "NEW"   25%  off  $10  to  $74.99;  30% 
FRIENDS      off  $75  or  more;  50%  off 
&  FAMILY      calls  made  to  designated 
MCI  customers. 


22<f  a  minute  7  a.m.  to  7 
p.m.  Mon.  to  Fri.;  lO"?  week- 
ends and  7  p.m.  to  7  a.m. 
weekdays;  $3  a  month 
beginning  Apr.  1  for  low- 
volume  callers. 


MCI  will  slash  your  bills  in 
half  for  six  months  just  to 
sign  up.  The  plan  edges  out 
True  USA,  especially  at  lower 
calling  volumes. 

The  company  makes  a  big 
deal  out  of  its  simple  flat 
rates.  But  some  customers 
could  pay  more,  since  Sprint 
keeps  its  highest  "day"  rates 
in  place  until  7  p.m. 


Northwest,  American,  and 
Continental.  Sprint  has  alli- 
ances with  TWA,  Alaska  Air- 
lines, and  America  West.  But 
its  new  rewai'd  plan  also  gives 
certificates  for  discounts  on 
any  au'Une,  cniise,  or  cai'  ren- 
tal— without  blackout  dates. 


You  can  use  reward  points 
for  free  calling  if  you  choose. 
AT&T  gives  roughly  a  minute 
and  a  half  of  exti'a  time  for 
each  dollar  spent  with  all  of 
its  plans.  If  you  spend  $50  a 
month  with  Sj^rint,  you  could 
cjualify  in  10  months  for  $25 


Freebies  shouldn't 
be  the  decisive  factor 
in  choosing  a  long-dis- 
tance carrier.  The 
higher  bills  you  would 
incur  by  picking  an 
unsuitable  plan  could 
well  offset  the  induce- 
ments. But  fi'om  time 
to  time,  you  can  make 
out  by  jumping  ship. 
You've  got  nothing  to 
lose  since  your  new 
carrier  will  pay  your  local 
phone  company  the  charge 
for  changing  long-distance 
companies.  And  once  the  en- 
ticements for  new  customers 
are  gone,  you  can  move  on. 
Any  way  you  look  at  it,  it's  a 
caller's  market.  Mark  Leivyn 


ART  MONEY 


HERE'S  THE 

lEAPEST 

RKIIVG? 

the  past  few 
rs,  low-yielding 
ney-market  funds 
e  been  a  place  to 

h  cash  while  you  move 
and  out  of  real  invest- 
ts.  But  with  stock  and 
i  markets  so  unnerving 
y  and  money  funds 
iing  an  average  of 
7o,  the  latter  once  again 
■s  an  investment  option 
5  own  right.  Investors 
:aking  notice.  The  week 
?d  Jan.  13  marked  a 
high  of  $528  billion  in 
ble  money-fund  as- 
— up  from  $509  billion 
>ec.  31,  according  to 
Donoghue's  Money 
d  Report. 

you  plan  to  stay  in  a 


money  fund  for  a  while, 
though,  pay  close  attention 
to  the  expense  ratio.  Since 
money  funds  generally  in- 
vest in  similar,  low-risk  se- 
curities, the  fee  is  a  major 
determinant  of  differences 
in  yield.  Many  money  funds 
are  loaded  with  freebies, 
such  as  check-writing  and 
switching  among  funds.  But 
if  you  don't  need  such  ser- 
vices and  can  afford  a  hefty 
initial  investment,  you  may 
be  better  off  in  a  fund  that 
discourages  small  transac- 
tions with  nuisance  "iii"" 
fees  and  high  check 
minimums  and  then 
compensates  with 
lower  expenses  and 
fatter  yields. 

For  example,  the 
$50,000  minimum 
Vanguard  Admiral 
U.  S.  Ti'easury  Mon- 
ey Market  Fund 
charges  only  0.15% 
in  expenses  and 
yields  5.36%.  The 
average  govern- 
ment-only money 


fund  yields  5.07%.  Fidelity 
Spartan  Money  Market 
Fund,  paying  5.52%,  has  a 
$20,000  minimum  and  a 
0.44%  fee.  The  average 
money  fund  charges  0.57%. 
LONG  VIEW.  Ti'ue,  plenty  of 
money  funds  boast  lower  ex- 
penses than  the  high-mini- 
mum funds.  That's  because 
nearly  60%  of  all  money 
funds  currently  waive  some 
or  all  of  their  expenses  to 
boost  their  yields,  a  practice 
that  became  common  as 
yields  fell  to  3%.  But  there's 


Money  Funds  For  Investing 


FUND 

CURRENT 
YIELD* 

MINIMUM 

EXPENSE 
RATIO 

DREYFUS  BASIC 

Money  Market 

5.86% 

$25,000 

0.24% 

FIDELITY  SPARTAN 

Money  Market 

5.52 

20,000 

0.44 

T.  ROWE  PRICE  SUMMIT 

Cash  Reserves 

5.65 

25,000 

0.45 

VANGUARD  ADMIRAL 

U.S.  Treasury  Money  Market 

5.36 

50,000 

0.15 

*Seven-clay  yield 


always  the  dangei*  that 
these  fees  will  be  phased 
back  in,  causing  the  yield  to 
faU. 

If  you  are  enticed  by  the 
yield  on  a  fund  that  is 
not  charging  a  fee,  check  to 
see  how  long  the  waiver 
will  be  in  effect.  Strong 
Money  Market  Fund — the 
top  yielder  at  6.23%' — guar- 
antees to  forgo  all  fees 
through  June,  1995.  Flex- 
Funds  Money  Market  Fund 
promises  to  waive  part  of 
the  management  fee  in  or- 
der to  stay  in  the 
top  10%  of  money 
funds.  Vanguard 
disapproves  of  fee 
waivers  on  the 
grounds  that  they 
mislead  investors 
about  yield.  In- 
stead, its  regular 
money  fund  holds 
expenses  to  0.32%. 
So  there  are  plenty 
of  low-fee  goodies 
even  if  you  don't 
have  $50,000  to  in- 
vest. Amey  Stone 
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Personal  Business 


THREE  FOR 

THE  ROAD-OR  TRAIL 

They're  rugged, 
they're  roomy,  and 
they're  roaring  off 
showroom  floors. 


Sport-utility  vehicles  are  the 
hottest  segment  of  the  auto 
market  today,  so  makers 
keep  introducing  new  models 
and  upgrading  their 
old  ones.  The  all-new 
Land  Rover  Discovery  and 
Chevy  Blazer  and  the  heavi- 
ly revamped  Ford  Explorer 
are  three  of  the  latest  in  the 
so-called  compact  segment. 

The  Discovery  is  suppos- 
edly the  veddy  British  auto 
maker's  family  model,  an 
oblique  reference  to  its  dual 
air  bags  and  price  tag  of 
$29,525  (all  prices  include  des- 
tination charges).  While  still 
rather  high  among  this  trio, 
that's  not  quite  as  strato- 
spheric as  the       125  for  the 


AUTOS 


above  the  front  and  rear 
seats — they  provide  more 
light  and  visibility  for  pas- 
sengers on  the  optional  jump 
seats  in  the  cargo  area.  In 
theory,  those  seats  al- 
low room  for  two  more 
people  in  back.  In  real- 
ity, Discoveiy's  claims 
of  spaciousness  apply 
only  to  head- 
room. There  is 
so  little  knee-  and  leg- 
room  in  the  jump 
seats  that  fitting  seven 
people  means  you 
won't  have  room  for 
carrying  any  stuff. 
Also  on  the  nega 


In  contrast,  the  rough- 
revving  engine  is  one  of  the 
few  disappointments  in  the 
Ford  Explorer.  The  V-6,  car- 
ried over  from  the  previous- 
generation  Explorer,  delivers 
160  horses.  That's  enough  to 
do  the  job  but  well  below  the 
other  two  vehicles'  muscle. 
The  optional  running  board 
is  almost  a  necessity,  given 
the  steep  climb  into  the 


CH£Vii;OL£l  BLAZED 


el  is  one  of  the  few  w( 
points  in  the  new  Chevrd 
Blazer,  which  is  virtuJ 
identical  to  its  sister  moJ 
the  CMC  Jimmy.  Most  of  le 
controls  are  laid  out  wj, 
but  you  have  to  reach 
hind  the  gearshift  lever| 
toggle  between  am  and ! 
radio  bands. 

Still,  Chevy's  all- 
sport-ute  is  vastly  supeij 
to  its  predecessor.  % 
step-in  height  is  qi 
low,  an  obvious 
welcome  nod  to 
large  numbers 
women  buying  th 
vehicles.  Wind 
road  noise  have  b( 
reduced  substantia 

lid  the  resulting 
'  I  at  highway  spe^ 
i<  fitting,  since  f 
niazer  has  the  bic 
ii-pavement  ridep 


five  side,  this  vehicle    this  trio.  The  Blasi 


FORD  EXPLORER 


$22,805*  4.0  liter  V-6/160  hp 
Two  front  air  bags 

'Price  IS  for  the  base  four-door,  four-wheel-drive  version 
with  destination  charges.  Explorer  and  Blazer  also  come  in 
less  expensive  two-wheel-drive  models. 

Range  Rover  County  lwb. 

Other  features  are  differ- 
ent, also.  The  excessive  body 
roll  associated  with  most 
Land  Rorvers  is  gone — good 
news  fi  >-  those  prone  to  sea- 
sickness. Above  the  far  rear 
win(to\*>  are  extra  windows 
runni;>a  along  the  crease 
whev(-  i-jof  meets  side  pan- 
el-. 'ibgvHici'  with  the  option- 
al dual  sunroofs — one  each 


emits  a  whine  from 
the  full-time  all-wheel 
drive,  has  a  high  step- 
in  height,  and  contains  noth- 
ing sohd  to  completely  close 
off  the  sunroofs,  only  dark- 
mesh  shades  to  keep  the  sun 
out.  You  wonder  if 
they'll  do  the  trick 
in  Arizona. 

Yet   if  four  or 
fewer  folks  cHmb  in, 
they'll  find  a  well- 
appointed,  luxurious 
interior  for  a  vehi- 
cle built  to  handle 
serious  off-roading. 
The  high  ride  height 
is  misleading:  Al- 
though the  Discov- 
eiy  offers  plenty  of 
ground  clearance, 
the  center  of  gi"av- 
ity    is    still  low 
enough  for  stability. 
And  there's  consid- 
erable oomph  from 
the  182-horsepower  V-8  en- 
gine. It  is  the  most  poweiful 
among  this  trio  of  sport-utes, 
but  then,  the  Discovery  needs 
more  power  because  it  is  the 
heaviest  at  4,379  pounds,  vs. 
Explorer's  4,189  and  Blazer's 
4,020.  Notice,  though,  that 
there  is  no  red  line  on  the 
tachometer  warning  you  to 
shift  now  or  else:  This  engine 
is  ready  to  rev  in  any  gear. 


$22,763*  4.3  liter  V-6/195  hp 
Driver's-side  air  bag  only 


seats.  The  price  for  the  base 
four-door,  four-wheel-drive 
version  is  $22,805.  (Both  Ex- 
plorer and  Blazer  offer  less 
pricey  two-door,  two-wheel- 
drive  models.) 

INTERIOR  MOTIVE.  Elsewhere, 
the  Explorer  shows  numer- 
ous signs  of  improvement 
and  refinement.  The  Explorer 
has  a  new  front 
suspension  and  new 
power  steering,  tlic 
better  to  handle  mi 
road  driving.  Also, 
the  interior  has 
been  redesigned, 
giving  it  a  vastly 
improved  instru- 
ment panel  and  con- 
trols— and  dual  air 
bags.  Check  out  the 
tissue  dispenser  be- 
tween the  front 
seats.  A  simple 
rotary  knob  on  the 
dash  switches  you 
from  two-wheel 
drive  to  the  excellent  four- 
wheel-drive  system  and  on 
to  four-wheel  low,  used  for 
even  bumpier  off-roading. 
There's  a  reason  the  Explor- 
er has  been  a  best-seller,  and 
most  of  it  is  in  the  interior. 
The  boxy  instrament  pan- 


is  competitively  priK 
at  a  base  $22,763  h 
four  doors  and  fot 
wheel  drive. 

What  don't  you  get  i- 
that  money?  The  Blazer  i 
only  a  driver's-side  air  h 
Moreover,  the  four-wh( 
drive  system  is  trickier 
engage  than  those  of  its 
vals,  and  the  four-wheel  a: 
lock  brakes  are  startling 
their  loudness.  After  all,  v 


LAND  ROVER  DISCOVERY 

$29,525  3.9  liter  V-8/182  hp  i 
Two  front  air  bags  l 

I 

needs  more  sensory  overlcjl 
when  panic  braking?  Nofe 
theless,  the  Chevy  Blazer! 
fei-s  quite  a  lot  for  the  moil 
in  a  segment  where  prp 
tags  are  getting  steeper  tl| 
the  hills  that  four-wheel 
can  conquer.        Jim  Tfe\ 
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Business  Week  Index 


RODUCTIGN  AND  LEADING  INDEXES 


Change  from  last  week;  0  b  ''om  last  week:  0.2% 

Change  from  last  year:  7.6%  ;  o;     from  last  year-  7.5% 

LEADING  INDEX 


Jan.  IVlay  Sept.  Jan 

1994  1994  1994  1995 

Indexes  are  4-week  moving  averages 

16  production  index  increased  during  the  week  ended  Ian.  7.  Seasonally  adjust- 

output  of  crude-oil  refming  and  rail-freight  traffic  led  the  gam.  Before  calcu- 
tion  of  the  four-week  moving  average,  the  index  rose  to  121,  from  120.8. 
le  leading  index  also  advanced  during  the  latest  week  paced  by  faster 
owth  rates  for  materials  prices  and  real  estate  loans.  The  unaveraged  index 
creased  to  254.6,  from  253  in  the  previous  week. 

f  production  index  copyright  1994  by  McGraw-Hill  Inc  BW  leading  index  copyright  1994  by  CIBCR 


PRGDUCTIGN INDICATGRS 


LATEST 

WEEK 

YEARLY 

WEEK 

AGO 

%  CHG 

STEEL  (1/14)  thous.  of  net  tons 

2,035 

1,985# 

7.6 

AUTOS  (1/14)  units 

126,386 

109,340r# 

-7.5 

TRUCKS  (1/14)  units 

101,237 

84,941r# 

-8.7 

ELECTRIC  POWER  (1/14)  millions  of  kilowatt-hrs 

NA 

63,158# 

NA 

CRUDE-OIL  REFINING  (1/14)  thous.  of  bbl./day 

13,847 

14,336# 

2.7 

COAL  (1/7)  thous.  of  net  tons 

17,702# 

16,047 

-3.3 

PAPERBOARD  (1/7)  ttious.  of  tons 

NA 

NA 

NA 

PAPER  (1/7)  tfious.  of  tons 

NA 

NA 

NA 

LUMBER  (1/7)  millions  of  ft. 

364. 5# 

308.9 

-23.2 

RAIL  FREIGHT  (1/7)  billions  of  ton-miles 

19. 5# 

19.3 

-5.3 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept.,  American  Forest  &  Paper 
Association,  WWPA',  SFPA^,  Association  of  American  Railroads 


EADING  INDICATORS 


LATEST       WEEK  YEARLY 
WEEK        AGO      %  CHG 
rOCK  PRICES  (1'13)  S&P  500  462.36     460.21  -2.5 


9RP0RATE  BOND  YIELD.  Aaa  (1/13) 

8.46% 

8.51% 

23.1 

DUSTRIAL  MATERIALS  PRICES  (1/13) 

114.3 

113. 3r 

NA* 

JSINESS  FAILURES  (1/6) 

NA 

278 

NA 

EAL  ESTATE  LOANS  (1/4)  biii  ons 

$459.8 

$456.6 

9.0 

ONEY  SUPPLY,  M2  (1/2)  bill  ons 

$3,571.1  $3,570.6r 

0.9 

ITIAL  CLAIMS,  UNEMPLOYMENT  (12/31) 

thous.  338 

321 

^.8 

>urces:  Center  for  International  Business  Cycle  Research  (CIBCR),  Standard  & 
or's,  Moody'%.  Journal  of  Commerce  (index:  1990=100),  Dun  &  Bradstreet  (failures 
large  companies).  Federal  Reserve,  Labor  Dept.  CIBCR  seasonally  adjusts  data  on 
siness  failures  and  real  estate  loans.  'Historical  data  available  from  CIBCR. 


UTERES!  RATES 


LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

:DERAL  FUNDS  (1/17) 

5.69% 

5.44% 

3.13% 

IMMERCIAL  PAPER  (1/17)  3  month 

6.09 

6.18 

3.18 

ERTIFICATES  OF  DEPOSIT  (1/18)  3  month 

6.22 

6.18 

3.12 

XED  MORTGAGE  (1/13)  30  year 

9.35 

9.39 

7.09 

)JUSTABLE  MORTGAGE  (1/13)  one  year 

6.88 

6.85 

4.25 

tIME  (1/18) 

8.50 

8.50 

6.00 

urces:   Federal  Reserve,  HSH  Associates,  Reuters 

Holdings  PLC 

PRICES 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

GOLD  (1/18)  $/troy  oz. 

382.600 

375.600 

-2.2 

STEEL  SCRAP  (1/17)  #1  heavy,  $/ton 

147.00 

144.00 

5.4 

COPPER  (1/14)  ?/ib. 

144.0 

139.9 

67.5 

ALUMINUM  (1/14)  c/ib 

98.0 

96.5 

75.0 

COTTON  (1/14)  strict  low  middling  1-1/16  in.. 

e/lb.  87.34 

86.12 

35.0 

OIL  (1/17)  $/bbl. 

18.35 

17.42 

20.7 

Sources:  London  Wednesday  final  setting,  Chicago 
market,  NYIVIEX 

market,  Mefa/s 

l^eeA,  Memphis 

FOREIGN  EXCHANGE 

LATEST 
WEEK 

WEEK 
AGO 

YEAR 
AGO 

JAPANESE  YEN  (1/18) 

99.52 

99.88 

110.60 

GERMAN  MARK  (1/18) 

1.53 

1.54 

1.74 

BRITISH  POUND  (1/18) 

1.57 

1.56 

1.50 

FRENCH  FRANC  (1/18) 

5.29 

5.30 

5.92 

ITALIAN  LIRA  (1/18) 

1616.5 

1624.0 

1696.8 

CANADIAN  DOLLAR  (1/18) 

1.42 

1.41 

1.31 

MEXICAN  PESO  (1/18)' 

5.300 

5.725 

3.103 

Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per  U.S.  dollar, 
except  lor  British  pound   in  dollars 


!aw  data  in  the  production  indicators  are  seasonally  adjusted  m  computing  the  BW  index  (chart),  other  components  {estimated  and  not  listed)  include  machinery  and  defense 
uipment.   l^Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3-Free  market  value       NA^Not  available       r=revised       NM^Not  meaningful 


THE  WEEK  AHEAD 


)ERAL  BUDGET 

}sday,  Jan.  24  ►  The  U.S.  Treasury  will 
:ly  report  a  deficit  of  $4  billion  for 
;ember,  says  the  median  forecast  of 
nomists  surveyed  by  mivis  International, 
ivision  of  McGraw-Hill  Inc.  Quarterly 
□me  tax  payments  are  due  in  December, 
the  government  had  to  send  out  Janu- 
Social  Security  payments  early  because 
.  1  was  the  New  Year's  holiday.  In 
;ember,  1993,  Washington  chalked  up  a 
icit  of  $7.7  billion.  The  nonpartisan 
igressional  Budget  Office  recently  pro- 
ted  that  the  federal  deficit  for  fiscal 
95,  which  began  in  October,  will  total 
76  billion.  In  1994,  the  government's 
icit  was  $203.4  billion. 


EXISTING  HOME  SALES 

Wednesday,  Jan.  25,  9:45  a.m.  ►  Sales  of 
existing  homes  likely  fell  to  an  annual  rate  of 
3.76  million  in  December.  If  so,  that  would 
be  the  fourth  drop  in  five  months.  In  Novem- 
ber, resales  fell  2.6%,  to  3.81  million. 

DURABLE  GOODS  ORDERS 

Thursday,  Jan.  26,  8:30  a.m.  ►  The  mms 
median  forecast  is  that  new  orders  for  dur- 
able goods  in  December  were  little  changed 
from  their  November  level.  In  that  month, 
increased  bookings  for  aircraft  and  motor 
vehicles  led  to  a  solid  3.4%  gain  in  total 
new  orders.  Unfilled  orders  probably 
dropped  last  month,  after  rising  a  small 
0.6%  in  November. 


GROSS  DOMESTIC  PRODUCT 

Friday,  Jan.  27,  8:30  a.m.  ►  Real  gdp  like- 
ly grew  at  an  annual  rate  of  4.3%  in  the 
fourth  quarter  of  1994,  says  the  mms 
report.  Thanks  to  strong  job  and  income 
growth,  consumers  continued  to  increase 
their  spending  at  a  pace  exceeding  4%. 
Business  investment  in  equipment  and  non- 
residential construction  also  probably  add- 
ed to  growth  at  yearend.  The  fourth  quarter 
would  mark  the  third  straight  quarter  that 
the  U.  S.  economy  grew  by  4%  or  more.  In 
the  third  period,  real  gdp  expanded  at  a 
pace  of  4%.  Inflation,  as  measured  by  the 
GDP  price  deflator,  is  expected  at  an  annual 
rate  of  2.2%  in  the  fourth  quarter,  about 
the  same  rate  as  in  the  third  quarter. 
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Whaddya  Say  To 
A  Guy  Who's  Had 
The  Same  Job 
For  50  Years, 
Has  Never  Called 

In  Sick  Or 
Showed  Up  Late, 
Never  Taken  A 
Vacation  Or  A 
Holiday,  Never 
Asked  For  A 
Raise  Or  Griped 
About  His  Bonus 
And,  Believe  It  Or 
Not,  Has  No 
Plans  For 
Retirement? 


Thanks. 


Rrmi'iiih.-r  -  (inly  you  can  prcvcnl  forcsl  lircs. 
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ivestment  Figures  of  the  Week 


ENTARY 

ips  staged  a  rally  on  Jan. 
ed  by  a  surge  in  the  bond 
because  of  an  unexpected 
December  sales  figures.  The 
les  industrial  average 
nearly  50  points,  in  the 
gain  since  Oct.  28.  Inter- 
i-sensitive  stocks,  such  as 
led  the  list  of  gainers.  Re- 
;ks,  meanwhile,  performed 
?ut  the  optimism  vanished 
because  of  concern  that 
3ral  Reserve  may  boost 
tocks  declined  in  quake- 
1  Japan. 


STOCKS 

Jan.  July 


Jan.  12-18 


1-week  change 
+  1.7% 


BONDS 

Jan.  July 


Jan.  12-18 


THE  DOLLAR 

Jan.  July 


1364,40  1"^ 


1-week  change 

+0.6% 


52-weeh  change 

-5.0% 


Jan.    Jan.  11-18 


1  -week  change 

-0.1% 


iKET  ANALYSIS 


rocKS 


Latest 


%  change 
Week  S2-week 


^ES  INDUSTRIALS  3929.0 

:  COMPANIES  (S&P  MidCap  Index)  1 73.5 

;OIV!PANIES  (Russell  2000)  252.3 

1PANIES  (Russell  3000)  269.3 

>N  STOCKS  Latest 


1.7 
2.1 
1.7 
1.8 


1.1 
-3.5 
-3.9 
-1.5 


%  change  (local  currency) 
Week  52-iiveek 


(FINANCIAL  TIME!^  100) 
NIKKEI  INDEX) 
0  (TSE  COMPOSITE) 


3054.9 
19,223.3 
4170.8 


0.2 
-1.7 
-0.4 


-12.1 
1.0 
-8.6 


FUNDAMENTALS 

Latest 

Week  ago 

Year  ago 

90-DAY  TREASURY  BILL  YIELD 

5.85% 

5.75% 

3.03% 

30-YEAR  TREASURY  BOND  YIELD 

7.77% 

7.84% 

6.30% 

S&P  500  DIVIDEND  YIELD 

2.76% 

2.80% 

2.60% 

S&P  500  PRICE/EARNINGS  RATIO 

17.1 

17.0 

22.9 

TECHNICAL  INDICATORS 

Latest 

Week  ago 

Reading 

S&P  500  200-day  moving  average 
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457.5 

Positive 

Stocks  above  200-day  moving  average 

40.0% 
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Positive 

Speculative  sentiment:  Put/call  ratio 

0.51 

0.54  r 

Negative 

Insider  sentiment:  Vickers  sell/buy  ratio 

0.94 

1.06 
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USTRY  GROUPS 


WEEK  LEADERS 
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%  change 


%  change 
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52-week 
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52-week 

Price 
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36.2 
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%  change 
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?UAL  FUNDS 


RS 

>ek  total  return 
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LAGGARDS 
Four-week  total  return 


I  S&P  500 


&  BEAR  SPECIAL  EQUITIES 
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TT  SMALLER  COMPANIES 

9.8 
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9.4 
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<  total  return 

% 

52-week  total  return 

% 

4-week  total  return 


SMAN  COMMUNICATIONS  &  INFORM.  A  29,0 
;TT  SMALLER  COMPANIES  27.7 
;RTS0N  STEPHENS  VALUE  &  GROWTH  25.0 


MONITREND  GOLD  57,3 
STEADMAN  OCEANOGRAPHIC  TECHNOLOGY  38,9 
STEADMAN  AMERICAN  INDUSTRY  -36.6 


Average  fund 
52-week  total  return 


ATIVE  PORTFOLIOS 


imounts  represent  the 
value  of  $10,000 

d  one  year  ago 
portfolio 

tages  indicate 
y  total  returns 


Foreign  stocks 

$10,660 

+0.16% 


nil 


Money  market  fund 

$10,488 

•fO.29% 


U.S.  stocks 

$10,149 

-^1.81% 


Gold 
$9,839 

-t-1.52% 


DRI/McGRAW-HILL 


Treasury  bonds 
$8,862 

-hO.96% 


on  this  page  are  as  of  market  close  Wednesday,  Jan.  18,  1995,  unless  otherwise  in- 
Industry  groups  include  S&P  500  companies  only;  performance  and  share  prices  are 


as  of  market  close  Jan.  17.  Mutual  fund  returns  are  as  of  Jan.  13.  Relative  portfolios  are  val- 
ued as  of  Jan.  17.  A  more  detailed  explanation  of  this  page  is  available  on  request.  r=revised 
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Editorials 


SIMPLIFYING  TAXES  WOULD  SAVE  A  BUNDLE 


Let's  talk  taxes.  The  tax  code  has  become  so  byzantine  that 
the  cost  of  compliance  for  individuals  and  cor-porations  in 
the  U.  S.  comes  to  $75  billion  a  year — a  figui'e  that  includes 
what  Americans  shell  out  to  accountants  and  lawyers,  the 
hours  taxpayers  spend  dealing  with  tax  affairs,  and  the  bud- 
get of  the  Internal  Revenue  Service,  according  to  Joel  B. 
Slemrod,  an  economist  at  the  University  of  Michigan. 

Keep  this  huge  cost  in  mind  as  the  Democrats  and  Repub- 
licans fall  over  each  other  in  the  weeks  ahead  to  offer  tax 
goodies.  Here's  a  partial  list  to  date:  a  cut  in  the  capital-gains 
tax  rate,  a  child  tax  credit,  expanded  individual  retirement  ac- 
counts, homeowners'  deductions  on  losses  from  house  sales, 
and  deductions  for  college.  In  short,  tax-code  social  engi- 
neering is  alive  and  well  in  Washington,  and  every  change 
adds  to  the  cost  of  compliance. 

What  a  waste.  Policymakers  should  be  moving  in  exactly 
the  opposite  direction — toward  radical  simplification.  They 
should  be  loweiing  rates  by  broadening  the  tax  base  through 
limits  on  exemptions  and  deductions.  A  simplified  tax  ac- 
complishes two  goals.  Fii-st,  it  makes  political  choices  transpar- 
ent. Simplicity  removes  the  social  engineering  by  conserva- 
tives or  Liberals  enacted  through  the  tax  code.  Public  spending 
is  made  clearly  visible  on  the  government's  ledger.  Second,  it 
reduces  Uncle  Sam's  interference  in  the  affairs  of  citizens  and 
businesses,  peimitting  markets  to  work  more  efficiently. 

What  exactly  would  radical  simplification  entail?  There 
are  a  number  of  options.  There's  the  flat  tax,  favored  by 
Representative  Richard  K.  Armey  (R-Tex.),  which  builds  on  a 
plan  developed  by  Hoover  Institution  economists  Robert  E. 
Hall  and  Alvin  Rabushka.  This  extremely  radical  scheme 


would  levy  a  straight  17%  on  wages  and  pensions,  with  onl 
personal  and  dependent  exemptions.  Business  couldn't  dedu( 
interest  or  dividend  payments,  but  for  individuals,  inves 
ment  income  would  be  exempt.  This  would  end  the  hit 
against  personal  savings  currently  built  into  the  tax  code.  1 
the  somewhat  related  "X-tax"  plan  of  David  F.  Bradford,  i 
economist  at  Princeton  University,  investment  income  is  ali 
exempt  from  personal  tax,  but  he  introduces  more  progress!' 
ity  by  having  rates  on  labor  compensation  rise  fromi  15% 
25%  to  35%. 

We  favor  a  less  radical  "modified"  flat-tax  proposal  th 
would  be  more  politically  palatable.  It  would  flatten  the  ra 
stnactui-e  into  two  or  three  rates  and  would  preserve  a  few 
the  most  populai-  deductions,  such  as  home-mortgage  intere 
and  charitable  contributions.  In  the  early  1980s,  Senator  B 
Bradley  (D-N.  J.)  and  Representative  Richai-d  A.  Gephai-dt  (I 
Mo.)  offered  a  plan  with  thi-ee  brackets:  14%,  26%,  and  30' 
This  proposal  was  designed  to  keep  tax  refonn  fi-om  fallif 
too  heavily  on  the  poor.  Gephai'dt  is  now  di'afting  his  own  fl. 
tax  of  10%  to  12%^  for  most  Americans,  with  a  higher  rate  f- 
the  wealthy.  The  U.  S.  was  happily  headed  in  this  directi( 
with  the  Reagan  tax  reform  of  1986. 

Tax  simplification  is  as  appealing  now  as  it  was  then.  ; 
would  cut  down  on  tax  avoidance  and  eliminate  the  ned 
for  so  many  tax  lawyers  and  accountants.  It  would  let  indivi- 
uals  and  businesses  make  save-or-spend  decisions  free  fi-oi 
government.  And  boy,  would  it  save  money:  A  simplifid 
code  could  cut  collection  costs  from  $75  billion  a  year  to  $:i 
billion.  That's  a  saving  of  $250  billion  over  five  years.  Pssst- 
Congi'ess:  Want  a  real  tax  cut?  Clean  up  the  tax  code. 


WHY  WE  SHOULDN'T  HIKE  THE  MINIMUM  WAGE 


To  raise,  or  not  to  raise,  the  minimum  wage:  That  is  the 
question  being  debated  in  Washington.  Both  Democrats 
and  Republicans  are  rolling  out  their  big  academic  gims  to 
prove  that  raising  the  wages  of  those  on  the  bottom  rang  of 
the  ladder  would  (a)  boost  income  and  not  hurt  job  creation 
and  (b)  boost  income  and  kill  job  creation.  Who  knows? 

We  think  the  timing  is  bad  for  a  new  tax  on  labor — which 
is  what  a  legally  enforced,  rather  than  mai'ket-induced,  hike  in 
wages  really  amounts  to.  After  two  decades  of  stagnation,  real 
wages  are  poised  to  take  off  on  their  own,  without  govern- 
ment interference.  Indeed,  real  wages  stopped  falling  in  ear- 
ly 1994  and  began  rising. 

Why  the  turnaround  after  20  years?  Productivity.  Rising 
wages  have  almost  always  been  associated  with  rising  produc- 
tivity. The  1960s  was  a  decade  of  high  corporate  profits, 
strong  2%  annual  productiviiy  gi'owth,  and  hefty  pay  hikes. 
The  1990s  are  beginning  to  look  a  lot  like  that.  Profits  ai'e  up, 
and  productivity  gTowth  is  ranning  at  3%  for  the  corporate 


sector- — 4.5%  for  manufacturing — and  1.5%  to  2%  for  t 
economy  as  a  whole  (page  86).  Wages  can't  be  far  behind. 

It  is  trae  that  the  minimum  wage  (now  $4.25  an  houi*)i' 
only  35%  of  the  average  wage — fai'  lower  than  the  55%  ola 
decade  ago.  Those  at  the  bottom  clearly  have  less  buyi 
power  than  in  1985.  But  it's  also  trae  that  a  much  smaller  p(j 
centage  of  the  workforce  labors  at  minimum  wage  tod 
than  a  decade  ago.  In  1981,  7.8  million  workers  got  the  m| 
imum  wage — 15%-  of  all  hourly  workers.  In  1993,  only  4.2  ns 
lion  workers  were  receiving  minimum  wage,  a  mere  6.6%  | 
all  hourly  workers. 

The  solution  to  boosting  real  wages  is  not  to  raise  e 
ployers'  cost  of  hiring.  If  Washington  wants  to  fight  poveri 
the  earned  income  tax  credit  is  a  more  effective  weap(j 
But  economic  policies  that  promote  high  productivity  a| 
fast  gi'owth  with  low  inflation  ai-e  the  paths  to  new  empk 
ment  and,  after  a  lag,  higher  wages.  It  happened  in  the  '6 
It's  working  in  the  '90s. 
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Dentists  and  hygienists  everywhere  are  talking 
about  the  following  new  exercise  plan. 


step  1. 

Pull  out  a  pre-measured  length  of  new  Oral-B  ULTRA  FLOSS. 


Step  2. 

Stretch  it  thin  so  it  fits  easily  between  your  teeth. 


Step  3. 

Let  ULTRA  FLOSS  spring  bacl<  to  its  original  thickness  to  brush  away  plaque. 


Introducing  Orai-B  ULTRA  FLOSS,  the  biggest  technological  advance  in  dental 
floss  since,  well,  dental  floss.  It's  made  from  interwoven  fibers  so  it  stretches 
thin  to  fit  easily  between  your  teeth,  then  springs  back  to  effectively  remove 
the  plaque  that  causes  gum  disease.  If  only  every  exercise  program  that  was 
this  good  for  you  was  this  easy  to  do.  Who  else  would  think  of  it  but  Oral-B? 
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Up  Front 


TALK  SHOW  As  you  from  crimes  would  pardon'd  be,  let  you 
indulgence  set  me  free.?? 

— Charlton  Heston,  quoting  Shakespeare's  The  Tempest  to  Con- 
gress, in  support  of  endangered  funds  for  the  arts 


EDITED  BY  LARRY  LIGHT 
NEW  WORLD  ORDER 

A  COKE  WITH 
THATKIMCHI? 

THE   HERMIT   KINGDOM  MAY 

soon  share  a  Coke  and  a 
smile  with  the  U.  S.  Wash- 
ington announced  small  steps 
on  Jan.  20  to  rela.x  the  1950 
ban  on  trade  with  North  Ko- 
rea, permitting  direct  phone 
links  between  the  two  coun- 
tries and  allowing  American 
visitors  to  pay  hotel  bills 
with  U.S.  credit  cards.  The 
idea  is  to  encourage  further 
openings  by  Kim  Jong-Il's 
Marxist  redoubt,  following 
last  fall's  U.  S.-North  Korea 
nuclear  pact. 

If  the  embargo  is  eased 
further,  Coca-Cola  is  one 


PRIME  BANK  NOTES,  THOSE  FAKE 
securities  sold  to  dupes 
worldwide,  may  be  headed  for 
the  shredder.  The  Securities 
&  Exchange  Commission  has 
charged  Trust  Group,  an  out- 
fit that  has  sold  the  notes 
since  1991,  with  securities 
fraud.  As  first  disclosed  in 
BUSINESS  WEEK,  Trust  Group 
bills  this  paper  as  debt  from 
the  world's  top  banks,  but  au- 


REALITY  CHECK 


KIM:  Modest  opeiiiiiys 


company  poised  to  peddle 
its  wares  to  the  North  Kore- 
ans. The  president  of  Coke's 
Pacific  Group,  Douglas  Daft, 
recently  hosted  North  Ko- 
rea's ambassador  to  the  U.  N. 
at  a  private  luncheon  at 


thorities  say  it's  worthless. 
By  one  estimate,  investors  in 
the  notes  have  lost  more  than 
$500  million  to  various  scam- 
mers.  The  Manhattan  D.  A.'s 
office  is  conducting  a  separate 
cr-iminal  probe. 

The  core  of  the  sec  action 
involves  the  Kentucky  Asso- 
ciation of  Counties  (kaco), 
which  manages  an  invest- 
ment pool  for  localities.  Au- 


Coke's  Atlanta  headquarters. 

Although  American  long- 
distance carriers  are  now 
free  to  start  setting  up  ser- 
vice, it's  unclear  how  long 
this  will  take,  at&t  says  that, 
while  it  wants  to  discuss  a 
deal  with  Pyongyang,  there 
has  thus  far  been  no  contact. 
Company  technicians  must 
scout  out  North  Korea's  tele- 
com infrastructure  to  see 
how  to  make  the  linkup.  Per- 
haps, says  AT&T  spokesman 
Herb  Linnen,  they  can  use 
an  existing  undersea  cable 
between  North  Korea  and 
Japan. 

Meanwhile,  other  coun- 
tries are  stepping  up  their 
commercial  relations  with 
Pyongyang.  The  first  foreign 
bank  to  arrive  in  North  Ko- 
rea will  be  Amsterdam-based 
ING  Bank.  Laxmi  Nakarmi 


thorities  say  kaco  almost  be- 
came a  victim  of  the  scheme 
by  considering  an  investment 
in  the  notes.  Tr'ust  Group  al- 
legedly promised  yearly  re- 
turns of  at  least  48%. 

Also  chai'ged  are  Law- 
rence Gerschel,  the  grandson 
of  financier  Andre  Meyer, 
and  three  associates — secur- 
ities trader  Sandi  Kalez  and 
lawyers  Jeffrey  Moritz  and  T. 
Robert  Hughes.  Says  Hugh- 
es: "We  expect  to  be  fully  vin- 
dicated." The  others  did  not 
return  calls.     Phillip  Zweig 


SLUGFESTS 

DOUBLE  DUTY  IN 
ORANGE  COUNTY  

here's   a   DILEMMA.  WIT 

Orange  County  mired  : 
bankruptcy,  four  members 
its  ruling  Board  of  Supervi 
oi-s  also  help  overeee  its  lari 
est  creditor.  Supervisors  W: 
ham  Steiner,  Roger  Stan  to! 
Marian  Bergeson,  and  Jam(i 
Silva  sit  on  the  11-persc 
board  of  the  Orange  Count 
Ti'ansit  Authority,  which  lou 
buses  and  fixes  roads.  It  pi 
$1.1  billion  in  the  ill-fate 
county  investment  pool. 

As  the  California  count 
negotiates  a  ^""^H^ 
payout  plan  ^  ^^^^ 
with  credi-  ^^KBtk  1 
the  ^^H^W  J 
four  will  ^I^B^M^ 
likely  be  ^^^^HflB 
voting  both  ^^^^V 
as  debtors  ^^^^K  ^ 
and  creditors.  ^^^Bk^ 
The  foursome,  ^^^Ifc** 
who  declined  to  commen 
serve  on  the  transit  board  b( 
cause  of  a  law  requirin 
supervisor  representation. 

To  OCTA  CEO  Stan  Oftelil 
there's  no  problem:  Trans 
and  county  lawyers  have  a 
lowed  votes  in  the  past  whe 
county  and  agency  interest 
clashed,  such  as  an  octa  su: 
against  the  county  over  liabi 
ity  in  bus  accidents.  Th 
stakes  are  higher  in  the  banl 
niptcy  arena,  but  Oftehe  say 
the  four  can  handle  both  role 
fairly.  Still,  he  admits  it  wi 
be  hard  for  them  "not  to  b 
personally  conflicted."  Plui 
Oftelie,  the  chairman  of  th 
creditors'  committee,  says  h 
will  be  "circumspect"  abouf 
sharing  negotiating  strateg 
with  the  two-hatters. 

A  handful  of  other  pubH( 
works  agencies  in  the  count 
have  similar,  if  smaller,  cor 
flicts.  Example:  Supervisor 
fill  2  of  the  12  board  seats  c 
the  San  Joaquin  Hills  Trans 
portation  Corridor  Agenc.^ 
which  is  building  a  17-mil 
toll  road.       Ronald  Grove 


BILL  CLINTON,  TAX-HIKE  CHAMP.  That  s  the 
Republicans'  favorite  rap  against  the  Presi- 
dent, who  lately  is  trying  to  recast  himself  as  a 
tax-cutter.  So  when  New  Jersey  Gover- 
nor Christine  Todd  Whitman  gave  the 
GOP  response  to  his  State  of  the  Union 
address  Jan.  24,  she  was  sure  to  slam 


THE  GOV 


IN  REALITY,  the  Republicans  mislead 
Only  in  nominal  dollar  value  was  the 
1993  tax  hike  the  biggest  ever.  But 
the  1982  increase  of  $206  billion 
over  five  years,  signed  by  Ronald  Rea- 
gan,  comes  out  to  $268  billion,  adjusted  for 
inflation.  Looked  at  another  way,  as  a  portion 
cf  the  overall  economy,  Reagan  still  approved 


Clinton  for  imposing  "the  biggest  tax  in- 
crease in  American  history."  Her  reference 
was  to  the  tax  hike  that  Clinton  signed  in 
1993.  It  will  cost  $240  billion  over 
five  years,  according  to  estimates  from 
the  Treasury  Dept.  and  the  congres- 
sional Joint  Committee  on  Taxation. 


the  biggest  tax  boost  in  U.S.  history. 
The  nonpartisan  Congressional  Bud- 
get Office  calculates  that  the  '82  tax 
hike  was  1.3%  of  gross  domestic 
product,  while  Clinton's  was  0.9%.  A 
private  group,  the  Tax  Foundation,  also  ran 
the  numbers  and  comes  up  with  virtually  the 
same  result.  Paul  Magnusson 


FUNNY  BUSINESS 

THESE  BANK  NOTES'  MAY  BE  DEAD  LEHERS 
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It  used  to  take  1 4  hours  tor  L;indis&  • 
Jyr  cnj-inecrs  in  (^hicaso  to  meet 
kith  col leaiiucs  in 

:u,,  Switzerland.  SiOCe 
Todav,  thanks  to  a  ^  ^ 

■ ,      ,       Sprint  business 

eal  solution  ironi  * 

Sprint  Ikisiness,  they    made  our  world  smaller, 

pend  those  hours   we've  gotteo 
bigger. 


i'orking  tosiether. 
4  e  e  t  i  n    fa  e  e  - 1  o  -  f a  e  e 
ia  the  world's  largest  videoeonfer- 
neing  network  —  Sprint  Video® 

And  we've  engineered  many  other 
echnologicaliy  advanced  solutions  for 
>andis  &  Gyr.  Including  a  wide  area 
letwork  that  will  soon  connect  computer 
ystems  in  109  North  American  offices, 
illowing  them  to  instantly  exchange 
ime-sensitive  product  de\'elopment 
md  financial  data. 

The  fact  is,  no  matter  what  business 
'ou're  in,  we  can  turn  communications 
echnology  into  a  powerful  business 
ool.  One  that  will  help  make  you  more 
uecessful.  And  isn't  that  why  you're 
n  business  in  the  first  place? 

Find  out  how  we  can  help  your  business 
lo  more  business.  Call  1-800-598-5000. 
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Up  Front 


RESEARCH  REPORT 

MCC  CLEANS  OUT 
ITS  CLOSETS 

n'S  THE  GREAT  HIGH-TECH 

sell-a-thon  of  1995.  Microelec- 
tronics &  Computer  Technolo- 
gy Corj).,  the  privately  funded 
research  consortium  formed 
in  1982  to  combat  Japan's 
high-tech  challenge,  is  selling 
off  projects.  Lots  of  them. 


BACK  TO  BASICS:  An  MCC  I 


New  Chief  Executive  Jolm 
McRaiy  wants  to  make  more 
I'oom  for  basic  research — and 
put  a  smile  back  on  the  faces 
of  the  20  corporations  be- 
longing to  Austin  (Tex.)-based 
MCC,  ranging  fi'om  Motorola 
to  Hughes  Aircraft.  Example: 
making  computers  more  con- 
versant in  plain  English. 


The  overhaul,  say  the  cor- 
porate members,  is  much 
needed.  Before  McRaiy's  mid- 
1994  arrival,  they  griped 
when  basic  research  funds 
were  diverted  to  create  start- 
ups to  take  technology  to 
market — and  bring  royalties 
to  MCC.  That  income  would 
offset  declining  member  sup- 
port, which  caused  revenue 
to  drop  from  $60  million  in 
1989  to  $40  million  in  1994. 

MCC  plans 
soon  to  sell 
EiNet,  a  network 
that  supports 
electronic  com- 
merce between 
companies.  The 
information  sys- 
tems technology 
from  its  Carnot 
Project  is  being- 
licensed  out.  And 
McRary  on  Jan. 
23  sold  most  of  its  chip-pack- 
aging operation,  including  an 
40,000-square-foot  lab  and  100 
patents,  to  si  Diamond  Tech- 
nology, an  electronic-display 
maker.  The  key  problem:  The 
technology  pipeline  out  of 
MCC  is  far  fuller  than  the 
pipeline  with  new  projects 
coming  in.      Peter  Burrows 


ENDANGERED  SPECIES 


PROHIBITION  FOR  PUFFERS? 


BIG  TOBACCO  HAS  OPENED  A 

new  front  against  antismok- 
ing  forces.  First  came  those 
Philip  Morris  ads  picturing 
smokers  puffing  while 
perched  on  plane  wings.  Now 
there's  an  academic  study. 


sponsored  by  Brown  & 
Williamson  Tobacco,  linking 
efforts  to  curb  smoking  with 
the  evils  of  Prohibition. 

This  year  marks  the  75th 
anniversary  of  Prohibition, 
and  the  nation's  third-largest 


cigarette  maker  recently  un- 
veiled the  study  at  "21,"  once 
a  Manhattan  speakeasy.  In 
the  study,  Kean  College 
(N.J.)  historian  Mark  Lender 
says  legal  crackdowns  on 
butts,  including  tax  hikes,  will 
bring  black  markets  and 
organized  eiime.  His  evi- 
dence: Canada,  which 
t  saw  smuggling  from  (J 
'■^  the  U.  S.  after  a  huge 
1993  tax  boost  made  a 
pack  of  cigs  cost  up  to  $5 
The  tax  was  rolled  back  last 
year,  and  the  smuggling  sub- 
sided. Lender,  who  is  billing 
B&w  $9,000  for  the  study, 
says  he  has  no  allegiance  to 
tobacco  companies  and  says 
he  won't  testify  for  them  in 
lawsuits.    Linda  Himelstein 


DRAWN  &  QUARTERED 


IT'S 


I  RUViS 


NEWTS  WORLD 

THE  NEWT 
AMERICAN  LIBRARY 

SPEAKER  NEWT  GINGRICH  HAD 

to  give  up  his  $4.5  million 
book  advance  from  a  publish- 
ing house  owTied  by  media 
magnate  Rupert  Mui'doch. 
But  other  publishers  are 
moving  to  cash  in  on  the 
flame-tongued  Republican's 
rise  to  power. 

Ali-eady,  they  have 
pumped  out  three  quickie 
books  inspired  by  the  contro- 
versial Georgian.  Quotations 
from  Speaker  Newt  contains 
his  philosophical  musings, 
caustic  anti-Democratic  zing- 
ers,  and  a  brief  excerpt  fiTjm 
his  steamy,  unpublished  spy 
novel,  i945.  For  loyal  Newt- 
oids,  it  also  gives  a  list  of 
GingTich's  "must  read"  recom- 
mendations (example:  The 


Federalist  Papers),  and  a  co\ 
of  the  Contract  With  Americ 
The  other  new  books  ai 
NeivtWit!  (on  Clinton:  "Duk 
kis  with  a  Southern  accent 
and  NEWTisms.  Pocket  Book 
which  cashed  in  on  the  su 
cess  of  the  m 
vie  Forre 
Gump  wil 


GVMPisms, 
is  hoping  for  a  re- 
prise   with  NEWTisms. 
taste:  CHnton  Democrats  a; 
"the  enemy  of  normal  Amei 
cans."    Richard  S.  Dunha 


THE  BIG  PICTURE 


THIRD  WORLD 
FINANCING  SLOWS  DOWN 

The  popularity  of  emerg- 
ing markets  soared  until 
last  year.  Why  the  dip? 
One  reason:  Rising  U.S. 
interest  rates  in  1994 
attracted  more  capital  to 
America.  The  Mexico  de- 
bacle could  make  even  the 
IMF's  modest  estimate 
for  this  year  optimistic. 


DATA  INTERNATIONAL  MONrTARY  FUND 


•(CHOTNOTES  Americans  who  admit  they  have  discriminated  on  the  basis  of  others'  looks:  58% 
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People  wlio  know  have  said  a 
lot  of  <foo<l  things  about 
SteinRoe  SPECIAL  FUND. 

For  the  lOU  months  ended 
11/30/91,  Morningstar  awarded 
SPECIAL  FUND  an  av<  rage 
of  4.6  stars  out  of  S  and  said  the 
fund  has  shown  it  "eau  deliver." 


For  the  most  current  rating 
period  ended  11/30/94,  the  fund 
received  a  .5-star  ratin";. 


Lipjier  Analytical  Services 
ranked  SPECIAL  FUND  12th 
<mt  of  131  funds  in  the  growth 
funtl  category  foi"  the  10-year 
period  ended  11/30/94. 

In  fact,  this  no-loaf  1  fund  has, 
on  average,  out])erformed  the 
S&P  500  over  the  j)ast  27  years. 

Want  to  hear  more? 

Call  today  for  FREE  information 
ab<jut  this  stellar  performer. 
SteinRoe  Mutual  Funds. 
Well  help  you  get  there. 


403  0539 


^TEIINROE 


lurse,  past  performance  is  no  guarantee  of  future  results.  Investment  returns  and  principal  may 
ate  and  you  may  hiave  a  gain  or  loss  when  you  sell  shares.  The  S&P  500  is  an  unmanaged  index 
ally  representative  of  the  U.S.  stock  market.  Morningstar  proprietary  ratings  reflect  historical 
jjusted  performance  through  1 1/30/94.  Special  Fund  was  rated  against  1,109  equity  funds.  The  ratings 
Jbject  to  change  every  month,  Morningstar  ratings  are  calculated  from  the  fund's  3-,  5-  and  10-year 
ge  annual  return  in  excess  of  90-day  Treasury  Bill  returns  with  appropriate  fee  adjustments  and  a  risk 
that  reflects  fund  performance  below  90-day  T-Bill  returns,  10%  of  the  funds  in  an  investment  category 
)  stars  and  22.5%  earn  4  stars.  Call  for  a  prospectus  including  management  fees  and  expenses.  Please 
t  carefully  before  you  invest.  Liberty  Securities  Corporation,  Distributor,  Member  SIPC. 
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competition 


All  over  the  world,  Microsoft  Office  is 
helping  drive  businesses  forward  by  mak- 
ing it  easier  for  anyone  to  get  their  job 
done,  no  matter  what  that  job  might  be. 

By  seamlessly  bringing  together  top 
applications  like  Microsoft  Excel,  Word 
and  PowerPoint,  to  name  a  few,  Office 
gives  people  the  ability  to  find  the  best, 
most  productive  way  to  work. 

For  instance,  our  IntelliSense  technol- 
ogy can  walk  even  a  novice  user  through 
formerly  complex  tasks,  like  creating  a 
new  chart  or  graph,  with  one  of  our 
Wizards-helpful  step-by-step  guides  that 
actually  complete  the  job  for  you. 


No  wonder  Office  is  the  world's  best- 
selling  family  of  business  software.  Use 
it  alone  or  combine  it  with  the  networking 
and  information  management  tools  in 
Microsoft  BackOffice  to  give  everyone  in 
your  organization  the  power  to  contribute. 
The  power  to  share  information  and  ideas. 
The  power  to  move  your  business  forward. 

See  where  it  takes  them.  See  where  it 
takes  us  all. 

For  more  information  about  Office  call  1-800-881-9394,  dept.  ENT. 
In  Canada  call  1-800-563-9048.  i©  1995  Microsoft  Corporation,  All 
rights  reserved.  Microsoft  Office  Professional,  sfiown  here,  includes 
Microsoft  Excel.  Word,  PowerPoint  presentation  graphics  program, 
Microsoft  Access  and  a  workstation  license  for  Microsoft  Mail 
(server  and  software  must  be  acquired  separately).  Microsoft  and 
PowerPoint  are  registered  trademarks  and  "Where  do  you  want  to  go 
today?"'  and  IntelliSense  are  trademarks  of  Microsoft  Corporation. 
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DON'T  READ  CONSPIRACY  INTO 
CHECKOUT-SCANNER  SLIPUPS 

I  just  read  your  article  "Maybe  they 
shouM  call  them  'scammers'"  (News: 
Analysis  &  Commentary,  Jan.  16), 
about  the  inaccuracies  and  overchai'ging 
of  consumers  due  to  price  scanners.  I 
am  a  loss-prevention  and  security  con- 
sultant, and  one  thing  that  has  amazed 
me  for  years  is  signs  at  supermarkets 
stating:  "If  an  item  scans  higher  than 
the  price  marked,  then  it  is  free." 

This  offer  is  shortsighted  and  inher- 
ently has  one  big  problem  that  hun- 
dreds of  retailers  have  failed  to  rec- 
ognize. Simply  put,  the  sign  should 
state:  "If  an  item  scans  incon-ectly  fi-om 
the  price  marked,  then  it  is  fi'ee."  A  re- 
tailer would  rarely  find  out  about 
undercharges  and  its  own  loss  without 
this  approach.  ^^^^^"i™*" 

Many  retailers 
have  not  thought  out 
their  scanning  poli- 
cies and  systems 
sufficiently  to  pre- 
vent loss  as  well  as 
promote  accuracy. 
Sometimes  technolo- 
gy moves  faster  than  common  sense. 

Howard  Levinson 
President 
Howard  Services 
Norton,  Mass. 

Your  article  about  the  eiTors  in  pric- 
ing when  using  electronic  checkout  sys- 
tems implied  that  retailers  are  tilting 
the  eiTor  factor  in  the  retailer's  favor.  As 
a  matter-  of  fact,  some  20%  to  40%  of  the 
pricing  mistakes  attributed  to  scanners 
ai'e,  in  fact,  due  to  the  electrical  interfer- 
ence caused  by  powei-ful  magnetic  fields 
turning  on  and  off,  such  as  from  a  near- 
by belt-feed  system.  'Diis  electrical  inter- 
ference can  be  the  source  of  computer 
lockups  and  strange  eiTors  that  are,  un- 
fortunately, more  often  than  not  blamed 
on  the  operator.  It  simply  is  untnie  that 
computers  never  make  errors. 

Experience  has  shown  that  errors 
caused  by  electrical  interference  will 
be  all  ovei-  the  place — as  likely  to  be  in 
the  customer's  favor  as  the  retailer's. 


But  no  matter  what  you  say,  the  scaii 
ner  and  its  associated  electronic  equijl 
ment  are  far  more  accurate  than  thfi 
old  cash  register  and  a  tired  checkdiil; 
clerk  at  the  end  of  the  last  shoppinre 
day  before  Christmas.  | 
Ben  G.  Crosbl 
National  Retail  Sales  Manage| 
Oneac  Corjl 
Libertyville,  II 

I'm  in  char-ge  of  testing  all  weights 
and-measures  devices  in  Hamilto 
County,  Ohio.  As  part  of  our  proce 
dures,  we  routinely  check  scanners  i 
gi'ocery,  hardware,  drug,  and  conver 
ience  stores.  Seldom  do  we  find  out 
rageous  eiTors.  We  do  our  best  to  catc 
the  eiTors  thi'ough  random  samples  an 
notify  the  appropriate  corporate  off 
cials  of  our  findings. 


ADVENTURES  IN  THE  SCAN  TRADE 

''Experience  has  shown  that  errors  caused  by 
electrical  interference  will  be  all  over  the 
place — as  likely  to  be  in  the  customer's  favor 
as  the  retailer's." 


The  National  Conference  on  Weight 
&  Measures  is  just  now  developinj 
standards  for  field  work  on  testin 
scanners  in  conjunction  with  the  Na 
tional  Institute  of  Standards  &  Techno^ 
ogy.  While  100%  accuracy  is  the  idea 
as  long  as  humans  must  enter  the  in 
formation,  there  will  be  eiTors.  Our  ex 
perience  is  that  most  businesses  wi^ 
fix  any  eiTors  we  find  immediately.  An 
many  of  them  also  have  a  scan-right-oi 
free  policy.  In  any  case,  the  consume 
must  still  watch  at  the  checkout. 

Kevin  E.  Pyl 
Director  of  Assessment 
Hamilton  County  Auditor-'s  Offic 
Cincinnat 
KEP3@aol.con 

How  is  the  consumer  to  remembe 
the  price  of  each  item  from  the  shel 
label? 

Martha  J.  Feni 
Brattleboro,  Vt 
Continued  on  page  li 
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1998  JUST  MAY  BE 

THE  YEAR  OF  THE  APPLE  

Yom-  aiticle  "It  just  may  be  the  year 
of  the  Apple"  (Infonnation  Processing, 
Jan.  16),  claims  that,  with  the  delay  of 
Windows  95,  Apple  computers  might 
just  have  an  opportunity  to  capture 
some  market  share  by  means  of  licens- 
ing. However,  Apple  does  not  have  a 
real  shot  at  the  mai'ket  with  its  Power- 
PC chip  because  of  the  large  market- 
share  held  by  the  PC.  In  order  for  Apple 
to  really  move  forward,  it  must  be  ac- 
quired by  IBM. 

IBM  is  capable  of  acquiiing  Apple  and 
could  recapture  the  market,  which 
would  take  about  three  years. 

Sujay  Shah 
Fulleiton,  Calif. 

THIRTEEN  PERCENT  IS  NO 

DROP  IN  THE  BUCKET  

In  "Why  welfare  reform  is  such  a 
long  shot"  (News:  Analysis  &  Commen- 
taiy,  Jan.  16),  you  fluff  off  total  spending 
on  the  poor  as  only  13%  of  the  budget. 
When  did  13%  become  "only"?  I'd  call 
13%'  a  significant  expense  deserving 
close  sci-utiny  and  praning. 

David  A.  Valentino 
Vernon  Hills,  111. 

A  VOTE  OF  CONFIDENCE  FOR 
ZEDILLO'S  PLAN-AND  MEXICO 


Thanks  for  yom'  insightful  analysis  of 
Mexico's  currency  crisis,  in  your  article 
"Mexico:  Can  it  cope?"  (Cover  Story, 
Jan.  16).  My  own  prognosis,  based  on 
firsthand  knowledge  acquired  during 
seven  business  trips  to  Mexico  in  the 
past  two  years,  is  an  optimistic  one. 

Yes,  President  Ernesto  Zedillo  Ponce 
de  Leon's  plan  will  be  a  painful  path  to 
prosperity,  and  it  will  take  time.  But  it 
will  produce  a  stronger  free-market 
economy  and  greater  opportunity  for 
bilateral  trade  among  our  nations. 

Donald  W.  Nugent 
Frankfort,  Mich. 

BONDHOLDERS  COULD  USE 
DIVIDEND  REINVESTMENT.  TOO 

Your  article  "Buying  stocks  like 
clockwork"  (Personal  Business,  Jan.  16) 
describes  some  innovative  ways  inves- 
')rs  can  make  periodic,  automatic  in- 
■itments  in  stocks  or  mutual-fund 
:    -es.  For  common  shareholders,  espe- 
.'  of  the  long-term  variety,  divi- 
dt'.'j''  "einvestment  plans,  inelegantly 
callrvi  i'i-iTPs,  provide  an  easy,  low-cost 
^way  to  buy  more  shares,  dollar  aver- 


CORRECTIONS  &  CLARIFICATIONS 

"Colleges  must  get  their  financial  houses 
in  order"  (Readers  Report,  Jan.  30)  should 
have  said  Babson  College  "uses  quality- 
management  principles  to  strive  for  the 
highest  standards  while  curtailing  waste." 

"Susan  Powter's  wallet  gets  a  nasty  work- 
out" (News:  Analysis  &  Commentary,  Jan. 
23)  should  have  made  clearer  that  the  to- 
tal of  $3.4  million  paid  to  Powter  by  the  Su- 
san Powter  Corp.  for  1993  and  1994  repre- 
sents her  salary,  plus  42.5%  of  the  net 
profits  of  the  corporation  in  each  year.  Also, 
her  bankruptcy  petition  shows  that  Powter's 
legal  fees  so  far  amount  to  some  $184,000. 
The  $1.7  million  mentioned  in  the  story  rep- 
resented legal  fees,  plus  legal  claims 
against  Powter. 


age,  and  save,  rather  than  spend,  their 
dividends. 

For  issuers,  drips  provide  low-cost 
equity  capital  and  increased  shai'eholder 
"commitment."  Since  dPvIPs  do  these 
wondeiful  things,  why  not  expand  their 
benefits  to  the  too-often-forgotten  in- 
vestor— the  bondholder?  Why  doesn't 
some  bold  company  give  its  bondholders 
the  ability  to  invest  their  interest  pay- 
ment in  its  shai'es?  Let's  have  d/irips — 
Dividend/Interest  Reinvestment  Plans. 

William  T.  Dolan 
Minneapohs 

BLAMING  THE  KEYBOARD-AND  THE 
CULTURE-FOR  RSI  

As  a  manufactm-er  of  an  "alternative 
keyboard,"  we  commend  Linda  Himel- 
stein  for  reporting  on  the  nation's  No.  1 
job  hazard,  repetitive  stress  injury 
("The  asbestos  case  of  the  1990s?"  Legal 
Affaii-s,  Jan.  16).  It's  unfortunate  that  it 
has  to  take  "megaverdicts"  to  call  the 
attention  of  executives  and  managers 
to  the  risks  and  cost  of  RSi  and  the  re- 
sulting loss  of  productivity. 

When  they  are  part  of  a  comprehen- 
sive approach,  ergonomic  solutions  can 
be  relatively  inexpensive  investments. 
Private  and  government  studies  show 
the  average  cost  of  an  ergonomic  modifi- 
cation to  a  workstation  (e.g.,  keyboard, 
chair,  and/or  training)  is  about  $250. 
This  is  a  small  price  to  pay  next  to  the 
average  RSi  workers'  compensation  case 
cost,  reported  in  the  range  of  $8,000  to 
$14,000  each. 

Gerald  C.  Groff 
President 
Marquardt  Switches  Inc. 
Cazenovia,  N.  Y. 


Please  excuse  a  handwritten  letteii 
but  due  to  a  repetitive  stress  injurii 
and  under  doctors'  orders,  I'm  presen! 
ly  not  allowed  to  touch  a  keyboaixl.  Al.' 
excuse  me  if  I  take  exception  to  yoi 
stoiy  Blaming  keyboard  manufactiu-ei 
isn't  the  answer 

With  fewer  employees  handlin 
heavier  job  loads,  frequent  breaks  ai 
often  not  options  until  the  damage  h£j»j 
been  done.  Common  sense  dictates  thi 
job  tasks  should  be  structured  so 
not  to  put  anyone  at  risk  for  thesj 
painful  and  debilitating  injuries.  Kno\^ 
ing  when  to  stop  doesn't  enter  into  th} 
picture  if  expectations  are  unreasot 
able  and  workstations  are  not  erg( 
nomically  correct. 

Kristine  Voigt  Cohe 
Bosto 

WHY  THE  HOOPLA  ABOUT 
THE  BULLETS'  BOX  OFFICE? 

I  found  the  recent  article  "Meet  th 
fastest  five-footer  in  the  NBA"  (Sport 
Business,  Jan.  16),  about  Susan  O'Ma 
ley  of  the  Washington  Bullets,  a  littl 
confusing.  Let  me  get  this  straigh 
The  Bullets  average  only  69%  capacit 
for  their  home  games  with  the  hottes 
sport  in  America,  and  she's  considere 
to  be  doing  a  good  job?  "Impressive, 
you  said. 

Please  forward  my  resume  to  Ab 
Pollin  immediately.  In  a  town  lik 
Washington,  with  no  baseball  team, 
hockey  team  on  strike,  and  a  lous 
football  team  that  finished  its  seaso; 
in  December,  to  be  satisfied  with  5,80( 
plus  vacant  seats  every  night  is  no 
"impressive." 

R.  K.  Bake 
Danville,  II 
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[REVOLT  OF  THE  ELITES 

)  THE  BETRAYAL  OF  DEMOCRACY 

Christopher  Lasch 
ton  .  276pp  .  $22 


SKEWED  VIEW  OF 
mXT  AILS  AMERICA 


V  mericans  are  fearful  about  the 
^  future.  Ethnic  rivah-ies  divide 
^.communities.  Government  is  un- 
Idy.  Public  schools  are  failing,  the 
g  trade  is  flourishing,  and  violent 
ne  seems  omnipresent.  The  middle 
>s  is  losing  job  security  in  the  com- 
itive  global  economy.  To  social  critic 
•istopher  Lasch,  who  died  last  Febna- 
,  America's  problems  seemed  so 
"actable  that  in  his  final  book,  The 
jolt  of  the  Elites  and 
Betrayal  of  Democra- 
he  wonders  whether 
Qocracy  has  a  future. 
;  the  moment  of  its 
.zling  triumph  over 
imunism,  democracy  is 
ling  under  heavy  fire 
lome,"  he  writes,  "and 
icism  is  bound  to  in- 
ase  if  things  continue 
fall  apart  at  the  pre- 
t  rate." 

^^hat  has  gone  so 
adfully  wi-ong?  Amer- 
s  social  decline  was 
2k-in-trade  for  Lasch, 
D  burst  into  prominence  in  1979  with 
;  Culture  of  Narcissism,  a  bleak  por- 
it  of  Americans  as  self-absorbed  and 
-aggi'andizing  that  gi-eatly  influenced 
n-President  Jimmy  Carter.  But  in 
timely  but  ultimately  unsatisfying 

V  book,  Lasch  has  focused  on  a  fi-esh 
ial  evil. 

democracy  is  threatened,  he  says,  by 
rise  of  an  educated  elite  who  are  at 
ne  in  a  global  economy  linked  by 
iputer,  modem,  and  fiber-optic  cable. 
ise  are  people  who  thrive  in  "a  world 
ibstract  concepts  and  symbols,  rang- 
from  stock  market  quotations  to  the 
ual  images  produced  by  Hollywood 
I  Madison  Avenue,  and  who  specialize 
;he  interpretation  and  deployment  of 
abolic  information."  Unlike  the  tradi- 
lal  middle  and  working  classes,  this 


group  has  seen  its  earnings  rise  over 
the  past  20  years,  he  says.  Its  mem- 
bers belong  to  "the  fortunate  fifth" — 
the  20%  of  the  populace  who  control 
half  the  countiy's  wealth. 

Yet  Lasch's  real  concern  is  not  eco- 
nomics but  values  and  culture.  Mem- 
bers of  the  new  aristocracy  of  brains,  he 
asserts,  have  made  a  stunning  break 
with  past  elites:  They  don't  care  about 
Middle  America  and  the  working  poor 
Their  loyalties  ai"e  not  na- 
tional. American  members 
of  this  elite  are  more 
comfortable  with  their 
peers  in  Jakaila  oi'  Bue- 
nos Aires  than  mingling 
with  the  bourgeoisie  at 
home,  whom  they  per- 
ceive as  reactionary,  sexu- 
ally repressed,  and  mid- 
dlebrow. And  since  they 
pay  for  private  schools, 
private  police,  and  other 
private  services,  they 
have  no  sense  of  civic  at- 
tachment or  public  ser- 
vice. This  analysis  echoes 
lyyi's  The  Work  of  Nations,  in  which 
Robert  B.  Reich,  now  Labor  Seci-etai-y, 
also  depicted  a  professional  and  manage- 
rial elite  poised  to  skim  the  cream  from 
the  global  economy — and  forget  their 
obligations  to  less  talented  Americans. 

What  Lasch  wants  to  see  is  a  return 
to  a  kind  of  Jeffersonian  democracy,  a 
society  of  neighborhoods,  a  culture  of 
personal  responsibility,  and  a  more  equi- 
table economy.  Politics,  which  he  sees  as 
too  tolerant  and  technocratic,  would  be 
vigorous  and  passionate.  As  in  his  earli- 
er The  True  and  Only  Heaven,  Lasch  is 
proseljrtizing  for  a  civic  populism  that 
embraces  religion,  rejects  the  welfare 
state,  and  liinits  the  free  market — be- 
cause um-estrained  market  forces,  in  his 
view,  destroy  communities.  Everyone, 
he  believes,  requires  the  "character- 


forming  discipline  of  the  family,  the 
neighborhood,  the  school,  and  the 
church,  all  of  which  (not  just  the  family) 
have  been  weakened  by  the  encroach- 
ment of  the  market." 

Within  the  context  of  "the  revolt  of 
the  elites,"  Lasch  touches  on  a  remark- 
able range  of  issues  pi-eoccupying  people 
these  days — the  consequences  of  grow- 
ing inequality,  the  fraying  of  national 
cohesion  by  multicultiu'alism,  the  evasion 
of  personal  i-esponsibility.  Unfortunately, 
the  book  is  often  supei-ficial  and  annoy- 
ingly  wiitten.  Ai'guments  tend  to  mean- 
der or  dwell  on  obscure  academic  de- 
bates. Much  analysis  is  marred  by 
sweeping  generalizations  and  cranky, 
weakly  supported  observations.  Often, 
the  book  simply  disappoints — as  when 
Lasch  calls  for  a  pohtics  that  more  di- 
rectly confronts  such  controversial  is- 
sues as  affirmative  action  and  abortion 
but  remains  vague  about  just  what  that 
would  entail. 

Worse,  the  evidence  for  a  "revolt  of 
the  elites"  is  shaky  at  best.  An  aspect  of 
the  problem  is  the  shiinking  of  the  mid- 
dle class  around  the  globe,  Lasch  as- 
serts— but  in  fact,  from  Poland  to  Ar- 
gentina, vibrant  middle  classes  are 
emerging.  Certainly,  there  is  no  more 
troubling  economic  phenomenon  than 
the  rise  of  income  inequality  in  America 
over  the  past  20  years — yet  the  dis- 
crepancy is  far  from  unprecedented; 
Lasch  simply  tinges  earlier  generations 
with  the  glow  of  nostalgia.  He  ignores 
how  information  technologies  such  as 
the  Internet  are  fostering  new — and 
potentially  inclusive — foirns  of  communi- 
cations and  communities.  And  he  undei- 
estimates  today's  political  ferment.  Far 
from  dodging  , controversy,  the  nation 
has  been  intensely  debating  federahsm, 
mandates,  welfai'e,  constitutional  amend- 
ments, and  public  spending  for  years. 

In  tracing  America's  current  malaise 
to  the  emergence  of  a  dangerously  insu- 
lated ehte,  Lasch  is  not  pei-suasive.  As  a 
result,  his  warning  that  democracy  is 
imperiled  doesn't  ring  true.  But  for  all 
its  flaws.  The  Revolt  of  the  Elite  keeps 
raising  iinportant  questions — about  the 
impact  of  the  global  economy  on  society, 
about  the  legacy  of  acquisitive  individu- 
alism, about  the  demands  a  flourishing 
democracy  makes  on  its  citizens. 

BY  CHRISTOPHER  FARRELL 
Fan-ell  is  a  business  week 
economics  editor. 


ARE  THE  ELITES  FLEEING  DESTRUCTIVELY  FROM 
^rVIC  DUTY?  LASCH'S  EVIDENCE  ISN'T  PERSUASIVE 
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Schw\b's  New  FundMap™ 
OFTW\RE  Makes  Selecting 
Mutual  Funds  Easy. 


[ding  where  to 
ve  your  IRA  can 
:ult,  but  deciding 
iiutual  funds  to  put 
IRA  can  be  down- 
/erwhelming,  even 
erienced  investors.  After  all,  you  have 
ids  of  funds  to  choose  from.  That's  where 
)  can  really  help  you  this  IRA  season. 

et  FundMap  Mutual  Fund  Selection 
Software  for  Windows?  Free. 

n  you  bring  $10,000  or  more  to  a  Schwab 

No-Annual-Fee  IRA 
or  any  other  Schwab 
account,  you'll  also 
receive  our  exclusive 
FundMap  Mutual 
Fund  Selection 
Software  for 
Wmdows®  Free. 

your  own  diversified  poi  tlolw.         FundMap  hclpS  yOU 


Free 

For  A 

Limited     ■     ,  , 

calculate  your  retirement 

savings  and  allocate  your 
assets.  Then  FundMap 
help^  you  choose  from  a 
select  list  of  funds  chosen 
from  a  variety  of  well- 
known  fund  families.  It's  a  $25  value  that  can  be 
yours  free. 

Bring  Your  IRA  or  Rollover  to  Schwab. 

Transfer  your  IRA  or  your  rollover  distribution 
into  a  Schwab  No- 
Annual-Fee  IRA*  It's 
free  for  life  with  an 
account  balance  of 
$10,000  or  more.  For 
more  details  just  stop 
by  one  of  our  more 
than  200  Schwab 

offices  or  choose  jwm  many  wcU-known  fund  jamihcs 

Call:  1-800-330-6756  ext.  27C 


I 


FundMap  Worksheet 


Fund 

Allocation 

$ 

% 

INVESCO  FUNDS 

10,500 

30.0  ' 

Twentieth  Century 

7,000 

20.0 

Janus  Funds 

7,000 

20.0 

Strong  Funds 

5,500 

15.7 

Berger  Funds 

5,000 

14.3  B 

Total  Allocation 

Charles  Schwab 

Helping  Investors  Help  Themselves® 

ipectus  containing  more  complete  information  including  management  fees  and  other  expenses  for  any  fund  is  available  througli  Schwab.  Please  review 
ctus  carefully  before  investing. 

St  reach  $10,000  by  9/15/95,  Sei-up  and  maintenance  fees  for  certain  assets  such  as  limited  partnerships  and  promissory  notes  .still  apply  Graphs  for  illustrative 
nly  FundMap  software  will  be  available  mid-February  1995,  Please  allow  two  weeks  for  delivery  Valid  only  in  the  United  States.  Limit  one  response  per  customer 
IS  a  registered  trademark  of  Microsoft  Corporation.  ©1995  Charles  Schwab  &  Co,,  Inc,  Member  SIPC/NYSE,  All  rights  reser\'ed.  (1/95) 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM  

CD-ROM  UPGRADES: 
PLUG  AND  PRAY 


The  other  day,  I  popped 
a  CD-ROM  drive  into 
the  Macintosh  in  my 
office.  The  whole  operation 
tool<  about  10  minutes.  And 
best  of  all,  when  I  turned  the 
power  back  on,  I  was  ready 
to  go — no  configuration  pro- 
grams, no  baffling  questions 
about  "IRQ  numbers"  or  "I/O 
base  addresses."  After  a  quick 
test,  I  popped  in  one  of 
Sumeria's  Ocean  Life  disks,  a 
CD  that  had  given  me  prob- 
lems on  Windows  PCs, 
and  happily  watched  fish 
swim  around  the  Great 
Bamer  Reef. 

As  hundreds  of  thou 
sands  of  computer  owner 
who  bought  "mul 
timedia  upgi-ade 
kits"  for  Christ-  M  j 
mas  have  dis- 
covered, add- 
ing equipment  to  ; 
Windows  PC  is  almost  al- 
ways far  more  difficult 
than  for  a  Mac.  The 
physical  installation 
in  a  PC  isn't  tembly 
difficult  if  you  can 
handle  a  screwdriver  It  re 
quires  plugging  in  a  sound 
card,  which  doubles  as  an 
interface  for  the  cd-rom 
drive,  slipping  the  drive 
into  the  computer,  and  hook- 
ing up  some  cables. 
DELAYED  CRASH.  The  configu- 
ration progTams,  on  the  other 
hand,  ai-e  baffling.  But  unless 
yom"  setup  is  complicated  by 
the  presence  of  a  network  or 
a  scanner  (a  problem  I'll  ad- 
ch-ess  in  a  future  column),  ac- 
cepting the  answers  the  pro- 
gram suggests  for  its  own 
incomprehensible  questions 
usually  works. 

The  real  trouble  often 
starts  once  the  hardware  is 
connected.  Maybe  the  soft- 


wai'e  crashes  halfway  through 
the  setup  process.  Or  it  in- 
stalls, but  the  progi'am  crash- 
es later.  Or  the  video  clips 
don't  work.  Or  the  colors  look 
weird.  Even  buying  a  com- 
puter with  a  CD-ROM  drive 
and  sound  caixl  mstalled — and 
according  to  Compaq  Com- 
puter Corp.,  75%  of  the  ma- 
chines sold  to  the  home  mar- 


ket  are  so 
equipped — 
will  not  en- 
sure multimedia  success. 

What  could?  Hopes  are 
high  that  the  long-awaited 
new  version  of  Windows  due 
later  this  year  will  at  last 
give  the  "plug-and-play"  capa- 
bility Mac  users  have  come 
to  love.  But  a  look  under  the 
hood  of  yoio"  PC  suggests  that 
it  will  take  more  than  Win- 
dows 95  to  cui-e  those  multi- 
media blues.  The  problem 
usually  lies  with  an  obscure 
bit  of  software  called  a  "dis- 
play driver,"  the  code  that 
translates  program  instruc- 


tions into  the  thousands  of 
colored  dots,  or  pixels,  that 
appear  on  your  monitor. 
Symptoms  of  a  video  driver 
on  the  fi'itz  can  range  from 
colors  that  don't  look  right  to 
malfunctioning  printers. 

Unlike  the  Macintosh 
world,  where  Apjjle  Comput- 
er Inc.  has  defined  the  stan- 
dards, Windows  is  a  competi- 
tive free-for-all.  The  only 
Wmdows  video  standai'd  real- 
ly supported  by  Microsoft 
Coip.  is  a  lowest  common  de- 
nominator called  VGA,  which 
offers  a  640-by-480  pixel  dis- 
play with  just  16  colors.  Most 
multimedia  progTams  need  at 
least  256  colors. 
DRIVER  ED.  For  higher  resolu- 
tion or  more  colors,  there's  an 
infoiTnal  standard  called  "su- 
per VGA"  that  depends  on 
drivers  supplied  by  video- 
adapter  manufactui-ers.  Many 
video  woes  can  be  solved  by 
getting  the  latest  driver 
fi'om  the  company  that  made 
yom-  video  adapter 
or  computer,  often 
not  an  easy  task. 
It  took  me  two 
weeks  to  find, 
download,  and  success- 
fully install  the  up- 
date needed  to  ran 
a  preliminaiy  ver- 
sion of  Microsoft's 
Bob  (BW— Jan.  30) 
properly  with  an  stb 
Systems  Inc.  Horizon 
video  adapter. 

In  Windows  95, 
plug-and-play  is  sup- 
posed to  identify  your  video 
adapter  and  automatically  in- 
stall the  right  di-iver  fi-om  an 
extensive  list  supplied  by  Mi- 
crosoft. That  should  help  a 
lot.  But  here's  the  catch.  The 
improvement  will  only  last  if 
both  display-adapter  manu- 
facturers and  multimedia  pro- 
grams live  within  the  rules 
of  Windows  95  better  than 
they  did  with  the  admittedly 
inadequate  existing  Windows 
standards.  Other-wise,  it  won't 
take  long  before  the  cun-ent 
multimedia  chaos  is  recreated 
with  a  new  operating  sys- 
tem— and  Macs  will  look  bet- 
ter than  ever. 


SOFTWARE 
GRAOS  FOR  HIRE 

It's  getting  to  be  that  time 
of  year,  when  flocks  of  cor- 
porate recruiters  descend  on 
hordes  of  job-hungry  sen- 
iors. Technology  won't  guar- 
antee success  for  either 
job-seekers  or  companies, 
but  it  can  make  the  process 
simpler  and  more  orderly. 


QEE^f  Hi 


Career/Net  from  I/Net  Inc. 
(800  403-0562)  offers  a 
Windows  program  that  asks 
students  questions  and  as- 
sembles the  answers  into 
an  electronic  resume  (which 
can  also  be  printed  out  as 
an  attractive  paper  docu- 
ment). The  information  is 
assembled  into  a  database 
that  is  distributed  to  sub- 
scribing businesses  on  cd- 
ROM,  Students  pay  $100  for 
the  service.  The  company  is 
distributing  the  database 
free  to  the  top  200  employ- 
ers in  each  state;  smaller 
companies  can  subscribe 
for  $495  a  year. 

MAPS  FOR  MARKETING 

If  you  need  the  ultimate  in 
pinpoint  demographic  infor- 
mation, Claritas  Inc.,  based  in 
Alexandria,  Va.,  has  the  prod- 
uct for  you.  Catalyst  gis-i- 
marries  Claritas'  demograph- 
ic marketing  information  with 
mappmg  software  from  Map- 
Info  Corp.  The  result  is  a  visu- 
al display  that  shows  income 
and  other  characteristics 
down  to  the  census-tract  lev- 
el. The  CD-ROM  package,  priced 
from  $20,000,  is  designed  for 
businesses  such  as  retailers 
and  direct  marketers. 


aUESTiONS?  COMMENTS?  techandu@mgh.eom  on  Internet  or  fax  (202)  383-2125 
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Every  day,  you  make 
decisions  that  d  e  t  e  i-  ni  i  n  e  the 
future  of  your  company. 


What  computer  system 
do  you  have? 

As    the    w  o  r  I  f  1  '  s    leading    UNIX""  vendor, 
w  e  '  V  (•    h  e  I  p  <•  d    |)  i  n  vide    solutions    to    I  h  o  u  s  a  n  d 
o  r    (■  o  ni  ])  a  n  i  e  s    a  r  o  u  n  d     the  globe. 
11     I  li  e    li  11  s  i  n  e  s  s    decisions    a  r  e    y  o  u  r  s, 
1  h  e    (■  o  111  |)  u  t  e  i     s  y  s  t  e  ni     s  h  o  u  1  d     b  e     o  ii  r  s  . 


HEWLETT^ 
PACKARD 


( '  <)  ni  p  II  t  (•  r     S  y  s  t  c  ni  s 


Misieied  tiademark  in  the  United  States  and  otiier  coiinlnes  licensed  exclusively  through  X/Open  Company  Limitetl  '01996  Hewlett-Packard  Company-  CSO9501 


Economic  Viewpoint 
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BY  GARY  S.  BECKER 


MAYBE  THE  EARNINGS  GAP 
ISNT  SUCH  A  BAD  THING 


CARROT: 

The  gap  may 
even  spur 
growth.  As 
companies  bid 
up  wages  for 
skilled 
employees, 
others  are  led 
to  invest  in 
more  training 


G,:-ry  S.  Becker,  the  1992  Nobel 

■.■ed!e,  teaches  at  the  University 
:>'   hicago  and  is  a  Fellow  of  the 
f.  ..  ....tr  Institution 


Income  inequality  grew  substantially  dur- 
ing the  Reagan  and  Bush  Presidencies, 
yet  the  midterm  elections  suggest  voters 
did  not  hold  this  against  the  Republican  Par'- 
ty.  The  reason  may  be  because  they  realize 
that  the  increase  in  inecjuality  is  related  to  ec- 
onomic gi'owth.  Wlien  greater  inequality  is 
due  to  higher  rates  of  retui'n  on  human  capi- 
tal and  other  investments  in  knowledge,  it 
can  be  an  engine  that  drives  an  economy  to- 
ward more  rapid  economic  gi'owth. 

Ever  since  Jean-Jacques  Rousseau's  Dis- 
course on  the  Origin  and  Foundations  of  In- 
equality (1755),  the  emphasis  has  been  al- 
most exclusively  on  the  negative  aspects  of 
income  inequality.  But  in  modern  economies, 
gi'owth  requires  an  educated  and  trained  la- 
bor force,  since  pi'oduction  of  comj)uters,  oth- 
er electronics,  and  most  manufactured  goods 
and  services  needs  knowledgeable  workers. 
An  economy  grows  faster  when  rates  of  re- 
turn on  investments  in  human  capital  in- 
crease, or  when  the  amount  invested  expands. 

The  increased  eainings  gap  dming  the  past 
two  decades  in  the  U.S.  is  mainly  the  result 
of  higher  returns  on  education,  training,  and 
expei'ience.  This  didn't  happen  because  of 
Presidential  or  congi-essional  policies  but  be- 
cause companies  competing  for  skilled  workere 
bid  up  their  pay  compared  viith  the  wages  of 
less-skilled  workers. 

GRADUATION  GIFT.  Starting  in  the  1970s  and 
continuing  unabated  until  the  end  of  the  '80s, 
the  gap  between  the  weekly  earnings  of  col- 
lege and  high  school  graduates  rose  from 
about  40%  to  some  70%,  while  the  premium 
on  completing  high  school  pushed  up  to  over 
30%.  Similar  ti-ends  raised  the  compensation 
of  older  and  more  experienced  employees 
compared  with  that  of  younger  and  newer 
workers.  These  trends  toward  liigher  benefits 
from  knowledge  slowed  during  the  past  few 
years,  but  they  have  not  I'eversed  direction. 

Most  Western  European  countries  experi- 
enced related  trends  in  earnings  differences 
by  education  and  job  skills.  Labor  markets 
are  not  as  flexible  there,  so  the  gap  in  week- 
ly earnings  between  more  and  less  knowl- 
edgeable employees  rose  less  in  Europe,  while 
unemployment  rates  of  younger  and  other 
less  trained  workers  increased  much  more 
than  in  America. 

The  widening  inequality  in  earnings  and 
the  buoyant  demand  for  skilled  workers  also 
indirectly  encourages  greater  grow1;h  in  the 


economy  by  increasing  the  incentives  foi 
young  people  to  invest  in  themselves.  That's 
one  reason  why  govemment  data  shows  higl 
school  graduation  rates  of  blacks  in  the  U.  S 
have  risen  substantially  since  the  late  1970s  t( 
the  point  that  they  are  now  close  to  the  ven 
high  rates  of  whites. 
HIGHER  ENROLLMENTS.  And  despite  the  rapi( 
increase  in  college  tuition  since  1980,  the  fi'ac 
tion  of  male  Mgh  school  graduates  who  contin 
ued  their  education  gi'ew  by  several  percent 
age  points,  while  college  enrollment  rates  o 
women  expanded  even  more  rapidly.  Students 
fi'om  poorer  families  were  hurt  by  cutbacks 
during  the  1980s  in  federal  grants  to  colleg 
students,  but  a  study  by  Thomas  J.  Kane  o 
Harvai'd  University  shows  that  college  en 
rollment  rates  of  blacks  rose  shaiply  during 
the  latter  pait  of  the  1980s  after  falhng  earli 
er  in  the  decade. 

Unlbitunately,  the  higher  returns  on  hiamai 
capital  have  been  associated  with  deteriorat 
ing  earnings  foi-  persons  at  the  bottom  of  thi 
economic  ladder.  Real  earnings  of  high  schoo 
dropouts  and  others  with  few  skills  not  onl; 
declined  relative  to  more  educated  and  ti"aine( 
employees  but  also  fell  by  a  lot  in  absoluti 
teiTOS.  This  explains  why  the  labor-force  par 
ticipation  rates  of  unskilled  groups  hav 
dropped  noticeably  since  the  latter  part  o 
the  1970s  while  the  number  of  jobs  have  ex| 
panded  dramatically. 

This  makes  it  even  moi-e  essential  to  he 
young  jjersons  ft'om  poorer  families  overcomi 
any  artificial  obstacles  to  improving  their  ed 
ucation  and  training.  State,  local,  and  feder; 
governments  can  help  with  policies  that  d 
not  require  gi-eatly  increased  public  spendiiv 
States  can  imj:)rove  the  quality  of  high  school 
in  low-income  neighboi'hoods  by  raising  th' 
competition  among  schools  foi'  students.  I  be 
lieve  the  best  way  to  accomplish  this  is  by  o: 
fering  tuition  vouchers  to  students  from  pool 
families  that  they  can  use  at  private  as  wel 
as  public  schools. 

The  federal  government  has  a  limited  bui 
valuable  role  to  play  in  raising  skills.  Its  loar 
progi'am  to  college  students  should  be  ex 
panded.  At  the  same  time,  however,  strenuous 
efforts  are  needed  to  reduce  the  emban-ass 
ingly  high  delinquency  rate  on  past  loans  t( 
students. 

Everyone,  from  government  to  the  intellec- 
tuals, must  retliink  the  pluses  and  minuses  o 
income  disparities. 
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AXA  Group  has 
compiinjes  in  :  Belgium, 
Canada,  France,  Germany 
Hong  Kong,  Italy, 
Japan,  Luxembourg, 
Malaysia,  Mexico, 
Netherlands,  Portugal, 
Singapore,  Spain, 
United  Kingdom,  United  States. 


Money  talks.  This  figure  testifies  to  the 
trust  thousands  of  fund  managers  and 
Individuals  have  put  m  AXA  Group 
companies,  located  In  16  countries,  on 
three  continents.  Alliance  Capital 
Management  and  Donaldson  Lufkin 
&  Jenrette,  subsidiaries  of  The  Equitable 
in  the  USA,  and  AXA  Equity  &  Law  in 
the  UK  are  shining  examples. 
There  are  other  revealing  facts  and 
figures  about  AXA.  We  are  the  fourth 
largest  insurance  group  in  the  world, 
based  on  funds  under  management. 
And  over  the  last  I  5  years  AXA  has 
multiplied  its  revenues  180  times.  Its 
profits  150  times,  its  equity  capital  160 
times  and  its  funds  under  management 
690  times. 

As  you  can  see,  we  are  as  good  at 
managing  other  people's  money  as  we 
are  at  managing  our  own  business.  For 
us,  the  two  go  hand  in  hand. 
So  we  are  not  speaking  lightly  when  we 
say  :  "Go  ahead.  You  can  rely  on  us". 


INSURANCE  &  INVESTMENT 


Economic  Trends 


BY  GENE  KORETZ 

HOW  FAST  IS  THE 
U.S.  GROWING? 

Revisions  will  show  less  oomph 

A lot  of  economic  observers  think  that 
U.  S.  productivity  growth  is  finally 
on  a  roll.  Not  only  did  it  hit  a  20-year 
high  in  1992  but  it  has  now  lisen  by  at 
least  1.5%  for  four  straight  years — the 
fii'st  such  stiing  of  gains  since  the  1960s. 

What's  puzzhng  is  that  this  impres- 
sive record  has  yet  to  raise  the  living 
standai'ds  of  many  Americans.  The  Cen- 
sus Bureau  reports  that  real  median 
family  income  declined  steadily  from 
1990  through  1993,  for  example,  and 
real  median  earnings  of  full-time  year- 
round  workers  fell  in  1993,  as  well. 

A  new  study  by  economist  Mark  J. 
Lasky  of  DRi/McGraw-Hill  seeks  to  re- 
solve this  seeming  contradiction.  It  sug- 

DOWNSIZING  AHEAD  FOR  U.S. 
PRODUCTIVITY  GAINS 
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gests  that  a  big  pail  of  the  answer  lies 
in  the  statistical  method  used  to  calcu- 
late gi-oss  domestic  product,  which  tends 
to  exaggerate  recent  hikes  in  invest- 
ment, productivity,  and  economic  gr-owth. 

The  government  uses  a  fixed-weight 
method  to  calculate  gdp.  That  is,  it  uses 
the  expenditures  in  a  particular  base 
year  (currently  1987)  to  measure  the 
real  prices  of  individual  components  of 
GDP  and  thus  their  contribution  to  over- 
all output.  This  method  has  many  ad- 
vantages, but  one  big  disadvantage:  It 
gives  too  large  a  weight  to  pieces  of 
output  whose  prices  lag  behind  overall 
inflation  after  the  base  year. 

The  pi-oblem  is  especially  troublesome 
when,  as  in  recent  years,  investment 
has  If?  on  heavily  concentrated  in  com- 
pute; -  whose  prices  have  been  falling 
rapidly  lir.der  the  fbced-weight  method, 
the  purci  -  r.f  a  $1,000  computer  today 
th'it  has  t:i-  .-;ime  computing  power  as  a 
$10,000  WO]  kstation  in  1987  would  be 


counted  as  a  $10,000  expenditure.  Yet 
its  actual  impact  on  overall  economic 
activity  would  be  similar  to  $1,000  spent 
on  other  items,  whose  prices  may  have 
risen.  To  lessen  such  distortions,  the 
government  issues  a  comprehensive  re- 
vision of  GDP  data  every  five  years,  us- 
ing a  more  recent  base  year. 

The  next  such  revision,  which  will 
shift  to  1992  as  the  base  yeai-,  will  occur 
in  the  summer  of  1996.  But  economists 
have  already  begun  to  calculate  what 
it  may  reveal.  Dean  Baker  of  the  Eco- 
nomic Policy  Institute  says  it  will  show 
that  investment  in  the  cuiTent  expan- 
sion has  been  substantially  overstated. 

DRi's  Lasky  estimates  that  growth  in 
1992  and  1993  may  be  reduced  by  an 
average  0.5%  a  year.  And  annual  pro- 
ductivity gains  during  the  expansion 
will  be  cut  by  about  0.45%  (chart). 
These  downward  revisions  help  explain 
why  income  and  employment  gi-owth 
have  been  so  sluggish  relative  to  output. 

Although  productivity  growth  so  far 
in  the  1990s  will  be  lowered,  the  good 
news  is  that  the  economy  has  more 
breathing  room  for  noninflationary 
gi'owth  than  recent  measures  of  gdp 
suggest.  And  the  long-heralded  produc- 
tivity breakthrough  may  still  lie  ahead. 


THE  PROFITS  IN 
STOCK  BIYBACKS 

Some  augur  future  price  rises 

Keep  your  eye  on  companies  an- 
nouncing plans  to  repurchase  their 
own  shares  on  the  open  market.  A  Na- 
tional Bureau  of  Economic  Research 
study  by  David  Ikenben-y,  Josef  Lakon- 
ishok,  and  Theo  Vennaelen,  finds  profit- 
able opportunities  in  such  news. 

In  an  analysis  of  stock  movements 
on  the  major  U.  S.  exchanges  fi'om  1980 
thi"ough  1990,  the  economists  found  that 
prices  of  stocks  named  in  repurchase 
announcements  rose  by  an  average  of 
about  3.5%  relative  to  the  market  in 
the  days  immediately  following  the  news 
releases — a  modest  increase.  If  held 
over  the  next  four  years,  however,  a 
sigTiificant  number  yielded  retmns  aver- 
aging some  45%  more  than  the  market. 

The  high  perfoiTners  were  so-called 
value  stocks,  the  fifth  of  the  rep'oi'chase 
group  with  the  lowest  prices  relative 
to  book  value.  On  the  other  hand,  glam- 
our stocks,  which  enjoy  high  price-to- 
book-value  ratios,  failed  to  outperform 
the  market  over  a  four-year  period. 

In  short,  when  companies  with  low 
prices  relative  to  book  value  explain 


their  repurchase  plans  by  claiming  tha' 
their  shares  are  "undervalued,"  thei 
are  often  telling  the  truth. 


A  BIG  WORRY 
FOR  JAPAN  INC. 

Is  lifetime  employment  at  stake? 


Economist  Juichi  Wako  of  Nomura  Re 
seai'ch  Institute  notes  that  Japanese 
labor's  shai-e  of  national  income  has  shoi  tt 
up  from  about  68%  through  most  of  th(  i| 
1980s  to  a  new  high  of  around  73%  in  re 
cent  years  (chfut) — about  the  same  share  ^ 
of  the  pie  as  that  of  U.  S  workers.  Be  , 
cause  the  trend  occui's  at  a  time  whei 
Japanese  economic  gi'owth  has  slowec  ^ 
shai-ply,  Wako  believes  it  reflects  deter  r- 
mination  to  keep  lifetime  employmeni  Hi 


WORKERS  GET  MORQen 
OF  JAPAN'S  PIE 


LABOR 
COMPENSATION. 


systems  intact. 

And  therein  lies 
a  dilemma.  Japan 
may  have  benefit- 
ed from  benign 
employment  prac- 
tices in  the  past, 
but  its  increasing- 
ly sluggish  growth 
suggests  they  ai*e 
becoming  counter- 
productive. Com- 
panies that  wish 
to  survive  in  a 
more  competitive 
world,  says  Wako, 
may  soon  find  that 

they  can  no  longer  afford  to  maintaiifte 
commitments  to  lifetime  employment.  ^ 

U.S.  BUSINESS 
STAYS  UPBEAT 

Confidence  indexes  keep  rising 
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Measures  of  U.  S.  business  sentiment 
still  point  to  strong  gi'owth.  Dun  &  Stti 
Bradstreet  Corji.'s  latest  nationvride  sur- 
vey of  executives  shows  rising  hopes 
for  sales,  profits,  and  hiring  in  this  quar- 
ter.  Indeed,  indexes  of  price  expecta 
tions  and  employment  intentions  hit 
their  highs  for  the  cuirent  expansion. 

Meanwhile,  the  National  Federatior 
of  Independent  Business  reports  that 
small-business  optimism  surged  to  a  cy-  icoi 
chcal  liigh  dm-ing  the  fomlh  quaiter,  as 
did  capital-spending  plans.  December's 
hiring  plans  also  stayed  neai"  record  lev- 
els. The  political  climate  hasn't  hurt 
since  the  nfib  helped  shape  the  GOP's 
Contract  With  America. 
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[UDE  COULD  KEEP  THIS  SHIP 
^  AN  EVEN  KEEL 


U.S.  ECONOMY 


EXPORT  A  RECORD 
HARE  OF  OUTPUT 


GOODS  EXPORTS 


The  economy  will  take  on  a 
new  personality  in  1995.  It's 
)y  choice.  The  Fedei*al  Reserve  is  forcing  the  change 
one  of  the  fastest  tightenings  of  monetaiy  policy  in 
var  history.  As  a  result,  the  economy's  Clint  East- 
Is  of  last  year  will  become  this  year's  Caspar  MUque- 
s.  And  a  key  determinant  in  how  well  the  economy 
5  up  will  be  the  performance  of  1994's  frailest  sec- 
-foreign  trade. 

gher  interest  rates  will  rein  in  last  year's  growth 
srs,  the  economy's  interest-sensitive  sectors.  In  1994, 
ding  on  consimier  durables,  business  equipment,  and 
ing — a  fourth  of  real  gross  domestic  product — ac- 
ted for  half  of  the  economy's  grov^h.  Not  this  year. 

Slower  inventory  building  also 
will  retard  gi'owth,  since  the 
need  to  build  up  stock  levels 
will  not  match  last  year's  ur- 
gency. In  the  final  tkree  quar- 
ters of  1994,  inventories  rose  at 
the  second-fastest  rate  in  more 
than  four  decades.  Only  during 
the  boom  times  of  1983-84, 
when  the  economy  was  grow- 
ing at  8%,  was  there  a  faster 
rate  of  accumulation, 
gainst  that  backdrop,  foreign  ti-ade  becomes  a  centi"al 
e  in  the  1995  outlook.  Last  year,  a  widening  trade 
it  stole  nearly  a  fuU  percentage  point  from  economic 
th.  This  year,  ti-ade  vdH  go  a  long  way  in  deteiTnining 
^'ederal  Reserve's  success  or  failure  in  bringing  this 
■flying  economy  down  for  a  soft  landing. 

PROGNOSIS  for  trade  in  1995  looks  considerably 
ir  than  last  year's  dismal  showing.  Of  course,  it 
d  be  hard  for  it  to  get  much  worse. 

November,  the  trade  gap  for  all  goods  and  services 
sased  to  a  larger-than-expected  $10.5  bilUon,  fi'om 
.  bilKon  in  October.  Exports  rose  2.2%,  but  imports 
)ed  2.5%.  The  November  gap  comprised  a  $15.6  bil- 
deficit  in  goods  and  a  $5  billion  smplus  in  sei-vices. 
goods  only,  the  1994  deficit  appears  headed  for  a 
rd  (page  36). 

Dwever,  the  fourth  quarter  may  well  mark  the  trade 
;  turning  point  for  this  busmess  cycle,  at  least  when 
5ured  in  real  volume  after  adjusting  for  import  and 
irt  prices.  Import  growth  will  slow  as  the  economy 
i  off,  and  exports  vdll  grow  at  a  double-digit  pace,  as 
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BUT  IMPORTS  SATISFY 
MORE  DEMAND 
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Europe  continues  to  recover  and  as  gi'ovrth  in  the  rest  of 
the  world  remains  buoyant.  The  result:  a  shrinking  trade 
deficit  that  will  add  to  economic  growth,  not  subtract 
fi-om  it. 

Real  exports  should  accelerate  from  1994's  9%  pace. 
Amid  major  productivity  gains,  falling  unit  labor  costs,  and 
a  weaker  doUar*  against  some  of  our*  key  trading  partners, 
U.  S.  manufactur"er"s  ar'e  poised  to  take  advantage  of  fast- 
er global  growth.  That's  especially  troie  in  emer'ging  mar- 
kets, where  infi'astructure  and  investment  needs  fit  per- 
fectly with  the  strong  capital-goods  profile  of  U.  S.  exjjorts. 

One  growing  uncertainty  in 
the  export  outlook,  however,  is 
the  fallout  from  the  Mexican  cri- 
sis. The  peso's  plunge  will  cut 
deeply  into  Mexican  demand  for 
imported  goods.  Last  year;  Mex- 
ico bought  10%  of  U.  S.  goods 
exports  and,  at  year-end,  U.S. 
shipments  headed  south  of  the 
border  had  grown  about  30% 
from  a  year  ago,  aided  by  the 
North  American  Free  Trade 
Agreement.  Taken  by  itself,  a  sharp  slowdovra  in  Mexi- 
can demand  will  not  cut  deeply  into  U.  S.  exports,  but 
the  risk  is  that  the  financial  turmoO  could  spread  to  the 
rest  of  Latin  America  and  beyond. 

Even  north  of  the  border,  currency  troubles  exist.  The 
Canadian  doUar  has  fallen  to  a  nine-year  low  vs.  the  U.  S. 
dollar.  That  means  the  U.  S.  currency  is  exceptionally 
strong  against  two  of  its  thr'ee  largest  trading  partners,  a 
situation  that  works  against  U.  S.  tr-ade  improvement  be- 
cause it  encom*ages  imports  and  discour-ages  exports. 

As  the  case  with  Canada  and  certain  Eur'opean  coun- 
tries shows,  the  global  financial  markets  are  making  it 
clear*  that  any  nation  with  high  debt  and  fiscal  problems  is 
an  increasingly  less  attractive  destination  for-  capital.  That 
win  force  tighter  fiscal  policies,  higher  inter-est  rates,  and 
slower  global  growth,  which  could  limit  U.  S.  ex-port  gains. 

THE  TROUBLE  with  trade  in  1994,  however,  was  im- 
ports. Last  year,  real  imports  surged  by  15%.  Although 
we  now  export  a  record  23%  of  our-  goods  output,  we 
also  import  a  record  27%  of  the  goods  we  buy  (charts). 

However,  this  increased  opermess  of  U.  S.  trade  has  a 
bright  side  for  the  outlook.  Increasingly,  the  foreign  sector 
is  acting  as  a  stabilizer  for  U.  S.  growth  during  periods  of 
boom  and  bust.  As  domestic  demand  picks  up  relative  to 
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foreign  demand,  the  deteriorating  trade  balance  helps  to 
prevent  the  economy  from  overheating.  In  1995,  just  the 
opposite  will  occui'.  A  shiinking  deficit  will  buoy  the  econ- 
omy, lai'gely  because  the  slowdown  in  domestic  demand  is 
expected  to  cut  import  gi'owth  by  about  half. 

Moreover,  much  of  last  year's  inventory  buildup  was 
imports.  That  means  that  as  businesses  scale  back  their* 
need  for  inventory  this  yeai;  cutbacks  in  ordeiing  by  re- 
tailers and  wholesalers  will  not  fall  completely  on  U.  S. 
manufacturers.  Foreign  producers  will  share  the  pain. 

IMPROVEMENT  in  the  trade  deficit  this  year  will  not 
come  fast,  though.  So  far,  there  is  only  scant  evidence 
that  interest-rate  hikes  are  slowing  domestic  demand. 
December*  housing  starts  did  fall  1%,  to  an  annual  i-ate  of 
1.53  million,  but  that  followed  a  7.6%  jump  in  November 
And  starts  of  single-family  homes  actually  rose  2.8%.  Per- 
mits to  begin  new  construction  also  increased,  although 
unseasonably  mild  weather  may  have  boosted  activity. 

Early -bird  reports  from  retailers  on  January  sales 
look  upbeat.  Seasonally  adjusted  sales  at  department 
and  chain  stores  thi-ough  the  thii-d  week  of  the  month 
rose  a  solid  2.4%  ft'om  December,  says  JohnsoJi  Redbook 
Report.  Buying  from  a  year  ago  is  up  a  sturdy  10.4%. 
That's  not  smprising,  however,  given  that  half  of  the 
country  was  covered  in  snow  and  ice  this  time  last  year. 

Moreover,  corporate  profits  appear  to  have  posted  yet 


EUROPE 


another  stellar  perforinance  in  the  fourth  quarter,  ac 
cording  to  business  week's  first  look  (page  38).  Stron; 
profits  will  continue  to  generate  the  cash  flow  necessar 
for  businesses  to  increase  their  outlays  for  new  equipmeni 

But  as  the  year  wears  on,  the  economy's  person 
gradually  will  begin  to  change.  Already,  carmakers  ar 
sounding  a  cautionary  note.  Ford  recently  announce 
production  cuts  in  thi-ee  of  its  vehicles  because  of  softe 
demand.  And  housing,  always  the  first  sector  to  show  th 
effects  of  rate  hikes,  is  looking  weaker. 

Mortgage  applications  to  buy 
a  home  dropped  to  a  thi*ee-year 
low  in  mid-January.  In  addition, 
a  January  survey  of  homebuild- 
er*s  paints  an  increasingly  dim 
picture.  Since  July,  tr'affic  of  po- 
tential buyers  has  all  but  dried 
up,  says  the  National  Associa- 
tion of  Home  Builders  (chart). 
And  twice  as  many  builders  now 
rate  buying  conditions  as  "poor." 

As  the  soft  landing  begins  to 
gel  in  response  to  the  Fed's  attempt  to  throttle  back  dc 
mestic  demand,  think  of  the  improving  trade  deficit  a 
flight  insurance.  A  slower  pace  of  imports,  combine^ 
with  better  export  growth,  wiU  lessen  the  chances  of 
crash  landing. 


BUILDERS  SEE  FEWER 
POTENTIAL  BUYERS 
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▲  PERCENT  OF  BUILDERS  REPORTINI 
DATA;  NATIONAL  ASSN.  OF  HOME  BUILDERS 


m  BRITAIN,  FAST  GROWTH ...  AND  INFLATION  FEARS 


Britain  ended  1994  with  a  big- 
ger-than-expected  bang.  And 
this  year-  looks  as  if  growth  will 
continue 'but  at  a  slower  pace,  if  the 
Bank  of  England  has  its  way. 

Britain's  real  gross  domestic 
product  grew  at  a 
strong  3.1%  annual  rate 
in  the  fourth  quarter. 
For  the  year,  the  econo- 
my expanded  by  4% — 
the  biggest  annual  gain 
in  six  years.  The  job 
market  also  showed 
signs  of  momentum  as 
the  year  ended.  In  De- 
cember, unemployment 
feU  by  54,600— the  larg- 
est monthly  drop  in  six  years.  The 
jobless  rate  slipped  from  8.8%  to  a 
three-yeai'  low  of  8.6%. 

Looking  aheac^  manufacturers 
expect  1995  to  bn  further 


STEADY  OUTPUT,  BUT 
RISING  PRICES  AHEAD 


BUSINESS  EXPECTATIONS 

OUTPUT 

>RICES   
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▲  PERCENTAGE  EXPECTING  INCREASES 
DATA.  CONFEDERATION  OF  BRITISH  INDUSTRY 


gr'owth  but  higher  prices.  The 
Confederation  of  British  Industry's 
Jan.  24  survey  shows  that  business 
optimism  rose  in  January,  helped 
by  expectations  of  stable  output 
growth  and  strong  expoit  orders. 

However,  the  CBi  also 
found  that  41%  of  com- 
panies plan  to  r'aise 
prices  within  the  next 
four  months,  while 
only  8%>  expect  to  low- 
er prices.  The  net 
reading  of  33%  is  the 
highest  in  five  years 
(chart).  Businesses  re- 
ported higher  unit-pro- 
duction costs  and 
tighter  capacity  use. 

These  price  pressures  are  raising 
worries  about  rapid  inflation — long 
a  scourge  to  Britain's  economy.  As 
a  result,  the  Bank  of  England  wiU 


continue  to  tighten  monetary  policy. 
The  BOE  has  hiked  interest  rates 
twice  since  September,  and  the 
strong  GDP  and  CBi  reports  raise 
the  odds  for  another  boost  soon. 

The  government  is  also  pursuing 
restraint  on  the  fiscal  side.  Higher 
excise  taxes  on  tobacco  and  alcohol 
kicked  in  on  Jan.  1,  and  extra  social 
secmity  payments,  scheduled  for 
April,  have  been  tabled.  Both  meas- 
ures will  cut  into  household  dispos- 
able income. 

The  boe's  goal  is  to  slow  the 
economy,  not  strangle  it.  By  raising 
rates  now,  while  inflation  is  a  mod- 
est 2.9%,  the  central  bank  hopes  to 
keep  Britain's  economy  gr-owing, 
but  at  a  slow  enough  pace  to  avoid 
the  capacity  and  labor  constraints 
that  have  historically  pushed  infla- 
tion to  double-digit  levels.  In  the 
boe's  view,  less  is  sometimes  more.  , 
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"The  mantra  for  the  long-term  investor 
should  be:  stocks,  stocks,  stocks.' 


KipHnger's  Personal  Finance  Magazine 


An  IRA  is  a  long-term  retirement  investment. 

If  you  avoid  the  stock  market  because  of  its  current 
volatility,  you  are  making  a  short-term  decision. 

Month  to  month,  stocks  go  up  and  down.  Generally, 
over  the  long  term,  they  produce  positive  returns.  If 
you  plan  to  retire  10,  20,  or  30  years  from  now,  it 
makes  unquestionable  financial  sense  to  invest  your  IRA 
dollars  in  a  Janus  Fund.  (Ten  funds  to  choose  from,  each 
with  a  different  investment  goal.) 

Another  example  of  short-term  thinking?  Scrambling  in 
April  to  find  $2,000. 

If  you  plan  to  contribute  each  year,  why  not  start 
a  monthly  investment  program  that  adds  up  to  $2,000? 
(Or  however  much  you  want  to  invest.)  At  Janus,  you  can 
open  an  IRA  with  just  $50  a  month.  The  money  is  automat- 
ically transferred  from  your  bank  account  or  paycheck  to 
your  Janus  IRA.  That  kind  of  long-term  thinking  makes 
investing  simple. 

For  information,  call  ^^^^^^^^^^^^^^^^^^^Q 
for  a  free  Janus  IRA  Kit.   It  includes  fund  descriptions, 
an  application,  and  a  prospectus. 

Invest  for  the  long  term.   Invest  with  Janus. 


Janus  Funds  are  no-load  mutual  funds.  A 
plan  of  regular  investing  does  not  assure 
a  profit  or  protect  against  depreciation 
in  a  declining  market.  Funds  distributed 
by  Janus  Distributors,   Inc.  Member  NASD. 


Call  for  a  prospectus  containing  more  complete 
information,  including  expenses.  Please  read  it 
carefully  before  you  invest  or  send  money. 


PI  JANUS 
^  FUNDS 

[  $17  billion  in  assets  ] 


Battered  bourses 
around  the  world 
may  be  foretelling 
a  global  slowdown 

Ac-urrency  crisis  in  Mexico.  An 
earthquake  in  Japan.  War  in  Rus- 
sia. Rising  political  tensions  in 
China.  Mounting  budget  woes  in 
Canada  and  Europe.  Any  one  of  these 
events  might  be  enough  to  rain  a  global 
investor's  portfolio.  But  there's  even 
more  bad  news  in  sight.  In  addition  to 
all  the  other  stresses  on  world  markets, 
add  one  more  concern:  the  specter  of 
ascending  interest  rates  around  the 
globe.  And  that  has  traders  fretting 
il;at  economic  gTO\\t?i  will  slow — or  pe- 
ter out  altogether. 


As  a  result,  stock  markets  from  To- 
ronto to  Taipei  are  getting  whacked.  In 
the  past  three  months,  European  mar- 
kets have  suffered  a  steady  decline. 
Bourses  in  other  parts  of  the  world  ai-e 
faring  even  worse.  Mexico's  stock  mar- 
ket has  fallen  54%  in  dollar  terms. 
Japan's  Nikkei  stock  average  is  off 
11.1%,  and  Hong  Kongo's  Hang  Seng  In- 
dex is  down  more  than  21.7%.  Ti'ading 
on  Moscow's  fledgling  stock  market  has 
dried  up.  And  the  Dow  Jones  industrial 
average  is  treading  water.  Around  the 
world,  says  Morgan  Stanley  &  Co.  strat- 
egist Barton  M.  Biggs,  "there's  been  a 
huge  loss  of  faith"  in  equities. 
INFLATION  FEARS.  Wliat  makes  this  fail- 
ure of  confidence  so  puzzling  is  the  em- 
rent  good  health  of  the  global  economy. 
After  a  robust  4%  spurt  last  year,  U.  S. 
gross  domestic  product  may  expand  a 
further  3.8%  in  1995,  estimates  Morgan 
Guaranty  Ti"ust  Co.  Paced  by  a  Ger- 
man recovery,  Europe  may  gi'ow  by 
3.2%,  and  Japan  could  expand  moi'e  than 


It: 


2%  despite  the  shock  of  the  Kob 
quake.  Even  Mexico's  peso  collaps' 
probably  won't  extinguish  growi;h  altcl  ^ 
gether  in  Latin  America. 

But  stock  traders  are  looking  straighj^y 
through  the  good  news.  Why?  To  Pete 
Sullivan,  European  strategist  for  MeniLj 
Lynch  &  Co.  in  London,  traders  "hav 
already  taken  account  of  a  sti'ong  eant, 
ings  recovery.  Equities  are  pretty  full;  ^ 
valued."  That  allows  them  to  focus  oi 
their  worst  fears:  The  likelihood  tha. 
the  Federal  Resei-ve  will  see  the  stronj 
gi'owth  projections  as  justification  fo 
intensifying  its  year-long  battle  agains  |y 
inflation.  Ti'aders  thus  see  a  sharp  hik 
in  the  federal  funds  rate — perhaps  by  5 
basis  points — as  soon  as  Jan.  31.  Man; 
investors  also  expect  additional  increas 
es  in  the  U.  S.  and  across  the  industris' 
and  emerging  world  stretching  int 
next  year. 

By  the  time  they  peak,  short-terr 
U.  S.  rates  alone  could  be  as  high  a 
8%,  figui'es  Moi-gan  Guaranty  economis 
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William  A.  Brown. 
The  prospect  of 
a  global  liquidity 
squeeze  is  already 
prompting  some 
economists  to  erect 
a  new  wall  of  wony 
as  they  tone  down 
growth  and  earnings 
estimates  for  1996 
and  beyond.  Smith 
Barney  Inc.  interna- 
tional economist  J. 
Paul  Horne,  for  one, 
thinks  the  U.  S.  econ- 
omy will  brake  to  a 
1.6%-a-year  crawl  by 
next  yeai;  followed  in 
short  order  by  a 
"modest"  European 
recession  stretching 
into  1997.  Indeed, 
some  economists 
think  the  next  slow- 
down could  feed 
upon  itself  with 
fierce  determination. 

Canada  and  Mexi- 
co, which  absorb 
nearly  a  third  of 
U.  S.  exports,  are  a 
good  example.  With 
interest  rates  rising 
steeply  as  central 
banks  defend  their 
embattled  cuiTencies, 
both  nations'  appetite 
for  American  goods 
is  almost  certain  to 
wane.  If  U.  S.  ex- 
ports start  to  fade, 
itire  economy  likely  will  follow, 
in  turn  will  cool  gdp  in  Europe 
sia,  which  rely  on  exports  to  the 
for  a  lot  of  their  growth.  "I've 
seen  a  period  when  it's  so  difficult 
criminate  among  markets,"  says 
;ian  Wignall,  chief  global  equity 
ment  officer  for  G.  T.  Global  mutu- 
Js.  "There's  no  place  to  hide." 
NEWS  BLUES.  One  result:  In  coun- 
ter country,  investors  no  longer 
lling  to  foi'give  economic  excesses 
hely  as  they  did  when  U.  S.  inter- 
ites  were  only  3%.  That's  espe- 
true  when  they  know  they  now 
irn  7.6%  on  two-year  U.  S.  Treas- 
"That  may  not  l3e  the  best  yield 
d,"  says  Salomon  Brothers  Inc. 
equity  strategist  David  Shulman. 
^ou  know  that  at  the  end  of  two 
the  money  will  be  there."  Yields 
lerging-market  debt,  meanwhile, 
•eached  incredible  heights.  Morgan 
W's  Biggs  notes  that  dollar-de- 
ated  Eui-obonds  issued  by  Cemex, 


% 


a  fast-growing  Mexican  cement  produc- 
er, have  skyi-ocketed  to  25%  lately.  Says 
Biggs:  "I  wonder  how  well  emerging- 
market  equities  can  do  when  the  debt 
has  such  rich  returns." 

Amid  heavy  competition  from  bonds, 
equity  traders  seem  intent  on  discount- 
ing the  best  of  news  as  soon  as  it 
breaks.  For  example,  traders  hammered 
shares  of  both  ibm  and  Compaq  Com- 
puter Inc.  after  the  computer  makers 
announced  excellent  fourth-quarter  prof- 
its. Ti'aders  figm-e  profits  have  gotten 
about  as  good  as  they're  likely  to  get 
any  time  soon. 

It's  much  the  same  stoiy  in  Japan, 
where  the  avei'age  price-eamings  ratio 
of  76  I'eflected  a  sti'ong  belief  that  coipo- 
rate  profits  would  finally  stage  a  healthy 
recovery  this  year.  Then  the  Kobe 
earthquake  struck,  and  analysts  began 
tearing  up  earnings  forecasts  left  and 
right.  Ti-ue,  most  expect  profits  and  the 
economy  to  recover  bv  1996.  But  wor- 
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CHAIN  REACTION 


Rising  rates  in 
Canada  and  Mexico  could  cool 
demand  there  for  U.S.  goods.  If 
America's  exports  fade,  its 
economy  could  follow — and  trim 
growth  in  much  of  the  world 


ries  over  consumers  and  companies  liq- 
uidating massive  quantities  of  stocks  to 
finance  reconstniction  are  now  weigliing 
heavily  over  the  Nikkei. 

The  result  may  not  be  pretty.  After 
slumping  5%,  to  17,885,  on  Jan.  23,  the 
average  could  be  set  to  fall  1,000  more 
points,  says  James  Capel  Pacific  Ltd. 
strategist  Jason  James.  But  Japan  isn't 
the  only  major  market  that  could  be  in 
jeopardy.  Smith  Barney's  Horne  says 


that  as  money  tightens  over  the  next 
six  months,  U.  S.  stock  prices  could  re- 
treat 15%.  That,  he  adds,  could  spark  "a 
further  coirection"  in  Europe. 
TOUGH  BATTLE.  Declines  in  the  industri- 
al world  are  likely  to  cause  new  heart- 
ache for  developing  countries — even 
Asian  ones  with  large  pools  of  savings. 
Piice-earnings  ratios  in  these  countries 
remain  high  by  global  standards  and 
are  thus  vulnerable  to  ftuther  dechnes. 
Take  Bombay.  The  average  p-e  ratio  for 
major  equities  has  fallen  lately  but  is 
still  hovering  at  30 — twice  that  for  the 
U.  S.  "Investoi-s  will  have  to  get  used  to 
lower  p-e's,"  says  Ashish  Guha,  head  of 
investment  banking  at  Bombay's  Credit 
Capital  Finance  Corp. 

One  big  reason:  The  collapse  in  Mex- 
ico has  "increased  risk  premiums  for 
the  securities  of  all  emerging-market 
economies,"  says  Kemper  Financial  Ser- 
vices Inc.  economist  David  D.  Hale. 
With  the  easy  money  of  the  early  1990s 
rapidly  evaporating 
in  Latin  America, 
Asia,  and  other  re- 
gions, these  markets 
are  now  settling 
down  for  a  long, 
tough  battle  for  cred- 
ibility that  may  take 
years  to  win. 

The  soiry  situation 
of  Telefonos  de  Mexi- 
co, perhaps  the  bell- 
wether for  all  emerg- 
ing-market stocks, 
illustrates  how  far  a 
reputation  can  fall. 
After  dropping  50%, 
to  $34,  Telmex  now 
ti-ades  at  a  mere  sev- 
en times  next  year's 
estimated  earnings. 
With  (profits  still  ex- 
pected to  grow  by 
more  than  20%  annu- 
ally in  coming  years, 
"that's  completely 
stupid,"  says  Oscar 
A.  Castro,  managing 
du-ector  of  Montgom- 
ery Asset  Manage- 
ment in  San  Francis- 
co. So  is  he  buying?  "A  year  from  now, 
the  equities  no  one  wants  to  hold  will 
again  be  the  dai'lings  of  international  in- 
vestors," he  predicts.  However,  "I  will 
not  fight  the  market,"  he  says.  And  right 
now,  the  market  is  forecasting  coming 
economic  bad  news. 

By  William  Glasgall  in  New  York 
and  Bill  Javetski  in  Paris,  with 
Suzanne  Woolley  in  New  York  and 
bureau  repoyis 
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NeWis:  Analysis  &  Commentary 


MEXICO 


REMEMBER  THOSE  GUYS 
WHO  BROUGHT  YOU  NAFTA? 

The  same  lobbyists  are  storming  the  Hill  to  rescue  the  peso 


It  seemed  like  old  times.  On  Jan.  23, 
lobbyists  from  150  big  U.  S.  compa- 
nies packed  a  Capitol  Hill  room  for  a 
homecoming — and  a  pep  rally.  "You  got 
us  NAFTA.  You  won  the  OATT,"  exhorted 
Representative  Robert  T.  Matsui  (D- 
Calif.),  President  Clinton's  chief  Hill 
strategist  in  the  North  American  Free 
Trade  Agreement  battle.  "Now  you  can 
deliver  on  this  one,  too." 

Within  hours,  the  old  business  coah- 
tion  was  up  and  running  again.  Their 
latest  Mission  Impossible:  nailing  down 
congressional  passage  of  $40  billion  in 
loan  guarantees  to  save  Me.xico  from 
its  current  financial  crisis.  Corporate 
America's  message,  as  delivered  by  csx 
Coi-j).  Chaimnan  John  W.  Snow,  who  is 
seT"ving  as  peso  point  man  for  the  Busi- 
ness Roundtable:  Failure  to  approve  the 
plan  will  mean  "a  drop  in  U.  S.  exports, 
increased  illegal  immigration,  and  a  cur- 
rency scare  in  the  rest  of  Latin  Ameri- 
ca." And  time  is  of  the  essence,  Snow 
warns:  If  support  for  the  guarantees 
unravels,  the  Mexican  crash  could  get 
far  worse. 


THE  KNIGHTS  OF 
NAFTA  RIDE  AGAIN 


THE  PRO-BAILOUT  POSJTiOr 


With  their  mission  clearly  defined, 
the  battle-tested  nafta  vets  have  swung 
into  action.  Plans  for  parachuting  in  for- 
mer U.  S.  Presidents  and  dignitaries 
for  photo  ops  were  considered,  then 
scrapped  for  lack  of  time.  Instead,  cor- 
porate honchos  have  dusted  off  the  so- 
called  White  Book  assembled  by  USA 
NAFTA,  the  pro-NAFTA  lobbying  group 
headed  by  AlliedSignal  Inc.  Chief  Exec- 
utive LawTence  A.  Bossidy.  The  book  is 
a  district-by-district  directory  of  major 
corporate  employer's  with  strong  export 
ties  to  Mexico. 

CORPORATE  CATALOG.  "We  have  a  cat- 
alog now  of  who's  who  in  each  district," 
says  one  top  cor'por-ate  lobbyist.  "Each 
company  has  a  procedure  in  place  to 
activate  folks  to  do  what  has  to  be 
done."  Tr-anslation:  Big  corporate  chief- 
tains are  at  the  ready  to  call  their  local 
r*epr'esentatives  to  voice  support  for  the 
Mexican  aid  package. 

Along  with  lawmaker's  r'epr'esenting 
export-dependent  districts,  the  coahtion 
is  targeting  legislators  fr'om  border 
states  to  war-n  them  that  collapse  of  the 


plan  could  trigger  a  flood  of  illegal  imm 
grants.  Hispanic  business  leaders  hav 
gotten  behind  the  campaign,  too,  pledg  ^ 
ing  to  launch  a  letter-- writing  blitz 
favor  of  the  bailout.  On  Jan.  25,  th 
.  Congr-essional  Budget  Office  gave  th 
business  lobbyists  more  fir-epower:  Th  P''' 
CBO  now  estimates  that  the  bailor; 
package  would  be  likely  to  generate 
small  profit  for  the  U.  S.  governmer 
thr'ough  Me.xico's  payment  of  an  upfi^or 
loan  fee. 

Meanwhile,  Juan  Gallar-do,  head  c 
the  powertirl  Mexican  Business  Coord 
nating  Council,  has  set  up  in  Washing 
ton  to  push  for  a  deal.  Among  othe 
tactics,  the  group  will  pressure  U 
suppliers  to  Mexican  companies  to  suj 
port  the  bailout.  Backers,  however,  hav 
their  work  cut  out  for  them.  The  ai 
package  continues  to  meet  fierce  resii 
tance  from  an  anti-NAFTA  coalition  ( 
unions,  environmentalists,  and  Americ 
First  conser-vatives.  They  view  it  as 
risky  bailout  for  a  politically  unstabl 
and  economically  and  environmentall 
irresponsible  r-egime.  The  price  the 
want  for-  their  support:  stiff  conditior 
that  Mexicans  would  have  a  hard  tim 
swallowing.  "Many  critics  are  using  th; 
as  an  excuse  to  reopen  nafta,"  frel 
Varian  Associates  Inc.  ceo  Trac 
O'Rom-ke,  head  of  the  National  Associj 
tion  of  Manufactur-er-s.  "If  that  happeni 
we  lose  the  coalition." 

Playing  the  inside  Hill  game,  mon 
over,  won't  guar-antee  a  win.  The  bailor 


ition  is  back,  fighting  for  a  Mexico  bailout  against  the  same 
osed  the  trade  agreement: 


I 


THE  ARGUMENT  AGAINST  iT 


The  Clinton  Administration,  led 
by  Treasury  Secretary  Robert 
Rubin,  wants  to  push  through 
quickly  $40  billion  in  loan  guar- 
antees for  Mexico.  CSX  chief 
John  Snow  and  AlliedSignal 
Chairman  Lawrence  Bossidy  are 
reassembling  the  business  coali- 
tion that  helped  win  the  1993 
passage  of  the  North  American 
Free  Trade  Agreement.  To  ensure 
support,  the  Administration  is 
vviliing  to  attach  more  conditions 
to  the  b3;iout. 


BOSSIDY 


PEROT 


NAFTA  critics  have  been  in  full 
we-told-you-so  fury  since  Mexi- 
co's financial  crisis  knocked  39% 
off  the  peso's  value.  Senate  For- 
eign Relations  Committee  Chair- 
man Jesse  Helms  (R-N.C.)  vows 
"exhaustive  and  perhaps  exhaust- 
ing hearings"  on  a  loan-guarantee 
package.  He  and  America  Firsters 
Pat  Buchanan  and  Ross  Perot  are 
pushing  for  ironclad  concessions 
from  the  Mexicans  as  a  condition 
of  aid.  House  Democrats  who 
opposed  NAFTA  will  demand  oth- 
er quid  pro  quos,  such  as  guaran- 
tees of  worker  rights  and  stronger 
environmental  standards  south  of 
the  border. 
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i  backers  aren't  sure  that  the  73 
House  Republicans  who  cam- 
led  on  promises  to  shrink  govem- 
— let  alone  Democrats — will  agree 
lore  up  a  foreign  government  at 
lyer  risk.  "None  of  us  wants  to  be 
position  of  being  accused  of  funding 
lout  for  Wall  Street  titans  while 
;  cutting  benefits  to  widows  and 
ms,"  says  a  senior  Democratic  aide. 


Senate  GOP  conservatives,  meanwhile, 
insist  that  Mexico  create  a  currency 
board  that  would  peg  the  peso's  value 
to  a  strong  cuiTency.  And  in  the  House, 
Repi'esentative  Barney  Frank  (D-Mass.), 
a  NAJ-TA  foe,  is  thi'eatening  a  libei-al  walk- 
out without  guai'antees  fi'om  the  Mexi- 
cans of  improved  labor  standards.  "Let's 
see  them  pass  it  without  us,"  he  warns. 

Still,  the  Loan  Rangers  behind  the 


bailout  are  confident  they'll  have  a  plan 
on  the  President's  desk  by  February. 
Administration  officials  are  willing  to 
attach  some  strings  to  financial  support, 
preferably  through  nonbinding  side  let- 
ters. Backers  reckon  that  with  feai"s  of  a 
hemispheric  financial  panic  offsetting 
other  doubts,  the  ayes  should  have  it. 

By  Douglas  Harbrecht  and  Dean 
Foust,  with  Amy  Bomis,  in  Washiyigtcm 


COMMENTARY 


By  Susan  B.  Garland 


THE  CRUX  FOR  CLINTON:  FOLLOWING  THROUGH 


tis  call  for  bipartisanship  and  a 
revival  of  community  spiiit 
sounded  comforting.  But  beyond 
e  warm  and  the  fuzzy,  Bill  Clin- 
n's  Jan.  24  State  of  the  Union  ad- 
•ess  set  the  battle  lines  for  fero- 
3US  ideological  combat  with  the 
epublican-dorainated  Congress 
'er  how  much  to  shrink  the  federal 
)vernment. 

Feisty  GOP  lawmakers 
ink  they  have  a  mandate  to 
ash  and  bum.  That  puts 
linton  in  a  tough  spot.  He's 
ying  to  salvage  an  activist 
lie  for  government  at  a  time 
hen  he  and  Washington  are 
sliked  and  distrusted.  To 
ill  it  off — indeed,  to  save 
s  Presidency — he  has  to 
mvince  Americans  that  his 
)licy  isn't  just  another  can 
'  Clinton  Snake  Oil. 
L.UNKY.  The  President's 
lormous  credibility  problem 
asks  a  reasonable  vision  of 
)vemment — one  that  falls 
itween  the  extreme  Demo- 
•atic  view  that  government 
in  solve  all  problems  and 
le  far-Right  credo  that  the 
ds  cause  all  problems.  The 
unky  name  of  his  agenda, 
^lew  Covenant,"  lacks  the 
arity  of  the  gop's  "Contract 
^ith  America."  But  its  mes- 
ige,  buried  in  the  painfully 
ng  address,  is  crisp:  "We 
lould  rely  on  government  as 
partner  to  help  us  do  more 
•r  ourselves." 

This  view  of  government  as  a 
iend  rather  than  an  overbearing 
ai-ent  was  a  major  theme  of  Chn- 
)n's  1992  campaign,  but  he  lost 
•ack  of  it  until  forced  to  counter  the 
epublicans'  siren  song.  Although 
le  GOP  call  for  smaller  govern- 
lent  and  lower  taxes  may  reso- 
ate  at  first,  Clinton  is  betting  that 


voters  won't  like  the  consequences. 

Numei'ous  polls  bear  him  out.  One 
conducted  Jan.  4-8  for  business 
WEEK  found  that  a  majority  oppose 
eliminating  any  specific  government 
departments.  Voters  also  like  the 
idea  of  a  balanced  budget,  but  only  if 
it  means  no  cuts  in  Medicare  or  oth- 
er favorite  progi-ams.  And  a  Jan.  19- 


NEW  COVENANT  i£  We  should 
rely  on  government  as  a 
partner  to  help  us  do  more  for 
ourselves  f  f 


BILL  CLINTON 


22  Los  Angeles  Times  poll  found  that 
while  voters  lean  toward  the  Repub- 
licans on  ideological  grounds,  they 
balk  at  many  of  the  party's  specific 
proposals. 

For  instance,  they  oppose  gop  ef- 
forts to  repeal  the  ban  on  assault 
weapons  and  to  scrap  Clinton's  na- 
tional service  progi^am,  which  pays 
college  tuition  in  return  for  volunteer 


work.  They  don't  want  the  Republi- 
cans to  delete  money  for  crime-pre- 
vention programs.  And  they  prefer 
Chnton's  welfare  reform  plan  over 
the  GOP  proposal  to  cut  off  benefits 
with  no  job  guarantees. 

But  even  if  Clinton  has  a  more 
popular  approach — will  anyone  be- 
lieve him?  He  didn't  fulfill  campaign 
pledges  to  enact  middle-class 
tax  relief,  welfare  I'eform,  or 
campaign-finance  reform 
when  Democrats  controlled 
Congress,  so  the  public  is 
waiy  of  trusting  him  now. 
"He  was  right  when  he  said 
the  country  is  going  through 
monumental  changes,  but  is 
he  the  man  to  take  us 
through  them?"  wonders 
Rutgers  University  pohtical 
science  professoi"  Ross  K. 
Baker. 

GET  CONCRETE.  To  reconnect 
with  voters,  Clinton  must 
first  quit  the  constant  vacilla- 
tion. He  needs  to  take  a  con- 
sistent point  of  view  and 
show  the  backbone  to  fight 
for  his  agenda.  Secondly,  he 
should  refi'ame  the  debate  on 
his  terms.  His  Reinventing 
Government  initiative  may 
be  worthy,  but  the  GOP  vdll 
always  outbid  him  on  cutting 
government.  The  Pi'esident 
must  also  show  in  concrete 
ways  how  GOP  cuts  would 
savage  families.  There  wiW 
be  plenty  of  evidence. 
Finally,  the  President  has  to  really 
believe  his  own  message.  Is  thei'e 
any  soul  behind  the  shtick?  If  this  is 
just  another  political  reinvention, 
Chnton-style,  he  won't  stand  a 
chance  against  the  Republican  on- 
slaught in  Congress — or  on  the  '96 
battlefield. 

Garland  covers  the  White  House 


News:  Analysis  &  Commentary 


FIRST  STOP,  SEATTLE:  The  latest  trade  deficit  breaks  the  record  set  back  in  1987 


The  massive  layoffs  and  restnictuiTng 
that  have  wrenched  Corporate 
America  in  recent  years  were  sup- 
posed to  have  big  payoffs.  High  pro- 
ductivity. Greater  competitiveness  in 
overseas  markets.  An  America  better 
able  to  defend  its  home  mai'kets.  That's 
why  the  goveniment's  latest  trade  re- 
port, released  on  Jan.  19,  came  as  such 
a  shock. 

It  showed  that  last  yeai-'s  merchan- 
dise trade  deficit,  based  on  results 
thi'ough  the  first  11  months,  is  likely  to 
hit  $170  bilhon.  Tliat  would  soundly  top 
the  previous  record,  in  1987,  of  S160 
billion — a  number  that  fueled  protec- 
tionist sentiment  and  led  to  tough  trade 
legislation.  Now,  as  another  massive 
wa\  e  of  imports  rolls  into  the  U.  S.,  the 
question  is:  Has  anything  really 
changed? 

Yes.  Today's  trade  deficit  is  fai-  differ- 
ent— and  far  less  disturbing — than  the 
tab  the  U.  S.  ran  up  in  1987.  For  one 
thing,  today's  economy  is  much  larger, 
so  the  deficit  now  accounts  for  just  2.59c 
of  g!-os>  domestic  product,  vs.  3.5%  sev- 


en yeai-s  ago.  Moreover,  the  rising  defi- 
cit is  due  mainly  to  the  success  of  the 
U.  S.  economy,  which  in  1994  grew  al- 
most twice  as  fast  as  the  economies  of 
its  major  trading  partners.  Faster 
growth  ti"anslates  directly  into  more  im- 
ports, says  WiUiam  R.  Cline,  an  econo- 
mist at  the  Institute  for  International 
Economics,  who  estimates  that  each  ad- 
ditional percentage  point  of  economic 
growth  raises  the  trade  deficit  by  about 
$15  bilhon. 

Just  as  important,  the 
sui-ge  of  foreign  products 
is  far  more  concentrated 
in  wealth-producing  cap- 
ital goods  than  in  the 
past.  This  isn't  just  about 
sneakers  and  vcRs:  The 
U.  S.  is  importing  more 
computers,  machine 
tools,  steel,  and  the  like 
— products  that  ai-e  more 
hkely  to  \ield  productiv- 
ity gains  for  the  U.  S. 
econom\'  In  1987,  21%  of 
imports    were  capital 
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ot  products  with  big  futures,  such  as 
are  made  almost  entirely  overseas 


goods.  Now,  they  account  for  28%.  I 

the  past  year  alone,  imports  of  capit; 

goods  have  increased  some  21%  (chart 

Indeed,  import  growth  in  recer 

years  has  been  driven  primarily  by  th 

U.  S.  investment  boom.  Purchases  ( 

foreign  steel  ai-e  up  some  38%  over  th 

past  year  because  domestic  steelmal- 

ers  haven't  been  able  to  meet  deman 

from  auto  makers  and  other  customer; 

"We're  running  as  flat  out  as  we  can 

says  John  R.  Scheessele,  president  an 

CEO  of  wci  Steel  Inc.  In  the  machine 

tool  industry,  too,  rising  demand  ha 

boosted  imports,  generally  without  hun  j 

ing  domestic  manufactui'ers.  In  the  firs 

10  months  of  1994,  machine-tool  import 

totaled  $2.3  bilhon,  up  30%  from  a  yea 

earher — but  domestic  machine-tool  or 

ders  are  up  about  the  same.  "I  don 

hear  anyone  complaining  about  losin 

share  to  foreigners,"  says  PaineWebbe 

Inc.  analyst  Eh  S.  Lustgarten. 

STRONG  SUIT?  Certainly,  there  are  did 

tressing  sides  to  this  record  trade  def  ^; 

cit — chiefly  the  flood  of  high-tech  elec 

tronics  from  overseas.  Over  the  pas 

year,  imports  of  semiconductor's,  com 

puters,  telecom  equipment,  and  relate^ 

gear  rose  by  some  25%,  or  $13  billion, 

startling  increase  in  an  area  that  wa 

supposed  to  be  one  of  America's  stron 

suits.  Moreover,  there  are  virtually  n 

U.  S.  manufacttu-ers  supphing  some  o 

the  hottest  accessories,  such  as  optical 

disk  players  in  multimedia  computers" 

In  notebook  computers,  another  fast|^ 

gi'owing  PC  niche,  as  much  as  40%  o 

the  materials  cost  for  each  compute 

resides  in  the  screens — which  ai'e  mad( 

almost  entirely  in  Asia. 

But  this  demand  for  foreign-madi" 

parts  mainly  reflects  the  explosion  o^ 

computer  and  telecom  equipment  de'.l' 

mand   in   the  U.S.-'*' 

which,  again,  should  leac  ^ 

to     higher  economii** 

growth.  Consider  per'"' 

sonal-computer   make:  ^ 

Dell   Computer  Corp'- 

Some  65%  to  70%  of  th(  * 

parts  going  into  its  ma 

chines  ai'e  produced  out 

side  the  U.S.,  "and  tha-* 

proportion  is  increasing,' ,  ^ 

says  Stephen  C.  Mart 

son.  Dell's  \ice-presidem 

for  worldwide  procure  * 

ment.  "The  labor  cost  foi*- 
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sn't  a  lot,  but  it's  significant  enough 
factories  foi-  our  suppliers  tend  to 
cated  in  Asia." 

'en  these  difficulties  in  the  high- 
markets  may  not  be  so  worrisome, 
ise  those  big  import  numbers  may 
rtificially  skewed  upward.  Some 
semiconductor  manufacturers  ship 
Is  and  other  products  overseas  for 
)g  and  assembly.  When  these  prod- 
come  back  into  the  countiy  again, 
are  counted  as  imports.  Ti-ue,  such 
;actions  inflate  exports,  too — but 
ffect  on  imports  likely  is  gi-eater. 
11  the  trade  deficit  begin  shrinking 
time  soon?  The  growth  gap  be- 
n  the  U.  S.  and  its  trading  part- 
should  narrow  in  1995,  boosting 
exports  and  resti-aining  imports.  In 
ion,  the  weakening  of  the  dollar 
the  past  year  against  the  yen  and 
aark  will  soon  help,  since  exchange 
;  take  about  two  years  to  affect 
(.  And  some  industries  are  adding 
iity  that  should  reduce  import  de- 
1.  North  Star  Steel  Co.  is  spending 
million  on  a  new  minimill  in  King- 
Aiiz.,  that  will  produce  half  a  mil- 
,ons  a  year.  And  Oregon  Steel  Mills 
is  building  a  new  mill  in  Portland 
upgrading  its  rail  mill  in  Colorado. 

Chairman  and  ceo  Thomas  B. 
and:  "We'll  be  able  to  give  the  im- 
;  a  mn  for  their  money." 
CRAZY.  On  the  downside,  the  U.  S. 
11  lunning  massive  trade  gaps  with 
ii  and  China  that  show  no  sign  of 
ipearing.  Imports  of  motor  vehicles 
parts  surged  some  15%  over  the 
year,  even  though  Japanese-trans- 
:  production  in  the  U.  S.  rose  to 
I  than  2  million  vehicles  in  '94. 
id  the  U.S.  will  be  hmt  in  '95  by 
veakness  of  its  two  closest  trading 
lers.  TuiTnoU  in  Mexico  will  cut  U.  S. 
rts  to  Mexico  by  some  $11  billion 
95,  estimates  DRi/McGi-aw-HiU.  And 

Canadian  currency  weakened  by 
;  20%  against  the  U.  S.  doUar  since 
,  "it  will  be  difficult  for  the  U.  S.  to 
)ete  with  Canada,"  says  Cline.  In- 
,  the  trade  deficit  with  Canada  rose 
l3  billion  in  the  fii'st  11  months  of 
,  the  third-lai-gest  deficit  behind  Ja- 
and  China.  As  a  result,  forecastei-s 

as  DRi/McGraw-Hill  believe  the 
5  deficit  may  actually  gi-ow  in  1995. 
at  that  in  itself  is  not  a  bad  sign  for 
economy.  As  the  U.  S.  tries  to  re- 
e  itself  for  the  Information  Age, 
old  rule  that  developed  countries 
Id  be  capital  exportei-s  may  no  long- 
old.  Ultimately,  the  true  test  of  a 
e  deficit  is  not  how  big  it  is  but 
wisely  the  U.  S.  uses  what  it  buys. 
y  Michael  J.  Mandel  in  New  York, 

Gary  McWilliams  in  Houston, 
hen  Baker  in  Pittsburgh,  and 
au  reports 


AUTOS 


TOUGH  TIMES  FOR  DETROIT? 
NO.  JUST  BAD  DECISIONS 

And  Ford,  the  main  culprit,  should  soon  straighten  itself  out 


Production  cutbacks.  Rising  inven- 
tories. Warnings  from  Chrysler 
Coi"p.'s  economist  that  more  inter- 
est-rate hikes  could  cripple  auto  sales. 
Recent  headlines  from  Detroit  have 
been  unsettling.  Is  the  industry  driving 
into  a  slowdown? 

Maybe.  More  Ukely,  though,  Motovm  is 
just  giinding  gears  a  bit,  thanks  to  lousy 
short-tenn  decisions.  Indeed,  auto  exec- 
utives expect  a  better  1995  than  '94 — 
once,  that  is,  '\ve  get  tlii'ough  tliis  bubble 
of  Januaiy  and  Februaiy,"  says  Ford 
Div.  General  Manager  Ross  Roberts. 


FORD 

AEROSTAR 


Ford  turned  out  so  many  Aerostar 
minivans  that  dealers  balked  at 
ordering  higher-margin  Windstars 


Last  year,  U.  S.  car  and  light-truck 
sales  hit  a  vibrant  15.1  million.  As  1995 
began,  though,  some  auto  watchers  be- 
gan wai'ning  that  sales  would  be  hurt 
by  greedy  pricing.  For  instance,  by 
eliminating  the  base  version  of  its  Lin- 
coln Continental,  Ford  Motor  Co.  effec- 
tively i-aised  the  model's  price  by  $7,000, 
to  .$41,375. 

ROCKY  START.  But  ill-thought  mai-keting 
and  pi-oduction  strategies  wiU  likely  take 
more  of  the  blame  for  1995's  rock>'  stait. 
Witness  Ford's  difficulties  in  small  cai's. 
Sales  of  its  subcompact  Escort  were 
sideswiped  by  sweet  lease  deals  Ford 
offered  in  December  to  ensure  that  the 
midsize  Tauiias  would  outsell  Honda's 
Accord.  Buyei-s  jumped  at  the  chance  to 
lease  a  Taurus  for  .$259  a  month,  just 
$60  more  than  the  Escort.  "We're  not 
talking  about  a  monumental  jump  in 
payments  to  get  a  lot  bigger  car," 
says  Jack  A.  Terhar  Jr.,  president  of 


Sill-Terhar  Ford  in  suburban  Denver. 

Trouble  is,  even  as  Escort  sales  dove, 
Ford's  factories  kept  chiuTiing  them  out. 
Ford  wanted  a  stockpile  because  it  plans 
to  shut  Escort  plants  this  summer  for  a 
model  changeover.  But  Escort  invento- 
ries soared  to  96  days  worth  at  yearend, 
and  Ford  recently  had  to  cut  production. 
It  doesn't  expect  the  glut  to  be  depleted 
until  the  end  of  March. 

Ford  isn't  the  only  company  to  make 
miscues.  In  recent  weeks,  shoppers 
searching  lots  for  the  $9,500  version  of 
Chiysler's  Neon  came  up  empty:  Tiying 
to  boost  margins,  the 
company  made  way 
too  many  loaded-up 
Neons  selling  for 
$12,000  or  so.  Belat- 
edly, Chiysler  offered 
.$400  rebates  to  move 
the  metal  w'hile 
boosting  pi'oduction  of 
the  low-end  Neons 
consumers  wanted. 

Still,  Ford  seems 
'  1 1  be  having  the  most 
iroblems.  Competi- 
tion from  the  Taurus 
also  cut  into  Thun- 
derbird  and  Contour 
sales,  prompting  pro- 
duction cuts  for  both. 
The  Contoui'  suffered 
from  a  recall  and  con- 
sumers' unexpected 
predilection  for  a  $14,665  version  of  the 
car  with  a  V-6  engine.  Ford  doesn't  ex- 
pect to  be  able  to  build  all  the  V-6's  it 
needs  until  the  fourth  quarter. 

Another  example:  Late  last  year, 
Ford  built  up  stocks  of  its  Aerostar 
vans,  knowing  production  would  suffer 
in  December  and  January  when  the 
plant  responsible  for  building  the  vans 
also  began  making  the  Explorer.  But 
then  dealers,  who  had  loaded  up  on 
Aerostars,  balked  at  ordering  the  high- 
mai-gin  Windstar.  That  idled  the  Wind- 
star  plant  for  at  least  a  week. 

When  will  auto  sales  pick  up  again? 
Analysts  expect  the  Januaiy  numbei-s  to 
be  depressed  by  a  change  in  reporting 
methods.  But  by  the  time  the  fii-st  quar- 
ter is  over,  Ford  and  Chiysler  should  be 
back  on  track — and  the  great  auto-sales 
slump  of  1995  could  be  winding  down. 

By  James  B.  D'eece,  with  David 
Woodruff,  in  Detroit 
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CORPORATE  PROFITS  

A  BARN  BURNER 

OF  A  FOURTH  QUARTER 

But  the  stellar  performance  is  still  leaving  Wall  Street  cold 

The  early  word  on  the  fourth  quarter:  another  blowout. 
Earnings  rose  an  average  46%  on  a  revenue  hike  of  10% 
for  the  83  companies  in  business  week's  flash  report.  But 
Wall  Street  is  unimpi'essed.  Case  in  point:  Compaq,  which  had  a 
61%  jump  in  profits.  "We  beheve  we'll  see  continued  good 
growth  in  the  U.  S.,  a  more  optimistic  pattern  emerging  in  Eu- 
rope, and  veiy  strong  gTowth  in  [Asia],"  says  ceo  Eckhard 
Pfeiifer.  But  Compaq  shai-es  feU  12%  on  fear-s  of  slowing  growth. 


CURRENT  QTR.  SALE: 
 (MILLIONS 


INDUSTRIALS 


i96,236.( 


ABBOTT  LABORATORIES  2.481. 
ALCOA  2,641. 
AMERICAN  BRANDS  3,750. 
AMERICAN  HOME  PRODUCTS  2,585 
AMOCO  6,952. 


BAUSCH  &  LOMB  479 

BOEING  5,120. 

BRISTOL-MYERS  SQUIBB  3,247. 

CATERPILLAR  3,928. 

CHAMPION  INTERNATIONAL  1,465. 


CHEVRON 

CHRYSLER 

CORNING 

DUPONT 

EXXON 


8,035 
14,260 

1,280 
10,429 
30,561 


GENERAL  ELECTRIC  17,791 

INLAND  STEEL  INDUSTRIES  1,156 

JOHNSON  &  JOHNSON  4,090 

KELLOGG  1.592 

KIMBERLY-CLARK  1,920 


MARTIN  MARIETTA  2,785 

MCDONNELL  DOUGLAS  3,512 

MERCK  3,871 

MINNESOTA  MINING  &  MFG.  3,855 

MOBIL  18,892 


MONSANTO 
PACCAR 
PHILIP  MORRIS 
PPG  INDUSTRIES 
REYNOLDS  METALS 


2,090 
1,113 
16,501 
1,659 
1,684 


TELEDYNE 

TEXACO 

TRW 

WARNER-LAMBERT 
WEYERHAEUSER 


644 
8,959 
2,446 
1,720, 
2,733 


SERVICES 


31,197.! 


AMERICAN  EXPRESS  3,802 
AMR  3.995. 
BANKAMERICA  NA 
BANKERS  TRUST  NEW  YORK  NA 
BEAR  STEARNSt  826 


BURLINGTON  NORTHERN  1,344. 
CHASE  MANHATTAN  NA 
CHEMICAL  BANKING  NA 


CORPORATE  PROFITS 

A  NEW  LIFE 
m  CAT? 

The  UAW  and  management 
'  pom  ready  to  talk  turkey 


■L-n  i.s  good  news  not  good 
nough?  Ask  Caterpillar  Inc.  On 
»*  .f  .       19,  the  construction-equip- 
ment gian  annomced  that  both  sales 
and  profits  hit  record  levels  in  1994. 
Net  income  climJjed  to  $955  million,  up 


from  $345  million  before  extraordinary 
items  in  1993,  on  sales  of  $14.3  billion,  a 
23%  increase.  But  Caterpillar's  stock 
plunged  6.6%  that  day,  to  54%.  Why? 
Its  fourth-quarter  gi'oss  profit  margin 
was  22.4%,  no  higher  than  1993's  fourth 
quarter.  And  that  spooked  Wall  Street. 

Maybe  the  Street  should  be  looking 
forward,  not  backward.  On  Jan.  31, 
Caterpillar  and  the  United  Auto  Work- 
ers will  restart  contract  negotiations 
with  the  help  of  the  Federal  Mediation 
&  Conciliation  Service.  And  after 
months  of  standoff,  brought  on  by  man- 
agement's fii'ing  of  union  members,  the 
company  and  the  uaw  appear  ready  to 
talk  tiu'key.  "This  is  the  fii'st  serious  ef- 


1* 


fort  by  both  sides,"  says  a  source  closi 
to  the  negotiations. 

The  seven-month  dispute  has  hur 
Cat — but  not  by  much.  The  compam 
says  defecting  strikers,  plus  its  use  o 
management  employees,  new  hii-es,  an( 
temporaiy  workers,  helped  it  raise  pro  55 
duction  14%  higher  in  the  second  half  0 
1994  than  in  the  fii-st.  Still,  more  thai 
9,000  of  its  UAW-represented  worker:  i 
remain  on  strike.  And  the  hiring  an(  ^ 
training  of  temps,  plus  higher  sales  0 
low-margin  products,  shaved  $30  mil  i 
Lion  to  $40  million  off  Cat's  operating  | 
income  last  year,  figiu-es  Smith  Barney 
Inc.  analyst  Tobias  M.  Levkovich. 

Now,  exhaustion  may  be  pusliing  botl  ( 
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EST.  EPS  REPORTED 


CURRENT  QTR. SALES 


QTR.  PROFITS 


EST.  EPS  REPORTED 


CHG. 

(11/23) 

EPS 

DIFF. 

-56 

0.93 

1.01 

+0.08 

+8 

0.53 

0.53 

NM 

0.72 

0.75* 

+0.03 

228 

0.93 

1.02* 

+0.09 

+4 

1.29 

1.30 

+0.01 

-8 

1.01 

1.08 

+0.07 

NM 

0.73 

-1.05 

-1.78 

**o 

0  37 

0  46 

+0.09 

-61 

1.15 

1.15* 

f89 

1.18 

1.38 

+0.20 

NM 

0.42 

1.02 

+0.60 

f79 

0.80 

0.81 

+0.01 

f50 

2.51 

3.20 

+0.69 

NM 

0.49 

0.14 

-0.35 

173 

0.84 

0.95 

+0.11 

f27 

1.08 

1.53 

+0.45 

+18 

0.99 

0.99 

NM 

0.67 

0.66 

-0.01 

+13 

0.59 

0.59 

+3 

0.71 

0,70 

-0.01 

-25 

0.86 

0.66 

-0.20 

+18 

1.12 

1.30 

+0.18 

NM 

1  35 

1  39 

+0  04 

+15 

0.61 

0.61 

+16 

0.79 

0.79 

f50 

1.41 

1.28 

-0.13 

-7 

0.54 

0.51 

-0.03 

f  25 

1.40 

1 .47 

+0.07 

222 

1.26 

1.27 

+0.01 

180 

0.67 

0.72 

+0.05 

NM 

0.36 

0.71* 

+0.35 

+4 

0.42 

0.30 

-0.12 

+9 

0.95 

1.42 

+0.47 

f58 

1.38 

1.49 

+0.11 

NM 

1.01 

1.02 

+0.01 

f86 

0.81 

0.91 

+0.10 

+2 

1.21 

1J26 

+0.05 

+15 

0.67 

0.65 

-0.02 

NM 

0.19 

0.59* 

+0.40 

+19 

1.41 

1.41 

-64 

2.21 

1.19 

-1.02 

-76 

0.38 

0.22 

-0.16 

f20 

1.43 

1.51 

+0.08 

-27 

1.33 

1.10 

-0.23 

-48 

1.40 

1.24* 

-0.16 

(MILLIONS) 

%  CHG. 

(MILLIONS) 

%  CHG. 

(11/23) 

EPS 

DIFF. 

CITICORP 

NA 

NA 

1,042.0 

+81 

1.41 

2.20 

+0.79 

CSX 

2,540.0 

+  10 

239.0 

+58 

1.90 

1.89* 

-0.01 

HILTON  HOTELS 

405.3 

+  10 

38.1 

+18 

0.67 

0.79 

+0.12 

MERRILL  LYNCH 

4,483.8 

-1 

161.6 

-53 

1.29 

0.76 

-0.53 

MORGAN  (J.P.) 

NA 

NA 

193.0 

-51 

1.67 

0.96 

-0,71 

NATIONSBANK 

NA 

NA 

405.0 

+9 

1.57 

1.45 

-0.12 

NORTHWEST  AIRLINES 

2,192.0 

+2 

35.9 

+242 

0.11 

0.23 

+0,12 

ROADWAY  SERVICES 

1,526.6 

+  11 

13.7 

-68 

0.77 

0.35 

-0,42 

SCHWAB  (CHARLES) 

270.4 

+5 

33.8 

+19 

0.56 

0.58 

+0,02 

TRAVELERS 

4,380.7 

+  103 

333.5 

+12 

1.02 

0.99 

-0,03 

UAL 

3,439.0 

+3 

11.0 

NM 

-0.68 

-0.98 

-0,30 

UNION  PACIFIC 

1,992.0 

A 
U 

11/1 

+\j,\Jc 

WELLS  FARGO 

NA 

NA 

216.0 

+14 

3.95 

3.96 

+0.01 

TECHNOLOGY  43,957.2 

+14 

3,432.0 

+53 

0.98 

1.09 

+0.11 

ADVANCED  MICRO  DEVICES 

545.2 

+32 

40.8 

-2 

0.76 

0.39 

-0.37 

APPLE  COMPUTERtt 

2,832.0 

+  15 

188.0 

+ J70 

1.04 

1.55 

+0.51 

COMPAQ  COMPUTER 

3,251.0 

+48 

243.0 

+61 

0.93 

0.90 

-0.03 

CONNER  PERIPHERALS 

591.6 

+3 

44.2 

+423 

0.28 

0.84 

+0.56 

GENENTECH 

207.8 

+29 

18.6 

0 

0.24 

0. 15 

-0.09 

HONEYWELL 

1,737.7 

+7 

104.9 

-7 

0.82 

0.81 

-0.01 

IBM 

19,897.0 

+3 

1,230.0 

1.70 

2.06 

+0.36 

INTEL 

3,228.0 

+35 

372.0 

-37 

1.57 

1.56* 

-0.01 

LOTUS  DEVELOPMENT 

264.5 

_5 

14.4 

-51 

0.45 

0.30 

-0.15 

MICROSOFT! 

1,482.0 

+31 

373.0 

+29 

0.56 

0.60 

+0.04 

MOTOROLA 

6,453.0 

+29 

515.0 

+51 

0.70 

0.86 

+0.16 

RAYTHEON 

2,729.0 

+8 

205.7 

+11 

1.59 

1.61 

+0.02 

SILICON  GRAPHICSt 

524.0 

+41 

53.9 

+48 

0.31 

0.34 

+0.03 

SYBASE 

214.4 

+56 

28.5 

+60 

0.49 

0.52 

+0.03 

UTILITIES  &  TELECOM 

53,311.8 

+6 

4,638.2 

+84 

0.69 

0.69 

AMERICAN  ELECTRIC  POWER 

1,283.0 

-A 

117.6 

-26 

0.77 

0.56 

-0.21 

AMERITECH 

3,181.2 

+5 

429.1 

+8 

0.76 

0.78 

+0.02 

AT&T 

21,110.0 

+  11 

1  338.0 

+72 

0.89 

0.85 

-0.04 

BELL  ATLANTIC 

3,486.5 

+4 

314.9 

-7 

0.81 

0.72 

-0.09 

BELLSOUTH 

4,394.6 

+7 

558.5 

NM 

1.04 

1.12 

+0.08 

NYNEX 

3,390.9 

0 

198.3 

-25 

0.80 

0.80* 

— 

PACIFIC  GAS  &  ELECTRIC 

2,638.2 

-3 

103.5 

-50 

0.46 

0.21 

-0.25 

PACIFIC  TELESIS  GROUP 

2,356.0 

+3 

262.0 

NM 

0.64 

0.62 

-0.02 

PUBLIC  SERVICE  ENT.  GROUP 

1,468.1 

0 

142.0 

+71 

0.51 

0.54 

+0.03 

SBC  COMMUNICATIONS 

3,207.6 

+  11 

424.7 

+10 

0.74 

0.71 

-0.03 

SCECORP 

2,041.7 

+  11 

143.6 

-3 

0.30 

0.30 

SOUTHERN 

1,915.0 

-2 

197.0 

+26 

0.23 

0.27 

+0.04 

U  S  WEST 

2,839.0 

+6 

409.0 

^55 

0.69 

0.89 

+0.20 

t  Second-quarter  results    ft  First-quarter  results  NM  =  not  meaningful  NA  =  not  available       *EPS  adjusted  for  special  items 

DATA  STANDARD  &  POOR'S  COMPUSTAT,  A  DIVISION  OF  McGRAW-HILt  INC  EARNINGS  ESTIMATE  DATA  PROVIDED  BY  l/B/E/S  INTERNATIONAL  INC  , 
NEW  YORK,  NY  l/B/E/S  IS  A  REGISTERED  TRADEMARK  OF  l/B/E/S  INTERNATIONAt  INC 


to  the  table.  Caterpillar  has  the 
■  hand,  having  proved  it  can  build 
LCt  without  the  union.  But,  accord- 
3  an  employee  at  one  Caterpillar 
y,  2  in  10  temporaiy  woi-kere  hired 
the  strike  have  left  or  been  dis- 
d.  If  ti-ue,  that  means 
■aces  the  cost  of  con- 
y  training  and  integi'at- 
ew  workers.  The  com- 
says  turnover  among 
s  is  not  a  problem. 
iLDENED.  The  union  is 
•  even  greater  pi-essure. 
y  day,  some  5,200  of  its 
bers  cross  the  picket 
including  1,100  hired  in 


pait  to  replace  retirees  since  the  stiike 
began  in  late  Jime.  And  Cat  lival  Deere 
&  Co.  has  been  emboldened  to  resist 
the  union's  demands.  UAW  members  at 
Deere  have  worked  without  a  conti'act 
since  last  fall. 


OUT  IN  THE  COLD 

The  UAW  still  has 
some  9,000  workers 
on  strike,  but  many 
have  crossed  the 
picket  lines,  and 
output  at  Caterpillar 
has  not  fallen  off 


Few  expect  there  will  be  a  swift  end 
to  the  Cat  conflict,  though.  A  compa- 
ny-imposed contract  has  been  in  effect 
since  April,  1992,  and  the  uaw  wants 
to  win  some  concessions  before  mem- 
bers head  back.  But  most  obsei'vers  ex- 
pect Cat  to  offer  only  to 
I'aise  retirement  benefits  or 
improve  job  security  a  bit. 
Working  out  the  details 
could  take  at  least  two 
months,  say  company  and 
union  sources.  Till  then, 
Cat's  gi'oss  mai'gins  may  suf- 
fer— along  with  the  striking 
workers. 

By  Kevin  Kelly  in  Cliicago 


SAVINGS 


 No  other  business 

computer  in  its  class  gives  you 
lower  cost  of  ownership. 

(Won't  that  he  a  nice  meeting 
with  Finance.) 


(If  you  re  saving  less,  it  isn  t  AS/40 


)u  time:  Saves  yoi 

is  easy  to  use.  Lease 

10  need  to  pay  for  AS/400  tt 

id-user  training.  IBM,Gred 


News:  Analysis  &  Commentary 


CELEBRITIES 


THE  WALL  STREET  WAG 
COMPANIES  LOVE  TO  HATE 

Subjects  of  Dan  Dorfman's  reports  threaten  lawsuits-or  worse 


Dan  Doifinan  is  used  to  suft'er-ing  his 
shai'e  of  barbs:  When  you  make  a 
hving  dishing  Wall  Street  diit,  ciit- 
icism  comes  with  the  territory.  But 
death  threats?  After  his  Jan.  20  cnbc 
television  report  mentioned  an  alleged 
Securities  &  Exchange  Commission  in- 
vestigation into  Hanover  Sterling,  a 
small  New  York  brokerage,  one  caller 
advised  Dorfman  that  he 
needed  "police  protection." 
Another,  Dorfman  says, 
wai'ned:  "If  you  talk  about 
us  again,  we're  going  to  kill 
you."  "This,"  Doifman  says, 
"was  just  an  unusual  day." 

It  has  been  that  sort  of 
month,  though.  More  and 
more,  the  targets  of  Dorf- 
man's reports  are  fighting 
back,  denouncing  a  swash- 
buckling style  they  say  is 
heavy  on  rumor  and  light 
on  fact-checking.  Coca-Cola 
Co.,  Caremai'k  International, 
and  others  have  publicly  de- 
cried Dorfman's  progiiosti- 
cations  and  challenged  his 
sourcing.  Hanover  Sterling 
notes  that  the  sec  investiga- 
tion is  more  than  a  year  old 
and  says  it  has  done  no 
wrong.  Says  Adolph  J.  Fer- 
ro,  CEO  of  Epitope  Inc.,  a 
small  biotech  company  that 
is  considering  suing  Dorf- 
man over  reports  about  its 
AIDS  test:  "I  have  no  idea 
where  he  comes  up  with  the 
[soLU'ces]  he  comes  up  with." 
LONG  REACH.  Doi-finan,  a  63- 


Co.,  maker  of  Gatorade.  Relaying  a  m- 
mor  he  says  he  had  heard  three  times 
in  two  weeks,  Dorfman  claimed  in  a 
CNBC  broadcast  that  the  cola  giant  had 
received  approval  for  the  i-aid  from  its 
largest  shareholder,  Wairen  E.  Buffett. 
Coke,  Quaker,  and  Buffett  all  refused 
to  comment  to  him. 

Coca-Cola  stock  immediately  dropped 


year-old  veteran  of  the  mar-  \\JV,  of  Vioc  1 
ket  rumor  mill,  airs  his  re-  ^'''^ 

ports  five  times  a  day  on  o  r)  vtll  1 H  S?*^  f  f 

CNBC  and  writes  a  monthly  "'ilj  tillilg  . 


iit  Why  did  Coke  personalize 
it?  Because  t  r'an  move  a  market? 
got  to  do  with 


[).\.\  DORFM.^N 


column  for  Mmiey  magazine. 
For  this,  he  makes  what  industry 
sources  estimate  at  $600,000  a  year. 
CNBC  says  it  stands  behind  its  star  But 
his  'r\'  reports,  br-oadcast  to  some  500,000 
viewers  while  the  markets  are  open,  of- 
ten move  stocks  dramatically,  producing 
millions  of  dollars  in  gains  or  losses. 

Case  in  point:  a  Jan.  13  report  that 
Coca-Cola  Co.  might  be  set  to  launch  a 
hostile  $60-a-share  bid  for  Quaker  Oats 


after  the  report,  on  a  day  when  the 
broader  market  gained  sharply.  Coke 
was  not  pleased.  Abandoning  its  usual 
corpoi-ate  decorum,  it  responded  in  a 
statement  with  this  zinger:  "Dan  Dorf- 
man does  not  have  a  clue." 

Ouch.  "Wliy  did  Coke  personalize  it?" 
Dorfman  laments.  "Because  I  can  move 
a  market?  What  has  that  got  to  do  with 
anything?"  Coke  won't  elaborate.  But 


its  attack  seemed  to  bring  other  critic 
out  of  the  woodwork.  Caremark,  for  ir 
stance,  issued  a  statement  on  Jan.  1 
denying  a  Dorfman  report  that  it  woul 
use  proceeds  from  the  sale  of  its  homt 
infusion  business  to  pay  a  forthcomin 
criminal  settlement  with  the  feden 
government.  In  fact,  no  settlement  ha 
been  reached — and  in  any  case,  the  con 
pany  has  repeatedly  said  it  will  use  th 
money  to  fund  other  opei'ations. 
PIGGYBACK  SQUEALS?  Moi'e  complaint 
followed — not  all  of  them  fully  credible 
Incomnet,  a  Woodland  Hills  (Calif.)  lon^ 
distance  service  reseller,  loudly  denied 
Jan.  17  Dorfman  repoit  that  the  compj 
ny  was  a  target  of  a  new  sec;  investigj 
tion  of  alleged  unfair  and  unethical  sale 
practices.  "Categorically  false,"  said  Ir 
comnet.  But  the  company 
being  investigated,  and 
qualified  its  response  to  th; 
effect  in  two  subsequen 
jjress  releases.  Yet  ceo  Sai 
D.  Schwai-tz  still  ai'gues  th; 
Dorfman  overstated  th 
scope  of  the  inquiiy.  Don 
man  maintains  Incomnet' 
admission  proved  him  righi 
In  November,  Atari  Corj 
publicly  criticized  Doifman' 
reliance  on  short-seller  Mai 
tin  D.  Sass  for  a  negativ 
stoiy  on  the  company.  An 
Epitope  may  sue  Dorfma 
for  his  reports  on  its  ne^ 
\IDS  test.  On  Mar.  21,  199. 
Doifman  said  the  test  stoo 
only  a  1%  chance  of  Food  i 
Dmg  Acbninistration  appro^ 
al.  The  fda  sent  Epitope 
letter  saying  the  report  wa 
untrae,  and  on  Dec.  23,  th 
product  was  approved. 

Epitope  has  already  sel 
tied  a  suit  against  A.  Ka] 
Ki]3ke,  a  fomier  Kidder,  Pes 
body  &  Co.  broker-,  allegin 
false  and  misleading  state 
ments.  Kipke  admitted  h 
planted  inaccui-ate  storie 
about  Epitope  while  sellin 
the  stock  short.  He  was  als 
a  regTilar  source  for  Dor. 
man.  Says  Doi-frnan:  "I  can 
be  sure  that  everyone 
speak  to  is  1,000%  ethical." 

Doi-finan  says  he's  just  an  earnest  r< 
porter  doing  his  job.  "I  don't  recon 
mend  stocks.  Don't  ask  me  to  be  an  ir 
vestment  adviser;"  he  rails.  But  to  man' 
viewers,  he  is  just  that — and  that's  whs 
has  so  many  companies  so  upset. 

By  Maria  Mallorij  in  Atlanta,  wit 
Mark  Lunelle?'  in  New  York  and  b%, 
reau  reports 
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How  Do  I  Know  Which 
Mutual  Funds  May  Be 


Right  For  Me? 


Turn  to  Fidelity  FundMatch 

The  do-it-yoiirself  program  to  help  you  build 
a  diversified  portfolio  to  match  your  needs. 

Develop  a  Strategy  Just  for  You 

The  FundMatch  program  begins  with  a 
workbook  that  discusses  the  importance 
of  creating  a  diversified  portfolio.  With  it 
comes  a  step-by-step  worksheet  to  help  you 
create  a  personal  investment  strategy  hiput  your 
time  horizon  and  risk  profile  to  determine  an  invest- 
ment mix  that  matches  your  own  needs. 

FundMatch  also  provides  you  with  investment 
options.  You  can  build  a  diversified  portfolio  using  luiy 
of  Fidelity's  mutual  iiinds.  Or,  if  you're  just  getting 
started,  consider  one  of  Fidelity's  Asset  Manager 
funds  to  get  diversification  with  just  one  investment. 

Diversification  Made  Simple 

Each  of  the  three  Asset  Manager  fi.inds  iillocates  your  investment  among 
stocks,  bonds  and  short-term  instruments  of  U.S.  and  foreign  issuers,  including 
those  in  emerging  markets.'  Tlie  fimds  ciui  invest  in  a  wide  range  of  investment  options, 
including  some  that  may  experience  ups  imd  downs.  As  each  liind  looks  to  moderate  overall  risk, 
its  share  price  will  be  subject  to  change. 

Fidelity's  Asset  Manager  funds  offer  a  simple  one-step  approach  to  diversification  with  an 
iiwestment  of  just  $2,500  -  $500  for  an  IRA  -  and  no  sales  charge. 

Get  Started  Today.  Request  your  fi-ee  FundMatch  Kit  today  and  let  us  help  you  make  your 
own  informed  investment  decisions. 

Visit  a  Fidelity  Investor  Center  or  Call  24  Hours 

1-800-544-3898 


Fideliiy 


Inuesiments 


ign  investments  involve  greiUer  risks  th;m  those  of  U.S.  investments.  For  more  complete  information  on  any  Fidelity  tiind, 
;  for  a  free  prospectus.  Read  it  carefully  before  you  invest  or  send  money  Sh;u'e  prices  (e.xcepl  on  money  market  fiinds), 
sell  your  shares.  Fidelity  Distributoi-s  Corporation,  82  Devonsliire  Street,  Boston,  MA  02109. 


ijicluding  charges,  expenses  and  applicable  redemption  fees,  call  or 
yields  and  returns  will  vary,  and  you  may  have  a  gain  or  loss  when 
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TELEVISION 


THIS  BELL 
ISN'T  RINGING 

Who^ull  buy  PBS?  Not  Bell 
Atlantic-despite  the  hype 

Bel  Ai^.-c  CoiX:  has  never  shov,":: 
miich  interest  in  wbyy.  Philadel- 
phias  public  lelex-ision  station.  Al- 
though based  across  to-wn.  the  phone 
company  doesnt  give  the  station  money 
nor  spend  much  to  back  its  program- 
ming. So  now  BeD  Atlantic  is-ants  to  take 
public  Pi'  on"  the  governments  hands? 
That,  says  v.TriT  head  Fredeiick  Breiten- 
feld  Jr..  is  "a  preriy  far-fetched  notion." 

Yet  Bel  Atlantic  has  become  the  cor- 
porate postei-  boy  in  W"ashington  s  heated 
debate  over  prh-aiization  of  public  bread- 
casting.  On  -Jan.  22.  Senate  Commerce 
Comjnittee  Chairman  Lany  Pressler  CR- 
S.  D. )  afrer  meeting  "»vith  czo  RajTnond 
Smith  and  other  ea  execs,  casualh'  lex 
drop  on  CBS  News"  Face  the  Xaiion  that 
Bel]  Atlantic,  among-  others,  miaht  vran: 


to  buj-  public  stations  or  programming. 

Not  exactly,  says  Bell  Atlantic.  It 
hasn't  explored  the  idea,  doesn't  have 
any  concrete  plans,  and  isn't  mulling 
any  offers,  spokesmen  say.  The  company 
has  been  unmlling  to  sporisor  a  series 
for  -55  million,  a  fraction  of  the  S3(>0 
miDion  that  Was-hington  spends 
yearly  to  subsidize  public 
TV.  "Clearly  this  storj-  is 
running  vray  ahead  of  real- 
ity." say?  a  spokesman. 
QUID  PRO  QUO.  This  may 
s::x]:'/."  ce  -^^  trial  balloon 
that  popped.  Some  phone 
company  vratchei-s  say  Press- 
ler -wanted  to  attach  a 
big-company  name  to  his 
idea,  and  Bell  Atlantic  al- 
lo-wed  its  name  to  be  dropped 
because  it  vnH  need  suppon 
when  Congress  ci-afts  tele- 
communications la-ws  in  com- 
ing months.  Bell  Atlantic  de- 
nies any  such  quid  pro  quo. 

Cei-xainly,  the  phone  giant 
needs  T\'  programming  such  as 
Barney  (£•  Friertds.  staning  Bar- 
ney, public  T\"'s  pm-ple  dinosaui-, 
t.c>  fuel  both  its  nascent  cable 


system  in  New  .Jersey  and  the  intera 
tive  \ideo  serv-ice  it  plans  to  offer  b 
2000.  But  owning  stations  would  con 
pete  with  its  own  cable  deliven-  s>-sten 
And  few  of  the  ration's  350  public-T 
stations,  in  any  case,  likeh"  would  -want  t  . 
be  acquired.  Going  commercial  '"wouid  i 
effect  destroy  tliis  indiistr^;"  frets  Ai 
thur  Albrecht.  genei 
al  manager  of  vr,T 
in  Han-isonburg.  Mi 
Enin  5.  Dugan.  CE 
of  the  Public  Broac 
casrirjg  Senice.  thtn 
ders  that  privatizatio 
could  "kill  the  enterprise  ; 
For  all  the  bombasi 
tnere  is  one  near-certaintj  ; 
Public  TY  likely  wiH  lose  som 
fiir.ding.  And  while  many  i  ' 
"^^'ashington  see  privatizatia  " 
as  unlikely.  Pressler's  tac 
ties  have  drawn  one  intej 
ested  party-,  Jones  Intera 
ble  Inc.  in  Colorado 
Barney  may  yet  find 
home  in  the  private  seetoi 
By  Joseph  Weber  r, 
Philadelphia,  iciiJi  hurem 
reports 


TECHNOLOGY 

A  PACKAGE  FOR 
EVERY  PERSON 

Indigo's  new  printing  system 
can  do  shon.  custom  runs 

Imagir.e  the  sales  boost  Coca-Cola 
Co.  could  get  if  it  printed  full-color 
pictures  of  coach  Joe  Patemo  on 
even-  can  of  Coke  at  Penn  State  foot- 
ball games  next  fall.  Or  vrhat  :: 
Xev-  Gingi-leh  appeai-ed  on  eve 
r."  package  vi  Exeedrin  sci'.d  a' 
the  next  Democj^atic  Xatic-na; 
Convention"?  That  kind  of  c^.:^- 
tontized  packaging  is  a  mar- 
keters dream.  Until  now. 
th'.  u^rh.  it  h^  been  too  exper.- 
sivtri  It  tal-ies  tc-o  much  tir/.T 
and  r;-.  :r.ey  to  prepa:-e  a  cor.- 
venticir.al  press  fc'r  shon  pi-ir.:- 
3-uiis. 

Er.ter  Benzion  "Benny"  Lar.- 
cia,  founder  of  I>rae]"s  Ir.dig:. 
Ltd.  He  claims  his  r.ev.-  Omnius 
v'T.e-Shot  Color  pnry.ijjg  system. 
ar.r.oi:r.ced  on  Jan.  makes  it 
-■;  :r.'onica]  to  print  CiJts.  bottler, 
h-,:-!.-.  and  paper  pah-iagir:!.-  :r. 
;:r.aller  lots  than  rver 


oore.  Son-je  major  printers  are  clamoring 
for  the  first  machines.  Toronto-based 
iloore  Corp..  the  giant  maker  of  busi- 
ness fonns,  plans  to  produce  customized 
labels  with  its  machine.  Says  Moore 
Chief  Executive  Reto  Braun:  "This  is  a 
breakthj-ough.  It's  one  more  strong  indi- 
cation that  chip  techjjolog^-  is  entering 

TILES  AM)  TABLECLOTHS.  Omnius  does 
away  viith  the  buik>",  awkward  metal 
piinting  plates  used  in  conventiorjal  off- 
set presses.  In  its  process,  ink  is  laid  di- 
rectly onto  a  smooth,  rubber*"  roller  by 
computer,  then  ti-ansferred  onto  the 
^  print  smnace.  The 

;  ink  is  specially  for- 

p^'^l-i  mulated  to  lift:  clean- 
ly off  the  roller,  so  a 
iifferent  image  can 
T-e  .aid  do-wn  -with 
each  revolution. 
The  technology" 
"1?  the  same  as  in 
the  E-Piint  mia- 
ehine«  that  Indi- 


es WEEK 


JSC* 


Nov.".  niai'Kcic-rs  caii 
tailor  evenihing  from 
bonies  lo  brochures. 

Bir  :he  c  *  s:  is  hish 


successf Lilly  last  year.  But  E -Print  ca 
print  only  on  single  sheets  of  pat-i 
Omnius  can  handle  roUs  of  paper,  pl^t 
film,  or  cardboard,  as  well  as  cans,  c  ; 
ties,  and  ceramic  dies. 

Where  wiU  the  new  teehnolc^  les.; 
Landa  foresees  beer  cariS  custom:;  c 
for  weddings  and  fuD-eolor  product  cr 
chures  that  can  be  changed  weekly.  : 
say  nothing  of  coordinated  kitchen  tile 
curtains,  and  tablecloths,  all  prrr.te 
overnight  on  an  Omnius  machine.  Th 
one  drawback:  Indigo's  special  ink  i;  ^ 
more  expensive.  So  for  long  runs — sa 
100,000  or  more,  depending  on  the  t;.7 
of  job — it  stiO  makes  sense  to  gear  ut 
conventional  press,  Landa  vo-ws  to  retsii 
Omnius  for  bigger  jobs. 

Omni"ds  looks  like  another  big  vnl 
for  the  Canadian-bom  Landa,  48,  wr, 
became  one  of  Isi-aei"s  richest  men  h^^- 
May  when  his  company  went  pubii:  : 
the  M.  S.  with  a  m.arket  value  of  Si  i 
lion.  Landa's  •family  n-ust  retains  TO^r  ; 
Indigo's  shares.  The  stock  sagged  la; 
summer  but  has  sicce  rebotmded — ar.c 
su}T'assed  the  offering  price  the  da; 

Onmius  was  annoimced.  13 
Omnius  takes  off  the  way  ear- 
ly ciistomers  predict,  the  mair 
thing  it  -will  be  printing  is 
money. 

By  Peter  Coy  in  S'eu 
York,  'icifh  Xeal  Sandler  in 
Jerusale' 


L  Business  TMs  Week 


ED  BY  KEITH  H.  HAMMONDS 


.OSER  LOOK 
lAUSCH  &  LOMB 

CH  &  LOMB,  ADMITTIXG 

appropriately  recorded 
and  profits  in  late  1993, 
m  Jan.  25  its  accounting 
ices  were  being  investi- 
d  by  the  sec.  The 
ment  followed  a  Dec.  19 
s;E.ss  WEEK  article  ques- 
ig  the  way  b&l  booked 
lues  and  profits  from  an 
aally  large  shipment  of 
ict  lenses  to  distributors 
i  final  days  of  1993.  Many 
ibutors,  threatened  with 
iss  of  B&L  business  unless 
accepted  the  lenses,  say 
were  promised  they 
in't  have  to  pay  for  the 
lets  until  they  were  sold. 


LOSING  BELL 


MERRILL'S  MESS 

sins  of  Orange  County 
en't  yet  been  visited  on 
nil  Lynch — but  the  bro- 
ige  had  a  disappointing 
1h  quarter  anyway.  Prof- 
^ell  53%,  to  $162  mil- 
,  on  weakness  across 
rill's  businesses.  Worse 
Id  come  if  Merrill  has  to 
;  reserves  for  losses  in 
nge  County,  Calif., 
ch,  citing  Merrill's  role 
he  derivatives  debacle, 
uing  for  $2  billion.  Even 
on  Jan.  25.  Merrill 
led  as  its  President 
id  Komansky.  the  execu- 
ultimately  responsible 
the  firm's  Orange  County 
lings. 

MERRILL  LYNCH  STOCK  PRICE 


MAY  6.  '94  JAN.  25,  '95 

)ATA:  BLOOMBERG  FINANCIAL  MARKETS 


Accounting  experts  quoted 
by  BUSLXESS  WEEK  said  that 
such  shipments  should  not 
have  been  recorded  as  sales. 
According  to  B&L,  the  yeai-end 
shipments  resulted  in  a  $10 
million  net  profit,  b&l,  which 
in  December  denounced  the 
BUSIXE.SS  WEEK  Story  as 
"false"  and  "ridiculous,"  now 
admits  some  bookings  were 
inappropriate,  but  believes 
they  were  not  material  to 
1993  results. 


BREAKING  THE  BOND 
WITH  FIDELITY 

AFTER  A  YEAR  OF  FL.\T-OrT 

bad  results.  Fidelity  Invest- 
ment's top  bond  executive  is 
resigning.  Thomas  Steffanci 
will  step  down  on  Feb.  28  as 
head  of  Fidelity's  bond  mutu- 
al funds,  in  part  because  of 
disagi'eements  with  invest- 
ment chief  Gary'  Burkhead, 
sources  say.  Burkhead 
stepped  up  his  supervision  of 
bond  ftmds  last  year,  pressing- 
managers  to  make  more  con- 
servative investments.  No 
wonder:  After  losing  bets  on 
Latin  American  debt,  deriva- 
tives, and  long-term  bonds, 
the  firm's  bond  assets  shrank 
11%,  to  .$24  biUion,  last  year. 
Steffanci  said  his  decision  to 
leave  was  "purely  personal." 

THE  HIGH  COURT 
CRIES  AGE  BIAS 

CHRISTLXE  McKEXXOX,  62,  AX 

ex-secretaiy,  got  reHef  at  the 
Supreme  Court,  which  on 
Jan.  23  backed  her  age-bias 
suit  against  Nashville  Ban- 
ner Pubhshing.  The  couit  de- 
cided the  company  could  not 
bar  Mc  Kennon — whose  job 
went  to  a  younger  woman — 
from  collecting  back  wages 
on  the  basis  of  evidence  that 
she  had  stolen  confidential 
files.  Antibias  advocates  ap- 
plauded the  decision  but  re- 
main concerned  that  the  high 
com!  may  not  be  as  sympa- 
thetic in  other  pending  civil 
rights  cases  this  tenn  involv- 


HEADLINER:  STANLEY  SPORKIN 


A  HARD-LINE  JUDGE  FOR  MICROSOFH 


Federal  Judge  Stanley 
Sporkin  has  managed  to 
unnerve  both  Microsoft 
and  a  host  of  U.  S.  govern- 
ment officials.  At  a  live- 
ly court  hearing  on 
Jan.  20,  the 
Washington  jur- 
ist made  it 
clear  he  would 
not  automati- 
cally sign  off  on 
the  two  parties' 
proposed  anti- 
trust settlement  of 
last  July  without  probing 
the  accord.  "I  don't  want 
to  be  made  a  fool,"  he  said. 

The  former  Securities  & 
Exchange  Commission  en- 
forcement director  didn't 
let  either  top  Justice  Dept. 
trustbuster  Anne  Binga- 
man  or  Microsoft's  lawyers 
off  the  hook.  While  he's  no 


cybernaut — he  learned  to 
use  his  PC  just  three  years 
ago  to  play  computer 
chess — he  questioned  why 
certain  alleged  Micro- 
soft practices 
weren't  covered 
by  the  govern- 
ment's case. 
The  consent 
decree,  he  said, 
"doesn't  go  far 
enough." 
Bingaman  de- 
fended her  right  as 
prosecutor  to  decide  which 
charges  to  bring.  "You 
can't  force  me  to  file  a 
case,"  she  said,  pounding 
the  table.  Want  to  bet?  The 
feds  and  Microsoft  now 
await  a  ruling  that  could 
either  end  the  case  or  lead 
to  more  legal  battles. 

Bij  Catherine  Yang 


ing  federal  minority-contract- 
ing progi'ams,  school  desegi'e- 
gation,  and  voting  rights. 

THE  VIDEO-DISK 
WARS  HEAT  UP 

TIME  WARXER  AXD  TOSHIBA 

have  come  up  with  a  digital 
\ideo  disk  that  may  do  in  the 
Sony-Philips  rival.  On  Jan.  25, 
the  two  lined  up  eight  of  the 
world's  biggest  electronics  and 
showbiz  companies  to  back  its 
system  of  encoding  mo\ies  on 
familiar  five-inch  silveiy  com- 
pact disks.  Sony  said  it  would 
study  the  rival  system — leav- 
ing room  for  retreat.  That's 
sensible.  Unless  there's  a  com- 
promise, both  camps  will  have 
incompatible  .$500  players  on 
the  market  bv  veai-end. 


CLEAT  ME 
IN  ST.  LOUIS 

"IT  WAS  EITHER  FOOTBALL  OR 

tractor  pulls,"  says  former 


U.  S.  Senator  Thomas  Eagle- 
ton  (D-Mo.).  Um,  we'll  take 
the  pigskin.  Eagleton  led  a 
drive  that  now  appears  like- 
ly to  bring  professional  foot- 
ball's Los  Angeles  Rams  to 
St.  Louis.  The  city,  desperate 
to  fill  its  new  70,000-seat, 
$260  million  stadium,  will 
give  the  Rams'  owners  virtu- 
ally all  stadium  revenue  and 
guarantee  sales  for  15  years 
of  luxury  boxes  and  club 
seats.  That  will  lift  the 
team's  pretax  profits  by  $20 
million  a  year. 

ETCETERA... 

■  The  SEC  is  investigating 
claims  of  insider  trading  and 
other  abuses  at  Greyhound. 

■  Irwin  Jacobs  charged 
Know  ledge  Ware  Chairman 
Fran  Tarkenton  with  fraud. 

■  Lotus  cut  prices  on  Notes, 
its  hottest  software  item, 
then  revealed  poor  earnings. 

■  Coffee  break:  A  customer 
sued  Starbucks  after  spilling 
java  from  an  "unsafe"  cup. 
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"Mosam"  has  some 
great  stories  aboiit  the 
Chesapeake  Bay. 


If  you  want  ro  know  how  to  build  a 
Deaclrisf  workboat,  or  how  the  crabs  are  runnini;, 
or  even  about  the  muskrat  population  40  years 
ago,  all  you  have  to  do  is  spend  a  few  minutes 
with  Elmer  "Mosam"  Ford. 

"Mosam"  knows  all  the  stories.  And  if 
he  embellishes  them  a  little,  well,  that  makes 
them  all  the  better. 

The  U.S.  Environmental  Protection 
Agency  also  has  some  things  to  say  about  the 
Bay.  And  while  these  stories  are  more  serious 
than  "Mosam  s,"  they  need  to  be  told,  too. 

The  stories  use  computer  models  and 
simulations  to  predict  the  effects  of  human 
interaction  with  the  Bay.  They  help  EPA  decision- 
makers determine  how  to  protect  this  national 
treasure  from  chemical  and  toxic  pollutants. 
The  same  technic|ues  are  also  being  applied  to 
safeguard  other  precious  national  resources. 

It  takes  a  lot  of  teamwork  to  keep  the 
environment  clean.  Martin  Marietta  is  proud  to 
help  by  processing  vital  information  for  the 
EPA  using  the  most  sojihisticated  computing 
resources  available.  Together,  we  all  can  help 

i 

i    kee|)  America  beautiful. 

■  And  that's  a  story  "Mosam"  loves  to  tell. 


(.8111  KO(  KlEIXjt  DRIVl .  8E1I  IbSUA,  MAKY  l  -\NIJ  JOHP 


LARGEST  INTERNATIONAL  NO-LOAD  MANAGER 


To  find  you  the  best 
investment  opportunities  on  earth, 
we  leave  nothing  unturned. 

Ai  T.  Rowe  Price,  we  give  our  shareholders  a  view  of  the  world  based  on  a  region-by-region,  country-by- 
country,  and  security-by-security  analysis  rarely  found  anywhere  else.  \n  fact,  we've  been  part  of  a  global 
network  of  locally  based  investment  specialists  since  joining  forces  with  Robert  Fleming  Holdings,  Ltd., 
m  1979. 

Together,  we  established  Rowe  Price-Fleming  and  launched  the  first  of  f  0  international  mutual  funds 
that  have  made  us  Americas  largest  manager  of  no-load  international  mutual  fund  assets.  Today, 
Rowe  Price-Fleming  manages  in  excess  of  $18  billion  in  foreign  stock  and  bond  assets,  bringing  a  depth 
of  experience  to  all  our  international  kinds,  which  remains  difficult  to  match. 

Delivering  proven  results.  With  access  to  more  than  100  investment  analysts  in  over  a  dozen  financial 
centers  worldwide,  we're  uniquely  positioned  to  provide  proven  performance  and  help  our  shareholders 
realize  long-term  investment  success. 

In  fact,  whether  you  seek  stocks  or  bonds,  prefer  emerging  companies  to  established 
ones,  or  wish  to  focus  on  a  particular  region,  you'll  find  a  promising  international 
opportunity  at  T.  Rowe  Price.  For  example,  our  fiagship  tund — T.  Rowe  Price 
International  Stock  Fund — was  elected  to  the  highly  selective  Forbes  Honor 
Roll — for  the  fifih  consecutive  year* — the  only  international  mutual  fund 
that  can  claim  this  distinction. 

Let  us  show  you  the  world.  As  the  international  no-load  mutual  kind 
leader,  we  can  help  mitigate  the  special  risks  inherent  m  international 
investing,  including  currency  fiuctuations,  the  volatility  of  emerging 
markets,  limited  geographic  focus,  and  changes  in  interest  rates. 
Because  along  with  active  management  and  diversification,  we  offer  all 
the  experience  that  comes  from  taking  a  firsthand  look  at  the  world. 

Call  24  hours  for  a  free  report  and  prospectus 

1-800-541-8365 


1)1 

Iiuemationai  Stock  Fund  •  International  Bond  Fund  •  International  Discovery  Fund  •  European  Stock  Fund 
Global  Government  Bond  Fund  •  New  Asia  Fund  •  Japan  Fund  •  Short-Term  Global  Income  Fund 
Latin  America  Fund  •  Emerging  Markets  Bond  Fund 


Invest  Willi  Confidence 

 T.RoweR'ice  mifc  

*As  citL'd  in  Forhcs  mupmne  (Miiliial  Funds  issue)  dated  ,\ugusl  _"),  190^.  The  honorees  are  chosen  annually;  current  ranking  includes  20  funds.  The 
International  Stock  rinid's  performance  from  ,V.■^I/S^  through  (i/,-i(i/94  was  considered.  Past  performance  cannot  guarantee  future  results.  Request  a 
prospectus  with  more  compkie  information,  including  management  fees  and  other  charges  and  expenses.  Read  it  carefully  before  you  invest  or  .send 
money.  T.  Rowe  Price  Investment  .Services,  Inc.,  Distributor  ini.D02S.^68 


'ashington  Outlook 


ED  BY  OWEN  ULLMANN 


IE  PLAYERS  CHANGE,  BUT  GRIDLOCK 
STILL  THE  NAME  OF  THE  GAME 

see  what's  wong  with  the  new  Congress,  look  no  fur- 
hiei'  than  the  unfunded  mandates  reforni  bill  now  bogged 
own  on  both  sides  of  the  Capitol.  The  measure  bars 
ington  from  forcing  states  and  cities  to  comply  with 
al  regulations,  from  clean  air  to  voter  registi'ation,  unless 
ids  foot  the  bill.  Passage  should  have  been  a  snap.  It's  a 
)riority  of  Republican  congressional  leaders.  President 
on  backs  it.  And  a  bipartisan  coahtion  of  public  officials 
s  the  countiy  has  pleaded  for  it. 

why  is  it  languishing?  Because  politics-as- 
.  survived  the  election  earthquake  of 
—only  the  roles  have  been  reversed.  A 
GOP  majority  bent  on  exerting  control  is 
ing  opposition  amendments,  however  wor- 
^nd  the  Democratic  minority  is  adopting 
ueirilla  delay-and-block  tactics  honed  over 
ears  by  the  gop. 

ERING.  Although  the  bill  will  pass,  the 
ip  sends  a  sharp  warning  to  House  Speak- 
ewt  Gingrich  and  his  Republican  I'evolu- 
ries:  If  modest  initiatives  can  get  snarled 
'rce  partisan  bickering,  imagine  the  fate 
awaits  radical  changes  such  as  welfai-e  re- 

regulatoiy  relief,  and  spending  cuts, 
e  fight  over  unfunded  mandates  was  trig- 
1  by  a  GOP  miscalculation.  In  their  zeal  to  BUSINESS 
the  measui'e  befoi'e  Clinton's  State  of  the 
n  address  on  Jan.  24,  party  leaders  rushed  it  to  the 
e  and  Senate  floors  without  taking  noimal  pi-ecautions  to 
ly  kinks  in  committee.  Sure  enough.  Democrats  found  a 
The  bill  could  unintentionally  penalize  private  enteiprise. 
e  legislation  exempts  governments — but  not  businesses — 
the  costs  of  new  health,  safety,  and  environmental  niles. 

creates  a  competitive  disadvantage  for  companies  bid- 
against  localities  in  a  growing  mai-ket  for  privatizing  gov- 
ent  services.  Private  ti'ash  haulers  would  have  to  imple- 

the  latest  waste  regulations  at  their  own  expense,  but 


CAPITAL  WRAPUP 


competing  municipal  sanitation  departments  would  be  subsi- 
dized by  the  feds.  "This  will  have  an  unfair  and  burdensome 
impact  on  business,"  protests  Senator  Joseph  I.  Lieberman 
(D-Conn.),  a  pi-obusiness  moderate  who  has  suppoited  imfund- 
ed-mandate  curbs  in  the  past.  Handed  a  chance  to  tainish  the 
GOP's  business-friendly  image,  Lieberman  and  Senator  Carl 
Levin  (D-Mich.)  pounced.  They  sought  to  curtail  exemptions 
for  localities  in  iields  whei'e  they  compete  with  the  private 
sector.  But  a  united  gop  blocked  the  move,  53-44.  "They 
view  this  as  a  test  of  their  pohtical  manhood," 
gripes  a  Democratic  strategist. 
OVERSTATED?  The  GOP's  rush  worries  some 
business  lobbyists.  "We'd  like  to  be  assured 
that  we  do  not  have  a  competitive  disadvantage 
with  the  public  sector  over  the  long  term," 
says  Kevin  Stickney,  vice-president  of  Wheela- 
brator  Technologies  Inc.,  a  New  Hampshire 
environmental  technology  company.  But  Re- 
publicans say  business  concerns  may  be  over- 
stated. Senator  Dirk  Kempthorne  (R-Idaho), 
for  one,  promises  to  seek  a  remedy  if  any  dis- 
crimination against  the  private  sector  occurs. 

The  gop  charges  that  the  Democrats'  real 
aim  is  not  to  aid  business  but  to  kill  the  bill. 
And  they  have  a  point.  While  Liebeiman  and 
Levin  seem  sincere  about  correcting  the  Re- 
publicans'  hasty  move,  others  want  to  embar- 
i-ass  the  new  gop  inlers  by  gumming  up  Congress'  macWneiy. 
Senator  Robert  C.  Byrd  (D-W.  Va.),  a  master  parHamentaiian, 
single-handedly  caused  a  five-day  delay  in  passage  of  a  bill 
forcing  Congress  to  Hve  under  laws  it  appHes  to  business,  and 
now  he's  at  it  again  on  unfunded  mandates.  Senate  Majority 
Leader  Bob  Dole  refers  to  his  tactics  as  "Byrdlock." 

But  for  Democrats,  Byrdlock  is  just  a  variation  of  the  old 
game  voters  thought  they  were  ending  last  November.  It's 
known  as  Gridlock,  and  the  players  show  no  signs  of  tiring. 

By  Richard  S.  Dunham. 


N  BROWN:  BACK  IN  THE  SOUP 

ar  the  first  time,  Commerce  Dept. 
ders  are  sweating  over  Republi- 
s'  delving  into  Secretary  Ronald  H. 
>wn's  tangled  personal  finances, 
iy  fear  a  protracted  investigation 
)  his  past  business  dealings  will 
oarrass  President  Clinton  and 
id  Brown's  future.  "We're  in  trou- 
,"  frets  one  aide. 

)n  Jan.  24,  14  gop  senators  asked 
Justice  Dept.  to  look  into  whether 
>wn  filed  inaccurate  financial  state- 
fits  or  avoided  taxes  in  1993.  The 


recjuest  came  after  a  House  committee 
linked  Brown  financially  to  Coriidor 
Broadcasting  Corp.,  a  Washington 
company  that  defaulted  on  $47  million 
in  debt  to  the  Federal  Deposit  Insu- 
rance Corp.  and  Resolution  Trust 
Coi-p.  from  '91  through  '93.  The  FDic 
said  on  Jan.  25  that  its  inspector  gen- 
eral vdll  investigate  the  matter. 
Brown's  attorney,  Reid  Weingarten, 
calls  the  charges  "hypertechnical." 

The  Commerce  chiefs  supporters  la- 
ment that  Brown,  cleared  of  an  earher 
charge  of  taking  a  $700,000  bribe  from 
a  Vietnamese  businessman,  brought 


the  new  gop  inquiiy  on  himself  by 
stubbomly  refusing  for  two  years  to 
disclose  even  innocent  details  about  his 
complicated  business  affairs.  Aides  say 
his  problems  have  been  compounded 
by  Commerce  ethics  officer  Barbara  S. 
Fredericks,  who  angered  Republicans 
in  the  last  Congress  vrith  her  staunch 
defense  of  Brown's  light  to  shield 
most  of  his  dealings  ft-om  scrutiny. 
Even  Democrats  have  been  aghast  at 
Bi'own's  lack  of  disclosure.  "It's  pay- 
back time,"  sighs  a  top  Democratic 
congi-essional  aide. 

By  Douglas  Harbrecht 
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My  grandfather  was  a  harness  maker. 
He  started  making  products  to  please  a 
horse  not  a  human. 

ment.  if  the  horse  moved  weii,  the  rider 
was  happy. 

The  same  is  true  for  the  Hermes  scarf. 
You  can  truly  see  its  beauty 


see  rhythm,  colors,  sound,  music.  The 
workroom  is  a  magic  place.  There  was  a 
uiiie  vviien  the  cusioriier  would  pay  with  a 
piece  of  paper,  "I  owe  Hermes..."  And 
then  another  said,  "I  have  an  American 
Express®  Card,"  and  we  thought,  "Why 


We  give  hmth 
the  PRODUCT,  The  cttetanser 
LIFE  TO  IT. 


when  it  is  moving.  I  am  embarrassed 

to  speak  about  a  scarf  like  a  still  life  piece, 

you  know. 

The  story  of  Hermes  is  completely 
linked  with  the  materials  -  leather,  silk, 
silver,  wood,  gold,  cotton,  cashmere.  When 
I  think  of  Hermes,  I  don't  see  one  person,  I 


not?"  It  is  a  very  good  way  to  be  happy 
at  Hermes. 

American  Express  gives  life  to  a  lot  of 
dreams.  We  even  know  how  to  make 
them  come  true. 

Jean-Louis  Dumas-Hermes 
Chairman,  Hermes 
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CHINA 


WILL  POWER  STRUGGLE 
SPELL  PARALYSIS? 

Deng's  passing  will  leave  a  leadership  unsure  of  how-or  whether-to  pursue  reform 


ii, 


51 


For  each  of  the  past  seven  years, 
Deng  Xiaoping  has  headed  for  the 
Xi  Jiao  Guest  House  in  Shanghai 
to  celebrate  the  lunar  New  Year. 
This  year,  the  90-year-old  leader  is 
breaking  with  tradition.  Even  though 
Shanghai  is  experiencing  its  wai-mest 
winter  on  record,  Deng  remains  in  Bei- 
jing so  hobbled  by  health  pi'oblems,  in- 
cluding kidney  failure,  that  many  won- 
der whether  his  doctors  will  be  able  to 
keep  liim  alive  for  long.  "The  situation  is 
deteriorating  by  the  week,"  says  one 
well-connected  Chinese  economist. 

Whenever  it  comes,  Deng's  long- 
awaited  departure  will  create  a  huge 
void  in  a  political  system  where  he  has 
called  the  shots  from  behind  the  scenes 
for  years.  A  power  stniggle  is  already 
quietly  under  way  as  various  factions 
jockey  for  control.  The  leadership  is 
likely  to  present  a  unified  front  at  first, 
and  it  could  take  anywhere  from  six 
months  to  several  years  for  Deng's  tine 
successor  to  emerge.  None  of  the  con- 
tenders wants  to  spark  political  instabil- 
ity in  a  countiy  expenencing  massive 
economic  change.  "Stability,  both  politi- 
cally and  economically,  is  a  main  con- 
cern for  them,"  says  Shan  Li,  interna- 
tional economist  for  Goldman,  Sachs  & 
Co.  in  Hong  Kong. 

UPROOTED.  Presenting  stability  wall  have 
steejj  economic  costs,  however.  While 
Deng  earned  out  many  danng  reforins 
that  led  to  explosive  gTowth,  he  didn't 
address  some  of  China's  deepest  prob- 
lems. The  ]jolitical  stnicture  is  archaic 
and  dominated  by  often  corrui)t  Com- 
munist Party  hacks.  Large  and  ineffi- 
cient state-Ill  n  companies,  relics  of  the 
Mao  era,  still  dominate  nearly  half  of  the 
economy  and  hog  an  estimated  W/f  of 
the  central  government's  resources.  With 
no  safety  net  to  provide  for  displaced 
workei's,  Beijing  dares  not  press  ahead 
with  a  wave  of  privatizations  or  bank- 
niptcies.  That  leaves  Beijing  no  choice 
but  to  force  its  near-bankiiipt  banks  to 
keep  credit  flowing  to  state  factories, 
even  though  inflation  hit  25%  last  year. 
As  a  result,  the  new  central  leaders 


will  face  a  tough  choice:  either  to  allow 
high  inflation  or  high  unemployment.  If 
inflation  spirals  out  of  control,  it  could 
spark  instability  among  China's  down- 
trodden, particularly  among  the  100  mil- 
lion uprooted  peasants  who  don't  have 
jobs.  And  high  inflation  could  also  touch 
off  wonies  among  foreigii  investors.  De- 
spite those  concerns,  few  leaders  want 
to  be  blamed  for  an  economic  bust,  so 
analysts  say  the  government  apparently 
has  opted  to  stay  on  the  high-gTowth 
track.  That  means  risky  moves  such  as 
reforming  state  enterprises  are  likely 
to  be  put  on  hold  (table). 

As  Beijing  tries  to  buy  the  support  of 


the  i)oor,  fiscal  restraint  will  suffer.  As  a  jj 
result,  the  fiscal  deficit  is  expected  to  be  ^ 
about  twice  the  official  target  of  $7.8  jj, 
billion.  At  the  same  time,  China  will  be  j, 
slow  to  make  the  needed  comjjromises  [ 
on  market  opening  to  get  into  the  World 
Ti-ade  Organization  because  state  en-  j 
terprises  are  in  no  position  to  compete 
with  foreign  multinationals. 

The  disparity  between  China's '~ 
wealthy  provinces  and  their  poor  inland 
cousins  also  could  worsen.  But  it's  un 
likely  Beijing  will  move  to  regain  much 
of  the  financial  latitude  given  to  the 
coastal  provinces  under  Deng  because 
that  would  disrupt  growth.  In  fact,  the 
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jing — but  figuring  out  who  the  right 
people  are  is  (hfficult.  For  months,  big 
deals  involving  companies  such  as  Gen- 
eral Electric  Co.  and  Wing  Group  have 
been  delayed  in  i)art  by  the  long  Deng 
deathwatch. 

The  good  news  is  that  Beijing's  wor- 
ries about  keeping  the  lid  on  domestic 
problems  will  prompt  China's  leaders 
to  maintain  good  relations  with  the  out- 
side world.  There  are  signs  that  Beijing 
is  moving  toward  resolving  a  dispute 


^s  of  decentralization  are  likely  to 
ei'ate.  Some  scholars,  such  as  David 
.  Goodman  at  the  University  of 
inology  in  Sydney,  believe  China  is 
led  for  an  "infoiTnal  federal"  straic- 
in  which  Beijing  deals  with  the 
inces  on  a  flexible  basis  but  cannot 
)se  direct  edicts  on  them.  "Power 
to  be  shared  in  many  different 
3,"  he  says.  "China  is  no  longer  the 
i  that  Mao  ruled  over." 
ne  implication  is  that  China's  door 
ne  outside  world  almost  cer- 

y  will  remain  open.  Almost  no  i        •     j        i  •  p 

in  China  wants  to  return  to  PoWei'  ITiay  Deglll  tO  Slip  laStCr 
aid  isolationist  economy  cham-  . . .        ,  i^ 

ed  by  Mao  Zedong.  In  one  of  IrOlTl  BeiJlRg  tO  the  prO\anCeS 

nost  important  legacies,  Deng   

aged  to  root  out  almost  all 

with  the  Clinton  Administration  over 
the  issue  of  intellectual-property  piracy. 
The  Administration  has  issued  a  Feb.  4 
deadline  for  the  Chinese  to  crack  down 
on  pirates  who  rip  off  U.  S.  products — 
and  the  last  thing  Beijing  wants  now  is 
a  full-fledged  trade  war  with  the  U.  S. 

Tensions  could  flare  up,  though,  over 
human  rights  violations.  A  jitteiy  lead- 
ership is  certain  to  continue  its  clamp- 
down  on  dissent.  With  key  members  of 
the  U.  S.  CongTess  pressing  foi-  a  tough- 
er stance  on  China,  the  two  nations'  re- 
lations could  be  in  for  a  rough  ride. 


-line  Communists  from  positions  of 
3r  over'  the  past  16  year's.  Virtually 
lajor  factions,  fr'om  local  party  bu- 
crats  to  the  military,  voice  support 
•eform. 

or  foreign  business  executives,  the 
ng  months  will  be  dicey.  In  a  coun- 
vher-e  guanxi,  or  connections,  count 

the  uncertain  succession  makes  it 
ear  which  companies  have  guanxi 
matter-s.  One  obvious  victim  is  the 
er  sector-.  Big-ticket  deals  cut  with 

leaders  can  unr-avel  if  they're  not 
?d  by  the  pr'oper-  authorities  in  Bei- 


Even  under-  the  best  of  cir-cumstanc- 
es,  Deng's  passing  will  subject  China's 
leader-s  to  their-  toughest  period  since 
the  19S9  Tiananmen  massacr-e.  That  rec- 
ognition has  sent  Asian  stock  mar-kets 
into  a  selling  fr-enzy.  Since  the  latest 
rumoi-s  of  Deng's  death  began  in  mid- 
Januar-y,  Hong  Kong's  Hang  Seng  In- 
dex has  fallen  7%.  Taiwan's  mar-ket 
plunged  4%  after-  r-eports  that  Deng  was 
in  a  coma.  "Investors  will  step  back 
fr-om  China  over-  the  next  six  months  to 
see  how  the  succession  plays  out," 
says  William  R.  Ebs worth,  chief 
investment  officer-  at  Fidelity  In- 
vestments   Management  Hong- 
Kong  Ltd. 

Despite  the  sell-off,  most  direct 
foreig-n  investments  ar-e  committed 
for-  the  long  haul.  "The  for-ces  of  cajMtal- 
ism  ar-e  overwhelming,"  says  David  M. 
Friedson,  pi-esident  and  CEO  of  Miami 
Lakes  (Fla.)-based  Windmer-e  Cor-p.,  a 
$180  million  manufactiu-er-  of  small  appli- 
ances. His  company  is  adding  13%  mor-e 
capacity  to  its  1.5  million-square-foot 
Shenzhen  factory  this  year-. 

Indeed,  fi-om  the  biggest  multination- 
als to  the  small  original  equipment  man- 
ufactur-ers,  many  executives  doing  busi- 
ness in  China  are  used  to  riding  out 
the  vagaries  of  its  topsy-turvy  political 
system.  They  are  prepared  to  invest 


ECONOMIC  REFORMS 


A  prolonged  struggle  could  jeopardize 
some  central  government  initiatives  but  allow 
local  leaders  more  leeway 

AT  RISK 

-A-  The  central  government's  effort  to  control 
inflation  and  bank  credits 

if  Efforts  to  reform  the  national  financial  system 

*  Attempts  to  devise  a  national  taxation  system 
ir  Approval  of  big-ticket  foreign  investments 

*  Privatization  of  inefficient  state  enterprises 

*  Freeing  up  pricing  of  certain  staples 


PROCEEDING 


^    *  More  ties  between  coastal  regions  and  Hong 
Kong,  Taiwan,  and  South  Korea 

*  Deals  at  provincial  level  for  foreign  companies 
Growth  of  businesses  in  the  nonstate  sector 

*  Opening  of  key  sectors  like  telecoms 

Provincial  resistance  to  paying  taxes  to  Bei- 
jing and  to  heeding  the  center's  edicts 


-k  Increasing  disparity  between  wealthy  coastal 
provinces  and  poor  interior 
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opfer_-  -sx.'.  ~iIu-tiT^r>_'r^  have  alreach.- 
latV-ired  ir.  iht  Der^  •?;ii-oesir:''^  is  their 

prtsvJfent  of  Hc?^-  Korxg  y^S^^mig  carr.- 
isbi,-/  on  A--ii-Pa-ri±e  LtxL  a.id  ch£cr- 
Tr.^.f  rjf  -v,e  Arr.'ertecj'.  C?i2inbeT  oi*  Cotz.- 

Once  1m:t^  dies.      e^re;?  T^iD  be  or. 
^h£^  UT;e^L5y  c-ctfJitior;  fcfe^ed  bv  F^t~i- 
der.:  Jiar^g  ZfeTTiirj.  -jriih  Pr-trrier  L: 
Per^i-  Ifea.dii.^'  the  g-ovfemrr;trr.:  arjd 
'."c-e-Prerrifcr  Zhi;  Rot^;  direcrlr^- 


.ShsrLg>-jr„  or.c  of  the  few  remaining- 
'AiAen  fr'-jTz.  the  early  <ia%-5  of  the  r«fi-OK 
jtnion.  So^e  Chines^r  scmrees  also  say 
Ycstg  i;  close  t/j  acother  oTisted  lesadet 
:  orrTier  jjart;.-  boss  Zha.0  Zii-ang.  porg-ed 
after  T!£niiJJT.'erL  Zha/j.  now  75.  retair^ 
many  srapTjorters  in  the  i&rrc.  Qiao  .?hi 
~<.>.  thairman  of  the  National  Peopie  s 
Congress  and  ssdd  t^  be  a  Ifrjeral  is 
£ils.o  n'jenti'Oned      rEsarr  as  a  contendex 


tr.e  ec'onont" 

vered  Vj  put  allies  x  po-^rerr.:.-  po- 
sitions ■Kithin  the  party  and  the 
rxzfpjurc.  But  maj.y  analys^s  dotibt  — 
that  he  can  stzrvive.  Zhu.  vrho  has 
alier^te^d  ntar.y  v-tth  ris  t-riisof.:e  .style, 
r^asn't  managed  to  c-ontroL  the  overhjesit- 
ed  economy.  And  Li  eot:].d  be  ir.  trouble 
if  the  Ifca/jership  deddes  t/j  change  its 
verdict  or.  Itar.anmer^  Beiiir.g's  new 
jeaders  stay  trj"  to  come  'jj  grips  with. 
P.iir>arjn'erj-  in  the  .-am/e  way  th^at  Der^g 
denounced  the  Cuirj^a:  Revolution  after 
I\lao  died. 

Other  leader?  are  v'^-S' 


iw^^ill  the  new  leaders  deal 
th  all-peiTasive  corruption? 


^Mjether  tije  mlrLar;."  prefer?  one  pol- 
iticiar.  over  the  Tien  Ls  anyone's  gtiess. 
It  h-as  amassed  a  btidness  empire  ■sdth 
rever.nes  estimate^d  at  anjiTrhere  be- 
tween -Se  billion  and  S2)0  bilEoiL  Al- 
though some  money  may  go  directly 
into  the  pockets  of  t/jp  oSeers.  meet  of 
it  hjas  gone  'uz/j  imxroving  the  qualir.-  cf 
life  for  oScers  and  soldiers  alike. 

?oth  all  of  this  infighting,  foreign  in- 
ve^t/r?  are  troieeir^*  with  a  great  deal 
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IFTR 

E  POST-HEM  1 

LI  PENG 

-Jiisd  wriri  tm'ybusi.iz 
jirj-guard  Isacters  sut' 
li  Crtsri  fun.  He  tiDpe: 
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-"ifrisd  sfisrTisnanTrer! 
~i2iS3c:re.  Once  Deng's 

■  'dTtQ-plli^&i  SUCDrSSlir. 

Zhao  IS  2  fsi'Dme  dt 
tiers li  and  rriifhi 


-  Ling  Viarcti  vsisran. 
I'fas  iprcsd  oiJi  by  Deng 
In  1952  DLii  en]p)^.  mili- 
iary  support  and  pDwer- 


QIAO  SHI 

:  -  •  -  ''iA  Tt€ 

•li£  7D 


rprmer  head  of  China  s 
securiiy  forces.  Qiao  is 
satd  to  be  a  liberal  in 


tf  caution.  Hong  Kong-ba.se-1 
'HoidiEgs)  Lid.  has  taken  a  gc-- 
proaeb  to  its  miMh  pablidzed  ;. 
bmld  a  big  eontaineT  terminal  szi^:::rj. 
more  than  a  mile  along  the  Yan 
River  in  the  inland  dty  of  Wnr^_ 
fore  proceeding.  ^^Tiarf  want^ 
light  for  approval  froim  the  State  Pis 
ning  CwmcH  in  Beijing.  The  eomr-  ij 
has  rj<een  waiting  for  more  than  a  y^i 
n/jw.  "We  aren't  going  tti  throTS' m.-:'- 
inl^^  something  imiil  we  are  arj-  Ji 
Ictrerh'  satisSed  we  hsave  evea-i- 
mission."  says  Tboaaspscm- 
eompanr's  spokesperson. 

The  paralysis  in  Beijing  oc/al 
alsrfi)  hje  r«ponsible  for  the  holdn 
in  foreign  investment  in  China' 
energy  sett^^r.  ge's  -i^yi-mfegawatt  oi 
fired  plant  in  Shar-ghai  is  just  CHje  c 
dozens  of  big  foreign-fiinded  power  pre 
jeets  that  were  on  hold  all  of  1994.  T:. 
resison  for  the  dela;.-  Indecisive  le&der 
in  Beijing  haveni  reached  a  eonsenini 
on  ho"w  these  plants  shynld  be  financec 
A  messy  tran^sition  after  Etengs  desitr 
says  Delbert  L.  'KTHiamson.  presider. 
of  c-z  IndtLstrial  Power  .Systems  As'ii 

"i..  -/-w  things  down  more." 
MtGRANTS.  Tne  pace  of  eomaics 
Taiwan,  however,  is  picking  -op  sj 
On  Jan.  24.  Chiria  ecaiduded  a  pact  wid 
Taiwan  on  the  repauiation  to  the  Train 
land  of  hijaeten;  and  illegal  Trnrmgrsms 
But  a  weak  center  in  Qiina  ecruld  =pd 
problems  for  Hong  Kong.  Etengs  zr  '.:  : 
of  "one  eoumr.t  two  sv^stems"  eaulc  i:^ 
ire  tht  w£r.=i(fc;.  argi^  5.  L.  Wong,  a 
ciologlst  at  the  University  of  Her. 
Kong.  Once  the  territory  is  part  '. 
China,  a  weak  Beijing  may  be  tinable  -j. 
SLOp  ihe  now  of  migrams.  "Tt  mil  tak 
verr  strong  government  to  impose  tni  |^ 
rale  that  Chinese  citizerjs  eannat  fredi  f 
enter  Hong  Kong."  he  says. 

The  biggest  on3£stj<235.  of  eatase.  ten- 
ter on  what  will  happen  inside  Chir.a 
■^Ith  a  fc^mkrupt  ideologvt  the  Ccanmt 
nist  leaders  will  probabh-  tiy-  to  asseji  ^ 
their  legitimac;^  hy  reinventing  themh  i_ 
selves  as  technocrats  who  can  delivei 
stabilitv-  and  prosperirr.  That  ma-r  be  £  ^ 
stretch  for  men  who  have  risen  to  the 
top  largely  on  their  connections  tc 
strorigmen  from  a  discredited  srstemi 
The  tranation  may  therefore  be  cha^   •  ^ 
and  perhaps  violent.  Bm  the  dTiv..-._:j 
force  of  China's  thirst  for  prosper.:;.! 
will  mean  th^at  whoever  wins  will  hava. 
little  choice  bm  to  c-ontiniie  leading  thei. 
world's  largest  nation  down  the  the  path^ 
toward  a  more  modem,  open  ecfXiorr  y.  t 
By  Joyc^   BarnafJoan   and  P-'-. 
Enga-rdH/j.  v/dti  Da-oe  Lindorff.  in  H'-   :  . 
Korog^  Margaret  Da'icison  in  Taipei 
bureau  repo'rl* 


AN 


DISASTER.  YES. 
CRIPPLING  BLOW. 

ns  point  to  continued  growth  in  Japan  despite  the  quake 


NO 


y  many  measui'es,  Takaaki  Hashi- 
zume  is  a  rained  man.  The  earth- 
quake that  hit  Kobe  on  Jan.  17  de- 
yed  his  rented  house  and  a 
im-ant  he  had  built  on  the  fo-st  floor, 
nizume,  46,  wasn't  insm-ed  against  a 
ie  and  has  minimal  savings.  But 
n  in  the  mouth?  Hardly.  As  they 
;  dinner  over  wood  scavenged  ii'om 
lome,  Hashizume  and  his  family  are 
k  to  offer  some  rice  ginel  to  a  ciui- 
reporter.  "If  we  think  about  the  fu- 
too  much  instead  of  eating  what  we 
i,  we'll  just  lose  spirit,"  Hashizume 
He  reckons  he'll  open  a  new  res- 
ant  when  the  rabble  clears, 
^ith  that  kind  of  pluck,  Japan  may 
ble  to  continue  and  even  accelerate 
halting  economic  recoveiy  that  be- 
last  year.  Despite  the  market's  de- 
d  but  nen'ous  reaction  to  the  quake 
an.  23,  when  the  Nilvkei  stock  index 
iged  by  5.6%,  many  economists  and 
f  executives  remain  sanguine  about 
m's  economic  prospects.  There  will 
)ain,  they  say,  but  it  is  unlikely  to 
jrse  upward  trends  in  consum.er 
iding  and  industrial  growth.  Even 
e  bullish  is  Chris  Caldei-wood,  an 
lomist  at  Barclays  de  Zoete  Wedd 
earch  Ltd.  in  Tokyo:  "We  expect  a 
ificant  acceleration  in  gi'owth."  He's 
licting  2.-5%  for  this  year  (chart). 
.  key  reason  for  the  optimism  is  con- 
er  spending.  It  has  been  rising  for 


several  months  as  a  stronger  yen,  dere- 
gulation, and  bargain-hunting  have 
brought  prices  down  and  consumers 
back  to  stores.  Except  for  a  short-teiTn 
jolt  to  consumer  confidence  after  the 
quake,  spending  is  likely  to  continue — 
especially  if  worker  bonuses  rise  this 
summer.  Sinking  real  estate  values  and 
an  expansion  of  government  subsidies 
had  bolstered  demand  for  new  homes 
even  before  the  temblor.  A  .$55  billion 
income-tax  cut  and  a 
plateauing  of  unem- 
ployment at  3%  are 
giving  an  added  kick 
to  consiuner  sentiment. 
At  Tokyo  Mitsubishi 
Motor  Sales,  President 
Akira  Kawakami  ex- 
pects to  sell  5%  to  8% 
more  cars  this  year 
than  in  1994.  "Things 
are  finally  picking  up 
again,"  he  says. 
PROFITS  UP.  There  are 
other  pockets  of 
strength.  Industrial  production  rose  for 
the  fouith  sti-aight  quaiter  from  October 
through  December,  according  to  the 
Bank  of  Japan.  Corporate  profits  will 
likely  sm-ge  up  to  60%  this  yeai;  as  the 
benefits  of  recent  restructuring  are  re- 
alized. "During  the  past  two  years,  we 
have  completely  reshaped  our  cost 
structure,"  says  Tatsuro  Toyoda,  presi- 


JAPAN'S  ECONOMY 
PICKS  UP  SPEED 


■93  '94  EST.  '95  EST.  '96  EST 
▲  ANNUAL  PERCENT  CHANGE 

DATA.  BARCLAYS  DE  ZOETE  WEDD  RESEARCH  LTD 


SUSTENANCE:  Returning  to  a  shelter 
tvith  emergency  food  supplies 

dent  of  Toyota  Motoi-  Coi"p.  The  compa- 
ny says  that  in  its  fiscal  yeai'  ended  last 
July,  it  cut  costs  by  $1.5  billion. 

With  .$20  billion  in  the  bank,  Toyota 
isn't  the  only  Japanese  company  flush 
with  cash.  And  these  full  pockets  may 
produce  a  modest  resurgence  in  capital 
spending.  Such  expenditures  declined 
for  11  straight  quarters  until  a  0.5% 
rise  in  the  third  quarter  of  last  year. 
Bai-clays  de  Zoete  Wedd  predicts  a  1.7% 
gain  this  year  and  3.2%  next  year.  XEC 
Corp.,  for  example,  has  budgeted  more 
than  $1  billion  to  refurbish  its  Kimiamo- 
to  semiconductor  plant. 

But  for  now,  companies  and  consum- 
ers will  have  to  cope  with  the  short- 
teiTO  economic  pain  of  the  quake's  after- 
math. Lost  production  and  shipments 
from  the  quake  area,  which  accounts 
for  about  12%  of  gross  national  product, 
could  pull  down  fii*st-quarter  gi'owth  to 
1.3%,  says  Peter  Morgan,  chief  econo- 
mist at  Merrill  Lynch  Japan^  Inc. 
SPENDING  LULL.  This  could  'be  exacer- 
bated by  a  propensity  of  fiightened  Jap- 
anese to  spend  less.  The  trend  is  al- 
ready showing  up  in  sales  in  Tokyo 
department  stores,  which  have  fallen 
7%  to  11%  since  the  quake.  But  most 
economists  expect  just  a  brief  setback 
followed  by  extra  spending  for  replace- 
ment of  the  possibly  .$200  billion  worth 
of  damages,  adding  between  0.3%  and 
1.5%  to  1995  GXP  gi'owth  and  as  much 
as  five  percentage  points  to  gdp  growth 
over  the  next  five  years. 

Some  experts  fret  that  supply  dis- 
raptions  may  fuel  inflation  and  that  de- 
mand for  capital  may  hike  interest  rates. 
But  most  think  that  the  Bank  of  Japan 
will  be  waiy  of  tightening  the  money 
supply,  which  has  been 
growing.  What's  more, 
Japan  is  in  relatively 
good  fiscal  shape.  It 
has  the  confidence  of 
the  world's  major  econ- 
omies and  a  low  debt 
level  compared  to  gxp. 
Says  Tod  Wood,  an 
economist  at  Baring 
Securities  (Japan)  Ltd: 
"They  will  be  able  to 
finance  this.'" 

Consumer  confidence 
might  yet  be  shaken. 
"The  issue  is  when  the  rebuilding  stops 
and  people  realize  the  countiy  is  rela- 
tively poorer,"  says  Masaru  Kakutani, 
a  managing  director  at  Moody's  Japan. 
But  so  would  be  any  countiy  suffeiing  a 
disaster  of  this  size.  Japan  is  lucky  its 
economy  can  more  or  less  afford  it. 

By  Roberi  Neff  in  Tokyo,  with  Lcwry 
Holyoke  in  Kobe 
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DEALS 


LONDON  BANKS  ARE 
TEAMING  UP,  TEAMING  UP 

For  investment  bankers,  the  lucre  lies  in  a  global  reach 


I:  i 


li  I 


It  has  been  nearly  a  decade  since  Lon- 
don's Big  Bang,  when  the  govern- 
ment at  one  fell  swoop  lifted  regula- 
tions that  had  kept  the  investment 
banking  industiy  a  patchwork  of  spe- 
cialty brokers,  market-makers,  and  mer- 
chant bankers.  A  handful  of  mergers 
latei',  there's  still  an  informal  division 
of  labor  between  banks  that  undei-wiite 
equity  and  debt  issues  and  those  that 
sell  them.  And  the  securities  business 
remains  fi'agmented,  with  three  dozen 
major  investment  banks  battling  each 
other  for  business. 

But  the  crowded  field  may  soon  thin 
out.  Investment  bankers  predict  that 
the  City  of  London  could  soon  resound 
with  an  echo  of  the  Big  Bang.  "There 
are  going  to  be  mergers  and  takeovers, 
and  I  think  some  may  actually  happen 
soon,"  says  Peter  Letley,  deputy  chair- 
man of  HSBC  Investment  Banking  Ltd. 
"A  number  of  players  in  the  London 
market  are  not  sufficiently  global." 
POND  JUMPERS.  A  fear  of  being  insuffi- 
ciently global  is  precisely  what  propelled 
Britain's  premier  investment  bank,  S.  G. 
Warbui'g  Group,  toward  Morgan  Stanley 
&  Co.  in  mid-December  And  on  Jan. 
25,  London's  Govett  &  Co.  announced 
plans  to  merge  with  Chicago-based  Duff 
&  Phelps  Corp.  in  a  $250  million  deal 
I  hat  creates  a  global  asset  management 
rind  equity  research  house  with  $50  bil- 
iioii  under  management. 

Wliile  the  marriage  of  convenience 
!u  t  v\'eer\  Warburg  and  Morgan  Stanley 
•.'ii  apart  a  week  later,  the  logic  behind 


it  remains:  To  be  successful,  investment 
banks  need  to  offer  corporations  a  wide 
range  of  products  in  numerous  markets 
outside  their  home  base.  Today's  most 
lucrative  action  is  in  cross-border  deals, 
and  London  banks  are  losing  juicy  busi- 
ness to  players  wath  a  longer  interna- 
tional reach.  U.  S.  banks  are  even  hom- 
ing in  on  strictly  domestic  deals.  In 
Glaxo  Group's  surprise  $14  billion  bid 
for  fellow  British  dingmaker  Wellcome 
PLC  on  Jan.  23,  Wellcome  is  being  ad- 
vised not  only  by  Baiings  PLC,  a  second- 
tier  London  merchant  bank,  but  by 
Moi'gan  Stanley,  too. 

The  biggest  squeeze  is  coming  from 
the  U.  S.  heavyweights,  especially  Gold- 
man Sachs,  Men-ill  Lynch,  and  Morgan 
Stanley.  Merrill  Lynch  is  now  widely 
recogTiized  as  the  powerhouse  in  debt 
securities  f)f  all  kinds.  Goldman  Sachs  is 
the  worldwide  leader  in  mergers.  Mor- 
gan Stanley  ranks  No.  3  in  worldwide 
equity  issues.  Meanwhile,  the  big  Con- 
tinental banks  are  also  beefing  up  their 
London  operations. 

The  stakes  are  getting  higher  all  the 
time.  With  corporate  profits  recovering 


MUSCLE  BOUND 


To 


compete,  merchant 
banks  are  turning  to 
foreign  powerhouses 


in  Em-ope  and  the  U.  S.,  record  levels  of 
equity  deals,  debt  issues,  and  mergerS; 
are  expected  for  1995.  However,  the 
problem  for  London's  banks  is  that  more 
deals  are  congi-egating  in  fewer  hands. 
Of  $76  bilhon  in  M&A  deals  in  Europe  in 
1994,  for  example,  five  banks  acted  as 
advisers  for  65%  of  them,  when  ranked 
by  dollar  value.  Of  the  five  banks,  thi-ee 
were  American. 

TRY,  TRY  AGAIN?  No  wonder  the  con 
solidation  rumors  are  flying.  Wai'burg 
officials  deny  that  they  are  looking  for^ 
another  suitor,  but  with  the  company's 
share  price  rising  15%.  to  $12,  in  the 
past  two  weeks,  the  market  clearly 
thinks  othei-wise.  Independent  London 
brokers  Smith  New  Coiut  aiid  Panmure 
Gordon,  owned  by  NationsBank,  also 
are  "obvious  takeover  targets,"  says 
HSBC's  Letley.  The  two  banks  would  not 
comment.  Other  prominent  British  hous 
es  considered  takeover  bait  include 
Robert  Fleming,  Hambros,  and  Lazard 
Brothers — but  any  overtures  would 
have  to  be  ftiendly,  since  each  is  family 
owned  or  controlled. 

At  the  same  time,  Eui-ope's  big  banks 
are  {^lotting  to  acquire  the  critical  mass 
and  trading  expertise  to  compete  with 
the  U.S.  powerhouses.  Deutsche  Bank 
just  moved  much  of  its  investment  bank- 
ing operation  to  London,  where  it  pre- 
viously had  scooped  uj)  merchant  banker 
Morgan  Grenfell  Group.  Banking  sources 
say  that  Deutsche  is  considering  making 
an  offer  for  Cazenove  &  Co.,  a  highly  se- 
cretive broker  with  a  blue-chip  client  | 
list.  Deutsche  and  Cazenove  both  de 
clined  to  comment.  Deutsche's  German 
archrival,  Dresdner  Bank,  and  Union 
Bank  of  Switzerland  have  both  been 
named  as  possible  suitors  for  Warburg, 
although  Di-esdner  officials  decline  com 
ment  and  i:BS  denies  any  interest. 

Some  London  merchant  banks  arejd 
ti-ying  to  hang  on  to  their  independence 
by  aiming  for  a  niche.  Privately  owned  I 
Barings  has  a  powerful  franchise  in 
emerging  markets  and  is  targeting 
smaller  institutional  investors  and  pri 
vate  clients.  Schroders  PLC  has  built  a 
successful  investment  arm,  with  $94  bil- 
lion in  funds  under  management.  Also, 
instead  of  chasing  big  deals,  it's  going 
after  project  finance  work  in  emerging 
markets. 

Nevertheless,  in  August,  Schroders 
quietly  bought  the  remaining  half  of  its 
U.  S.  partner  and  equity  distribution 
a™,  Wertheim  Schi'oder  &  Co.,  in  a 
million  deal,  and  plans  to  use  Wertheim  ^ 
to  expand  into  Latin  American  equities, 
Cleaiiy,  even  for  London's  successes,  the 
siren  they  hear  is  fai-  offshore. 

By  Paula  Dwyer  hi  London 
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/Vhere  do  you 
;ee  the  latest 
ndustrial  trends  ? 


Hannover  - 

)  world's  biggest  industrial  trade  fair. 


Every  spring,  the  Hannover  Fair  in 
lany  offers  tfie  world's  most  com- 
ensive  overview  of  ttie  manufacturing 
lopments  that  can  take  your  company 
the  future.  Join  400,000  other  attendees 
omparing  new  products  from  6,500 
iliers  -  in  one  place,  in  only  six  days. 
From  a  full  service  foreign  visitors  club 
mely  seminars  on  the  most  relevant 
stry  topics,  the  Hannover  Fair  is  well 
Dped  to  meet  the  business  and  informa- 
needs  of  its  international  visitors. 
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lOver  Fairs  USA,  Inc.,  103  Carnegie  Center,  P.O.Box  7066,  Princeton,  New  Jersey  08540,  Tel.:  (609)  987-1  202,  Fax:  (609)  987-0092 
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EDITED  BY  STANLEY  REED 


IF  THE  CENTER  CANNOT  HOLD, 
WILL  GERMANY'S  LEFT  RISE? 


For  decades,  Gennany's  Free  Democratic  party  (fdp)  has 
played  kingmaker  in  Bonn.  As  a  centrist  third  party 
with  a  solid  block  of  Bundestag  seats,  it  has  held  the  bal- 
ance of  power  between  the  huge,  conservative  Christian 
Democratic  Union  (CDV)  and  the  socialist  Social  Democratic 
Paity  (SPD).  In  1982,  for  examjjle,  it  brought  the  CDu's  Helmut 
Kohl  into  office  by  ditching  spd  Chancellor  Helmut  Schmidt. 

Now,  as  Germany  prepares  to  move  the  government  to 
Berlin  by  2000,  the  FDP  risks  being  marginalized  just  as  the 
old  cai)ital,  Bonn,  will  be.  The  FDP's  staple  formula  of  free- 
market  economics  and  an  eastward- 
looking  foreign  policy  no  longer  plays 
with  the  voters.  It's  considered  the 
party  of  smug,  well-heeled  and  aging 
Germans. 

The  FDP  did  manage  to  put  Kohl 
over  the  top  in  the  general  elections 
last  October,  but  it  saw  its  share  of 
the  vote  nearly  halved,  from  11%  to 
6.9%.  That  was  penlously  close  to  the 
5%  necessary  to  qualify  for  seats  in 
the  Bundestag. 

GOOD  SHOT.  Many  youngei'  voters 
and  east  Germans,  who  are  not  at- 
tracted to  the  major  paities,  are  timi- 
ing  instead  to  the  environmentalist 

Greens  and  the  reformed  communist  organization,  the  Party 
of  Democratic  Socialism  (pds).  Although  some  of  theii'  policies, 
such  as  wanting  to  leave  NATO,  ai-e  still  impractical,  the 
Greens  have  a  good  shot  at  replacing  the  fdp  as  the  major 
third  force. 

The  weakening  of  the  fdp  could  have  profound  conse- 
quences for  GeiTnany.  Just  as  the  countiy  is  stmggling  to  cut 
social  spending  and  make  its  industiy  more  efficient,  a  key 
voice  for  market  reforms,  i)rivatization,  and  deregulation  wall 
be  muted.  It  will  become  much  tougher  to  cut  spending  or  re- 
duce taxes  on  business.  Indeed,  with  the  Greens  and  PDS 


NEW  FACES:  A  shift  in  the  Butide.stag 


having  substantial  blocs  of  seats,  it  will  become  easier  tcj  f 
foiTTi  left-wdng  coalitions,  and  German  politics  could  be  subjecl  " 
to  more  volatile  swings  without  the  fdp's  stabilizing  influence  '• 
The  fdp's  decline  could  even  force  Kohl  to  cut  short  his  ' 
four-year  term.  Political  analysts  worry  that  in  an  effort  t( 
revive  their  appeal,  fdp  Bundestag  members  may  abandor 
the  Chancellor  in  midterm,  as  they  did  Schmidt  in  1982  ' 
With  Kohl  holding  a  slim  10-vote  majority,  "it  only  takes  si) 
desj)eradoes  to  topjjle  the  coalition,"  warns  Bonn-based  polit- 
ical consultant  Heinz  Schulte. 

Politicos  are  closely  watching  a  se 
ries  of  coming  state  elections.  If  th( 
FDP  fails  to  reach  5%  in  one  or  more 
panic  could  set  in.  The  first  vote  vdl  ■ 
take  place  on  Feb.  19  in  Hessen 
which  includes  Frankfurt.  "I  am  try- 
ing to  convince  my  party  not  to  gel 
nervous,"  says  fonner  fdp  Chairmar 
and  elder  statesman  Otto  Lambsdorff  ■ 
But  he  concedes:  "The  reaction  to  the 
results  could  be  very  damaging." 
POOR  SHOWING.  Some  analysts  saj 
that  unless  the  fdp  chalks  up  some 
convincing  wins  soon,  it  is  doomed  t(  ^ 
be  swept  out  of  the  next  Bundestag 
in  1998.  Chances  of  a  turnarounc 
don't  seem  good.  Since  1992,  the  party  has  not  won  a  single  ■ 
seat  in  any  state  legislature.  It  has  now  been  booted  froir  > 
nine  of  Germany's  16  state  pai'liaments. 

The  fdp's  decline  at  the  state  level  benefits  not  only  the  =j| 
Gi'eens  but  the  socialists,  cun-ently  led  by  Rudolf  Scharpingl 
Although  they  haven't  done  well  in  national  elections  in  recenf 
yeai's,  the  socialists  now  have  the  biggest  blocs  in  the  major! 
ity  of  the  state  govermnents,  which  they  mn  in  coalitions  witl[ 
the  Greens,  the  pds,  and  even  the  CDU.  That  could  aug-ur 
sooner-than-expected  return  of  the  left  to  national  power. 

Bji  John  Templeman  in  Bon? 


GLOBAL  WRAPUP 


WALLING  OFF  THE  WEST  BANK? 

►  The  death  of  19  Israelis  in  a  Jan.  22 
bombing  attack  in  central  Israel  has 
prompted  the  government  to  take  its 
most  serious  look  yet  at  the  feasibil- 
ity of  total  separation  from  the  terri- 
tories of  Gaza  and  the  West  Bank. 
Prime  Minister  Yitzhak  Rabin  is  pro- 
posing the  establishment  of  a  Cabi- 
net-level committee  to  study  the  eco- 
nomic and  security  considerations  of 
such  a  step.  The  most  difficult  prob- 
lem confronting  the  Israelis  would  be 
■■■vhat  to  do  about  their  150,000  set- 


tlers who  now  live  in  the  West  Bank. 

Rabin  has  already  ordered  the  ter- 
ritories sealed  off  from  Israel — as  he 
has  done  many  times  in  recent  years 
following  similar  incidents.  Finance 
Ministry  sources  say  that  a  perma- 
nent cutoff  from  the  territories  would 
not  be  that  disruptive  to  the  Israeli 
economy,  because  with  a  gross  domes- 
tic product  of  $75  billion,  it  is  more 
than  30  times  the  size  of  the  Palestin- 
ian economy.  The  number  of  Palestin- 
ians who  travel  to  Israel  to  work  each 
day  has  already  been  cut  to  about 
60,000  from  a  peak  of  some  130,000 


several  years  ago.  Israel  has  brought 
in  about  50,000  workers  from  Asia 
and  Eastern  Europe  to  take  jobs  in 
agriculture  and  construction. 

Long-term  separation,  however, 
would  be  devastating  to  the  Palestin- 
ian economy.  Despite  their  animosity 
toward  Israel,  Palestinians  get  much 
of  their  income  from  work  in  the  Jew- 
ish state.  If  they  are  kept  out,  tension 
in  the  occupied  territories  is  likely  to 
increase,  making  Yassir  Arafat's  al- 
ready shaky  grasp  on  power  even 
more  tenuous. 

By  Neal  Sandler  in  Jerusalem 
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It  is  pure 

EXCESS. 


'f  Supra  i  ixhpit  has  been  designed 
iikrlv  to  a  motonycle  cowling, 
•rapping"  the  driver  in  the 
trurnent  cluster  for  maximim 
trol  and  input. 


V  h  r  e  ('   li  u  11  d  red   twenty   H  O  R  S     S  .   T  vv  i  n  -  s  e  q  u  e  n  t  i  a  1  TURBOS. 
R  a  c  e  -  i  n  s  p  i  r  e  d  front   and  rear  d  o  u  b  I  c  -  \\  i  s  li  I)  o  n  e  SUSPENSION 
If   that   doesn't  get   t  h  e  J  U  I  U  E  S  g  o  i  n  g ,   t  r  )^  this. 
It's  got   the   best   P  O  VV  E  R  -  T  O  -  W  E  I  G  H  F  ratio   in   its  class, 
and  does  0  to  6  0  in   4.6*  seconds.   The    1995  Toyota   Supra  TURBO. 
It'll   make   you   SCREAM    at   the   TOP  of  your  lungs. 

A  n  d  1  i  e  a  w  a  k  e   a  t  n  i  g  h  t  ,   D  R  E  A  M  I  N  G  .  (i^'^ 
Call   1  -  8  0  0  -  G  O  -  TO  YOTA  for  a  brochure  and  location 


of  your  nearest  dealer. 


®  TOYOTA  SUPRA 

I  Luvc  VVIiat  Vou  Do  For  Me 


I  he  nm\  hi  iilv  puicci  nj  lhi.\ 
heavy-brealhing  24'Valvc 
tivin-turho  will,  literally,  take 
your  breath  mvay. 


©l')f)4  Toyma  Motor  Sales,  L'.S.A..  Inc.  Biukii-  L'p! 
Do  ii  lor  tliosc  who  lo\'c  yoii. 
*Car  and  Driver  magazine  icst  rcsiihs  publisht-ci 
Scplrmlx'r  1993. 


Government 


FISCAL  POLICY 


THE  GOP'S  BRUTAL 
BOnOM  LINE 

A  balanced  budget  without  deep,  agonizing  cuts?  No  way 


"Once  members  of  Congress  know  ex- 
actly, cliapter  and  verse,  the  pain  that 
the  goueniment  ynust  live  luith  in  order 
to  get  a  balanced  bndget.  tl/eir  knee>t  ivill 
buckle." 

— House  Majority  Leader  Richard  K. 
Armey  (R-TexJ 
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The  GOP-controlled  Congi-ess  is  on 
its  way  to  approving  a  balanced- 
budget  amendment  to 
the  Constitution.  But 
Armey  is  right  about  the 
agony.  States  may  see  fed- 
eral aid  slashed  by  at  least 
one-thii'd.  Local  taxes  would 
rise.  Medicai'e  {patients  would 
have  fewer  health-cai'e  choic- 
es and  pay  more  for  them. 
Welfare  for  poor  mothers 
and  children  would  be 
slashed.  Subsidies  to  farm- 
ers and  small  businesses 
would  be  tiiramed.  And  costs 
of  everything  from  college 
loans  to  airplane  tickets 
would  sui'ely  rise. 

With  programs  such  as 
these  on  the  chopping  block, 
it's  no  wonder  Republicans 
aren't  saying  how  they  would 
fulfill  their  Contract  With 
America.  They  have  pledged 
to  balance  the  books  by  2002  while  al- 
lowing for  more  defense  s])ending  and 
cutting  taxes  by  $370  billion — without 
tiimming  Sociitl  Secmity  or  i-aising  other 
taxes.  To  make  the  rhetoric  real,  busi- 
ness WEEK  put  together  a  representa- 
tive package  of  cuts.  These  aren't  neces- 
sarily the  exact  changes  the  GOP  would 
make,  but  they  provide  a  sense  of  how 
the  Contract  would  change  government. 

GOP  deficit-cutters  can't  escape  their 
mrci  bottom,  line:  They'd  have  to  slash 
planned  spending  through  2002  by  an 


eye-popping  $1.5  trillion,  or  more  than 
20%  for  progTams  other  than  Social  Se- 
ciuity  and  defense.  House  Speaker  Newt 
GingTich  (R-Ga.)  claims  that  savings  can 
be  acliieved  by  reducing  the  rate  of  gov- 
ernment gTowth.  But  deep  cuts  are  un- 
avoidable, even  for  the  middle  class, 
which  has  been  largely  sheltered  from 
past  deficit-trimming.  "It  would  radically 
change  the  character  of  government," 


In  that  light,  a  big  ch'op  in  spending  may 
be  desirable.  Says  Conference  Board 
Chief  Economist  Gail  D.  Fosler:  "This 
kind  of  i-estraint  helps  in  a  period  of  sus- 
tained gTOWth." 

But  how  would  lawmakers  get  to  bal- 
ance? The  GOP's  favorite  targets  are  wel- 
fare, foreign  aid,  and  progTams  of  the 
"cultural  elites" — the  National  Endow- 
ments for  the  Arts  &  the  Humanities 
and  the  Corporation  for  Public  Broad- 
casting. Shuttering  the  endowinents  and 
CPB  would  save  a  paltiy  $4  billion  over 
seven  years — 0.2%  of  what's  needed. 
Squeezing  welfare  by  one-third  would 
pick  up  $40  billion  by  2002.  Chopping 
foreign  aid  in  half  would  produce  an  ad- 
ditional $70  billion.  But  when  you  need 
$1.0  trillion,  this  is  chicken  feed. 

For  bigger  bucks,  the  cjop  will  have  to 
cut  up  to  $560  billion  in  projected  do- 
mestic discretionaiy  spencling  over  the 
next  seven  years.  A  few  sacred  cows 
might  be  spared  the  ax — including  pris- 


SHARPEN  THE  AX.  NEWT 

After  cutting  taxes,  balancing  the 
budget  by  2002  gets  even  tougher 


A  TRItUONS  OF  DOLLARS 

DATA  CONGRESSIONAL  BUDGET  OFFICE 
TREASURY  DEPT,  BUSINESS  WEEK 


says  Iris  J.  Lave,  associate  director  nf 
the  Center  on  Budget  &  Policy  Piiorities. 

On  the  plus  side,  businesses  may  be 
liberated  from  government  red  tape. 
Companies,  middle-class  families,  and  in- 
vestors could  pocket  juicy  tax  cuts.  The 
biggest  payoff  could  come  fi"om  shaiply 
lower  interest  rates.  DRi/McGraw-Hill  es- 
timates that  a  balanced  budget  in  2002 
would  drop  rates  on  10-year  government 
bonds  by  two  {percentage  points,  boost 
business  and  housing  investment  by  6%, 
and  hike  annual  economic  growth  0.25%. 


nns,  cMUits,  and  most  \'eteraiis  lie-iictit. — 
but  nearly  everything  else  would  get 
chojjped.  Amtrak  would  be  privatized, 
so  would  the  air-traffic-control  system — 
saving  about  $50  billion  through  2002. 
Airport-construction  grants  and  mass- 
transit  operating  subsidies  would  be 
dumped,  picking  up  $16  billion.  The  fed- 
eral power-marketing  agencies,  which 
provide  low-cost  electricity  to  the  South 
and  West,  would  be  sold.  Programs  such 
as  the  Appalachian  Regional  Commission 
and  Community  Development  Block 
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think 

you  can  retire  on  Social  Security, 
youVe  reached  this  page 

just  in  time. 


You  work  all  those  years  and  pay 
so  much  in  taxes.  At  least  one  day 
you'll  get  to  collect  on  what 
you've  contributed.  Or  so 
you  think. 

Currently,  3.4  workers 
are  contributing  to  Social 
Security  for  each  retiree 
collecting  benefits.  When 
today's  JO-year-olds  retire, 
there  will  be  less  than  two 
workers  per  beneficiary! 

Social  Security  alone  may  not 
provide  you  with  the  standard  of 
living  to  which  you're  accustomed. 


So  how  can  you  prepare  for  a 
more  secure  retirement? 

Send  for  a  tree  copy  of  Twentieth 
Century's  guide.  The  New  Retire- 
ment Realities:  Strategies  for  a 
More  Secure  Future,  and  a  com- 
plete IRA  planning  kit.  You'll 
learn  new  ways  that  may  help 
you  adjust  your  strategy  to 
better  prepare  tor  the  tuture.  Plus, 
you'll  discover  the  many  benefits  of 
adding  an  IRA  to  your  retirement  plan. 

There's  still  time! 
Call  1-800-345-2021  today. 


RO.  Box  419200  .  Kansas  City,  Missouri  64141-6200 


Please  Rush  Me  A  Free  Copy  Of  The  New  Retirement  Realities  And  IRA  Kit  Today! 


Twentieth  Century  Shareholder?    □  Yes    □  Nr 


Address 


City 


State 


Zir 


1993  Social  Security  Annu.il  Truvtccs'  Rcpnrt 

he  IRA  Kit  contains  a  prospectus  with  more  complete  intomiation,  including  charges  and  expenses.  Please  read  the  prospectus  carefully  hefore  investing. 


The  Corporation 


fJi'ants  would  disappear.  Visitor  fees  at 
national  pai'ks  might  tiiple,  raising  $1 
l)illion.  And  entire  Cabinet  departments 
might  vanish,  though  the  savings  would 
still  be  relatively  small.  Shuttenng  the 
Education  De]3t. — including  many  stu- 
dent-loan progTams — would  save  about 
$210  billion  through  2002.  Yet  after  all 
that,  deficit-cutters  would  only  be  about 
W/f  tow^ard  their  goal. 

The  I'eal  money — $900  billion  lhr(jugh 
2002 — would  have  to  come  from  politi- 
cally sensitive  "entitlements,"  such  as 
subsidies  for  faiTnei-s,  health  cai-e  for  the 
aged  and  j^oor,  and  retirement  benefits 
foi-  federal  em})loyees.  By  j^rotecting  So- 
cial Security — 229^  of  the  budget  by 
2002 — the  coi'  must  target  the  big  health 
l)rogTams.  In  a  sense,  the  sick  and  infirm 
would  pay  to  protect  healthy  jjensioners. 
"You  can't  seriously  tackle  the  deficit 
without  making  significant  savings  in 
Medicai'e  and  Medicaid,"  argues  the  Her- 
itage Foun<lation's  Robert  E.  Moffit. 
DAUNTING  TASK.  In  the  past,  budgeteers 
could  stjueeze  payments  to  doctors  and 
hosi:)itals  and  tinkei'  with  patient  preini- 
ums.  But  it  will  take  far  more  than  that 
tliis  time.  One  possibility:  pushing  new 
retirees  into  managed-care  plans,  such 
as  health-maintenance  and  preferred- 
provider  organizations.  That  could  cut 
Medicare  spending  by  $250  billion  over 
seven  years.  Doing  the  same  for  Medic- 
aid, which  serves  many  elderly  in  long- 
tenn  cai'e  and  poor  women  and  children, 
could  save  an  additional  $120  billion. 

The  task  is  so  daunting  that  for  the 
GOP  to  keep  its  i^romise — balancing  the 
budget  wMle  cutting  taxes,  boosting  mil- 
itai-y  spending,  and  leaving  Social  Secu- 
nty  untouched — it  could  freeze  all  other 
spending  at  1995  levels  for  seven  years 
yet  still  might  not  meet  its  goal.  And,  as- 
suming '.V/f  inflation,  such  a  freeze  would 
slash  federal  purchasing  p(jwer  by  2'.V/c. 

That  leaves  the  uop  with  few  choices. 
It  can  freeze  defen.se  spending  or  drop 
some  of  its  tax-cut  ideas.  Republicans 
also  want  government  inflation  measiu'es 
recalculated,  wliich  could  save  $200  billion 
o\'er  sewn  yeai's.  But  that  means  lower 
c()st-of-li\ing  liikes  for  Social  Secunty  re- 
cipients and  reduced  inflation  adjustments 
for  taxpayers'  standard  deducticms  and 
personal  exemi)tions.  And  that  sounds  a 
lot  like  a  backhandefl  Social  Secu)ity  cut 
and  a  tax  hike — botli  (  'ontract  no-no's. 

Thi-rc  is,  of  course,  another  alterna- 
tive— ])as.sing  a  Constitutional  amend- 
ment but  not  actually  balancing  the  bud- 
get. Aiid  as  the  choices  get  tougher,  the 
'.'!!'  may  try  to  find  a  way  to  do  ju.st 
i'lat.  One  Hou.se  Republican  has  just  the 
solution:  "I'm  going  to  vote  foi-  the 
a!i,endment.  And  then  I'm  going  to  pi'ay 
"<:  Ci'm\  that  the  .states  don't  ratify  it." 

/.V'  Hoirairl  (lleckiiia n,  /villi  Mike  Mc- 
y'lii/rr.  ill  Waslii)if/foii 


STRATEGIES 


BOMBARDIER'S 


SI 


BLITZ 


Zooming  to  become  a  world  player  in  railcars  and  jets  le 


In  February,  Chinese  railroad  offi- 
cials will  descend  on  La  Pocatiere, 
Que.,  a  town  of  under  10,000  nes- 
tled beside  the  St.  Lawrence  River. 
From  its  sprawling  plant  here.  Bom- 
bardier Inc.  has  taken  a  commanding 
position  in  the  North  American  market 
for  mass-transit  ecjuipment.  At  La 
Pocatiere,  the  company  has 
built  subway  cars  for  New 
York,  double-deck  Superliner 
cars  foi-  Amtrak,  and  monorail 
cars  for  Walt  Disnev  World 
Co. 

Now,  the  Chinese  want 
Bombardier  to  share  this  tech- 
nology. Under  a  tentative  joint 
venture  announced  last  No- 
\-ember.  Bombardier  will  helj.) 
manage  China's  largest  pas- 
senger-rail factory.  The  agree- 
ment would  give  Bombardier  a 
toehold  in  the  world's  lai'gest 
market  for  mass-transit  gear. 

If  the  deal  goes  through,  it 
will  be  just  one  more  example 
of  Montreal-based  Bom- 
bardier's emergence  as  a  glob- 
al powerhouse.  In  Malaysia, 
Bombardier  recently  won  a 
contract  to  build  a  20-mile 
light-rail  system  in  Kuala 
Lumpur.  In  the  U.  S.,  Bom- 
bardier's 50-seat  Regional  Jet 
is  helping  revolutionize  com- 
muter airlines  by  letting  carri- 
ers provide  economic  jet  ser- 
vice to  small  cities.  And  in 
Europe,  where  it  built  the 
high-tech  railcars  now  hauling 
cars  and  buses  through  the  Chunnel,  "I 
would  put  Bombardier  in  the  same 
league  as  Siemens,  (;Er-Althsom,  or 
ABB,"  says  Eui'otunnel  Chairman  Sir 
Alastair  Morton. 

SNOW  JOB.  All  this  has  helped  Bom- 
bardiei'  more  than  triple  sales  since 
19.S9,  to  $;-;.4  billion  in  fiscal  1994,  while 
profits  were  up  1579^,  to  a  record  $125 
million.  Bombardier's  stock,  at  17,  has 
grown  at  a  compound  annual  rate  of 
1995,  which  ends  on  Jan. 


  lYI! 

31,  looks  even  better.  Through  the  first  liii 
three  quarters.  Bombardier's  income  loi 
soared  407c  on  a  12%  sales  gain. 

That's  a  fai'  ciy  from  its  early  days 
When  CEO  Laurent  Beaudoin  took  thdon 
reins  of  Bombardier  in  1966,  he  was  Hi 
just  27,  and  the  company — with  onlj  an 
one  major  product,  the  Ski-Doo  snow- 


16 


I 


A  DIVERSE  PRODUCT  MIX... 

1994  EARNINGS  $125  MILLION  1994  SAttS:  $3.4  BILL 

INDUSTRY/KEY  PRODUCTS  PERCENT  OF  FISCAL  1 994  ! 

AEROSPACE  CJ 

Business  and  regionai/commuter  aircraft,  ^ 
including:  Learjet,  Challenger  business  jets 


RAIL  TRANSPORTATION 
EQUIPMENT 

Tram  cars  for  the  Chunnel,  subway 
cars  for  New  York,  Boston  and  Mexico  City, 
Superliner  coaches  for  Amtrak,  mass  transit 
systems  for  Ankara  and  Kuala  Lumpur 


2  a 


MOTORIZED  CONSUMER  1  " 

PRODUCTS  i  i 

Ski-Doo  snowmobiles,  Sea-Dco  personal  waterci 


BOMBARDIER  CAPITAL  GROUP 

Financial  services 
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...AND  GLOBAL  REACH 

BOMBARDIER'S  1994  SALES  BY  ECONOMIC  REGION 

U.S.,  MEXICO  43% 
CANADA  10% 
ASIA,  REST 


OF  WORLD  6% 
EUROPE  41% 


DATA:  BOMBARDIER  INC. 


mobile — had  annual  sales  of  some  $11  m 
million.  "I  had  to  learn  on  the  job,"  the  fclf 
56-year-old  Beaudoin  recalls.  Along  thejalj 
way,  Beaudoin  has  made  Bombardier 
global  force  in  three  industries:  rail  ancj^^ 
mass-transit  ecjuipment;  aerospace,  in 
eluding  business  and  regional  jets;  anclpp; 
consumer  products  such  as  snowinobilet 
and  watercraft  (table). 

Beaudoin  accomplished  the  makeovei 
thi'ough  a  risky  strategy  of  buying  £ 
string  of  nearly  bankrupt  companies  jp^ 
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',  he  vows  to  double  Bombai'diers 
i  over  the  coming  five  years  without 
ing  major  acquisitions.  It's  an  am- 
us  goal,  since  many  of  Bombardier's 
kets  are  mature  and  the  competi- 
cutthroat.  But  Beaudoin  is  at  his 
when  facing  a  challenge.  His  fii'st 
Dne  came  less  than  a  year  after  he 
3d  Bombardier  as  comptroller  in 
.  Only  nine  months  after  he  anived, 
"ather-in-law,  Joseph-Armand  Bom- 
lier — who  had  invented  the  snow- 
ile — died  of  cancer.  Beaudoin  was 
noted  to  general  manager,  and  in 
•  to  president,  just  as  the  snowmo- 
craze  swept  North  America. 
NG  RIGHT.  When  the  1973  energy 
s  wiped  out  all  but  4  of  the  100 
vmobile  manufacturers,  Beaudoin 
tically  diversified.  The  key  deal  was 
ntract  to  make  423  subway  cars  for 
ti'eal.  Today,  Bombardier  has  a  thii'd 
le  North  American  market  for  mass- 
sit  equipment  and  five  plants  in  Eu- 
.  "Their  manufacturing  knowln  iw  is 


about  aerospace,"  Beaudoin  declares. 

Maybe  not.  But  Beaudoin  "has  an  in- 
credible sense  of  smell,"  says  board 
member  and  Harvard  business  school 
professor  Hugo  Uyterhoeven.  At 
Canadair,  Beaudoin  scented  the  chance 
to  move  into  two  niches  where  his  com- 
pany could  excel:  business  jets  and  re- 
gional aircraft.  To  round  out  Canadair's 
product  line,  he  snapped  up  three  other 
sick  plane  makers:  Boeing's  hemori'hag- 
ing  de  Havilland  unit,  business-jet  pio- 
neer Learjet,  and  Short  Brothers, 
Northern  Ireland's  largest  employer. 
Since  then,  his  management  team  has 
turned  all  four  around  by  melding  them 
into  a  competitive  whole. 

In  early  1990,  for  example,  Wichita's 
Learjet  was  in  a  seemingly  uncontrol- 
lable nosedive.  But  Beaudoin  didn't  sack 
Learjet  President  Brian  Barents,  who 
had  a  credible  turnaround  plan.  What 
the  company  needed  was  money.  That 
fall,  Lear  announced  it  would  spend 
$100  million  on  a  new  intercontinental 


ng  the  best  in  the  world,"  cdiircilc^ 
Tam  Martinsen.  president  of  archri- 
Siemens  Ti-ansportation  Systems  Inc. 
,  wasn't  until  Beaudoin  sought  to 
Bombardier  into  aerospace  in  1936 
his  savvy  at  dealmaking  became 
irent.  His  fii'st  target:  Canadair.  The 
?rnment-owned  aircraft  maker  was 
vning  in  debt  and  had  only  one  vi- 
product:    the    Challenger,  a 
e  business  jet.  The  company  looked 
aless,    and    "we    knew  nothing 


business  jet,  the  Lear  60.  In  1992,  Beau- 
doin sank  over  $200  million  more  into 
the  development  of  a  new  midsize  jet: 
the  Lear  45,  due  in  1996. 

Here's  where  the  acquisitions  paid 
off  handsomely:  The  Leai'  45  would  have 
cost  an  extra  $40  million  if  Lear  hadn't 
been  able  to  farm  out  the  fuselage  to 
Short  and  turn  over  the  wing  to  de 
Havilland.  That  helped  Lear  price  the 
plane  at  just  $6  million,  which  will  make 
it  "their  breakthrough  product,"  says 


Fred  George,  a  pilot  and  a  senior  editor 
at  Business  &  Commercial  Aviation. 

Over  the  coming  five  years,  "most  of 
our  growth  will  come  from  such  new 
products,"  says  Beaudoin.  He  also  has 
big  expectations  for  the  Global  Express, 
a  new  long-range  jet  that  cost  $800  mil- 
lion to  develop,  (page  66)  and  the  $200 
million  Regional  Jet  (rj).  Although  the 
50-seat  rj  got  off  to  a  slow  start  when 
it  hit  the  market  in  1992,  it  is  now  tak- 
ing off.  Before  the  rj,  "there  was  no 
jet  in  the  50-seat  range  with  decent 
economics,"  says  SkyWest  Inc.  Chief 
Executive  Jeriy  C.  Atkin.  With  the  rj, 
SkyWest  can  break  even  fiying  just  25 
people  from  Salt  Lake  City  to  Rapid 
City,  S.  D.,  vs.  the  90  to  100  people  it 
took  with  bigger  jets.  In  December, 
Lufthansa's  regional  carrier,  CityLine, 
ordered  eight  r.js,  pushing  Bombardier's 
backlog  to  42. 

CHINA  CHOO-CHOO.  The  other  engine  of 
Bombardier's  gi'owth  is  a  stronger  push 
into  new  geographic  markets.  Last  yeai; 
53%  of  Bombardier's  sales  came  from 
North  America  and  41%  from  Eui-ope. 
But  in  November,  Bombardier  cinched 
its  largest  Asian  contract  yet:  a  $400 
million  role  in  Kuala  Lumpur's  $2  billion 
liglit-rail  system. 

The  joint  venture  Bombardier  is  ne- 
gotiating with  the  China  National  Rail- 
way Locomotive  &  Rolling  Stock  In- 
dustry (LORIC)  has  far  bigger  potential. 
Under  the  deal.  Bombardier  would 
bring  LORlc's  plant  near  Qingdao  up  to 
world-class  standards.  Railcars  built 
there  would  then  be  sold  throughout 
Asia.  If  the  deal  succeeds,  "Bombardier 
would  have  a  substantial  lead  over  its 
competitors,"  says  Nonnand  Roy,  an  an- 
alyst at  Montreal's  Levesque  Beaubien 
Geoffrion  Inc. 

Beaudoin  has  already  learned  a  few 
hard  lessons  about  operating  in  emerg- 
ing markets.  After  the  company  paid 
.$22  million  to  buy  Concanil  from  the 
Mexican  goveiranent  in  1992,  it  assumed 
it  had  a  lock  on  Mexico.  But  just  six 
months  latei;  it  was  beaten  by  a  Spanish 
competitor  for  a  conti'act  to  supply  cars 
to  the  Mexico  City  subway. 

Only  then  did  Bombardier  hire 
Miguel  Yoldi,  a  Mexican  consultant,  to 
nm  Concarril.  Yoldi's  advice:  "It's  very 
difficult  to  do  business  in  Mexico  if  you 
don't  develop  a  relationship  and  build 
trust."  Bombardier  quickly  dropped  a 
legal  challenge  to  the  Spanish  deal  and 
began  cultivating  Mexican  officials.  Al- 
though the  peso  crisis  will  slow  its  pro- 
jects, Beaudoin  still  considers  Mexico 
one  of  Bombardier's  better  prospects. 

StUl,  globalization  hasn't  come  without 
problems.  Although  Bombardier  beat 
out  stiff  competition  to  win  a  $575  mil- 
lion conti'act  to  build  shuttle-train  cars 
for  the  Eurotunnel  consortium,  costs 
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soared  as  specifications  changed  repeat- 
edly. In  mid-1993,  Bombardier  filed  a 
claim  for  an  additional  $600  million.  Af- 
ter arduous  negotiations,  Beaudoin  set- 
tled for  just  $113  million  in  cash,  plus  25 
million  shares  in  the  Eurotunnel  pro- 
ject, then  worth  some  $150  million.  If 
the  shares,  which  have  since  fallen  to 
around  $125  million,  recover,  Beaudoin 
says  Bombardiei-  will  still  break  even 
on  the  project. 

The  Chunnel  debacle  has  caused 
Bombardier  to  lose  $70  million  in  its 
transportation-equipment  unit  in  the 
past  two  fiscal  years.  But  thanks  to  di- 
versification and  booming  sales  of  prod- 
ucts such  as  Sea-Doo  watercraft.  Bom- 
bardier's overall  net  income  still  rose. 


It's  Beaudoin  who  personally  steers 
the  company  through  such  turbulent 
waters.  Few  executives  can  keep  up 
with  his  relentless  pace.  "He's  a  worka- 
holic," says  Bank  of  Montreal's  Bairett. 
"He  just  loves  what  he  does,  and  he 
does  it  150%  of  the  time."  Barrett 
should  know.  During  a  weekend  at 
Beaudoin's  hunting  lodge  on  an  island  in 
the  St.  Lawrence,  Beaudoin  "success- 
fully harassed  me  on  why  it  might  be  a 
better  idea  to  have  a  plane  with  a  Cana- 
dian flag  on  the  tail,"  Barrett  recalls. 
The  pressure  paid  off  when  Barrett 
traded  in  the  bank's  French-built  Falcon 
50  for  a  Challenger. 

Beaudoin,  who  relaxes  by  playing  ten- 
nis, liding  horses,  and  zooming  through 


the  Quebec  woods  on  a  Ski-Doo,  is 
showing  no  signs  of  retiring  very  soon 
But  when  he  does,  the  succession  deci 
sion  will  belong  to  him  and  other  mem 
bers  of  the  Bombai-dier  family,  who  con 
trol  over  60%  of  the  coi'poration.  Does 
that  mean  Beaudoin's  son  Pierre,  who  a1 
32  is  managing  the  division  that  makes 
Ski-Doos  and  Sea-Doos,  will  succeed  his 
"father?  His  father  insists  that  is  fai 
from  sure.  But  whoever  it  is,  he'll  fine 
himself  at  the  throttle  of  one  of  Nort? 
America's  most  thoroughly  intemationa 
companies. 

By  William  C.  Symoiids  in  Montreal 
with  Farah  Nayeti  in  Paris,  Geri  Smith 
in  Mexico  City,  and  Ted  Plafker  ii 
Beijing 


A  DOCFIGHT  OVER  950  CUSTOMERS 


For  thi'ee  decades,  Gulfstream 
Aerospace  Corp.  has  dominated 
the  market  for  that  ne  plus  ultra 
of  coi-porate  high  life:  the  large  busi- 
ness jet.  Gulfstream's  customers  for 
its  current  jet — the  $27  million  G- 
IV — include  General  Electric  Co.'s 
John  F  Welch,  Walt  Disney  Co.'s 
Michael  D.  Eisner,  and  such  stars  as 
Bill  Cosby.  Appropriately,  Gulfstream 
itself  is  owned  by  Wall  Street's  elite 
Forstmann  Little  &  Co., 
which  bought  it  from 
Chrysler  Corp.  for  $825 
million  in  1990. 

But  suddenly,  Gulf- 
stream is  flying  into  a 
dogfight.  Bombardier  Inc. 
is  spending  $800  million 
to  clevelop  a  plane  aimed 
at  sm^jassing  Gulfstream 
as  the  ultimate  coiporate 
jet.  Bombardier's  Global 
Express  jet  will  be  able 
to  whisk  a  CEO  nonstop 
from  New  York  to  Tokyo 
or  Beijing.  At  a  cost  of  up  to 
$33.5  million — in- 
cluding several 
milHons  for  plush 
cabins  that  include  confei'ence  tables 
and  full-size  beds — it  will  offer  com- 
forts that  fii-st-class  passengers  on 
commercial  carriers  can  barely  imag- 
ine. "We  will  become  the  major  play- 
er in  this  market,"  predicts  Bryan 
Moss,  president  of  Bombardier's 
Business  Aircraft  Div. 
EARLY  BIRD.  In  a  closely  guaixled 
"war  room"  at  Savannah  (Ga.)  head- 
quarters, Gulfstream  executives  are 
tracking  every  detail  of  Bombardier's 
flight  plan  as  part  of  a  drive  to  get 
their  own  ultralong-range  jet,  thr-  C- 


V,  into  the  skies  first.  Like  the  Glob- 
al Express,  a  fully  equipped  G-V  will 
cost  about  $35  milUon  and  fly  6,500 
nautical  miles  nonstop.  But  while  the 
Global  Express  won't  be  delivered 
until  1998,  the  first  G-Vs  wiU  be 

COOL  $33  MILLION:  The  Global 
Express  from  Bombardier's 
Canadair  will  not  be  ready  for 
market  }intil  199S 


available  in  1996. 
"We'll  have  40  G-Vs  opera- 
tional before  their  first  one  taxies 
into  a  hangar,"  says  Rainer  Revitz, 
Gulfstream's  marketing  head. 

Some  observer's  wonder  if  either 
company  will  make  money.  "It  will 
be  a  limited  market,"  wams  Roger 
N.  McMuUin,  CEO  of  Aviation  Meth- 
ods Inc.,  provider  of  private-jet  ser- 
vices to  25  corporations.  Even  Bom- 
bardier admits  that  no  more  than 
950  multinationals,  billionaires,  and 
heads  of  state  are  apt  to  buy  one 
of  the  two  jets.  Skepticism  also 
reigns  at  rival  Dassault  Aviation, 
which  dropped  plans  to  enter  the 
fray.  "A  lot  of  CEOs  wonder  if  it  is 
justifiable  to  spend  this  kind  of  mon- 


ey to  fly  nonstop  [to  Asia]  five  or 
six  times  a  year,"  says  a  Dassault 
executive. 

To  reduce  its  own  risk.  Bom- 
bardier has  assembled  a  team  of 
partners.  They  include  BMW,  Rolls- 
Royce,  Mitsubishi  Heavy  Industries, 
and  Honeywell.  Bombardier  will 
shoulder  just  40%  of  development 
costs,  so  Moss  says  it  needs  to  sell 
only  100  planes  to  break  even. 

Since  business  jets  are 
Gulfstream's  only  product, 
this  is  a  battle  it  can't  af- 
ford to  lose.  Gulfstream 
believes  it  can  develop  the 
G-V  for  just  $300  milHon, 
largely  because  it's  build- 
ing on  the  proven  G-IV 
and  incoiiJOi'ating  sugges- 
tions from  some  loyal  cus- 
tomers. Certain  industiy 
observers  predict  that  the 
actual  bill  will  hit  $400 
miUion.  Either  way,  it's  a 
bmxlen  that  Gulfstream — which  can- 
celed a  1992  stock  offering  for  $100 
million  due  to  lack  of  investor  inter- 
est— cannot  easily  bear-. 

So  far,  the  contest  is  almost  a 
dead  heat.  Gulfstream  claims  it  has 
$2  billion  in  orders  for  the  G-V. 
About  50  buyers,  including  Seagram 
Co.,  have  put  down  a  $2  milHon  de- 
posit. That's  slightly  ahead  of  the 
"over  40"  orders  that  Bombardier 
says  it  has  received.  "I  don't  see  a 
clear  winner  emerging,"  says  John 
Zimmer-man,  president  of  Aviation 
Data  Service  Inc.  in  Wichita.  Still, 
even  a  tie  would  be  a  big  victory  for 
upstart  Bombardier. 

By  William  C.  Symmids  in  Montreal 
and  David  Greising  in  Savannah,  Ga. 
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And  Variations. 


A  New  Way  To  Invest  In  A  New  World. 


ntroducing  G.T.  Global  Theme  Funds, 
e  funds  that  offer  investors  access  to 
ustries  we  believe  will  benefit  from 
nomic,  political  and  regulatory  trends 
see  developing  in  certain  countries. 

GLOBAL  TELECOMMUNICATIONS  FUND: 
ests  in  companies  worldwide  that 
elop,  manufacture  or  sell  telecom- 
nications  services  or  equipment. 

GLOBAL  FINANCIAL  SERVICES  FUND: 
:uses  on  the  worldwide  opportunities 
111  the  demand  for  financial  services 
1  products. 


G.T.  GLOBAL  INFRASTRUCTURE  FUND: 

Seeks  companies  that  build,  improve 
or  maintain  a  country's  infrastructure. 
G.T.  GLOBAL  HEALTH  CARE  FUND:  Invests 
in  the  growing  health  care  industries 
worldwide. 

G.T.  GLOBAL  NATURAL  RESOURCES  FUND: 

Concentrates  on  companies  that  own, 
explore  or  develop  natural  resources. 

Of  course,  it's  important  to  under- 
stand the  special  risks  associated  with 
global  investing,  including  political 
and  currency  risk,  as  well  as  the  risk  of 


for  the  G.T.  Global  Theme  Funds  prospectus  for  more  complete  information,  including 
ja]  investing,  including  political  and  currency  risk.  Please  read  the  prospectus  carefully 
ancial  Services,  Inc.,  Distributor. 


investing  in  similar  industries.  For  com- 
plete information,  talk  to  your  financial 
adviser,  or  call  G.T.  Global -the  specialist 
in  global  investment  innovation  for 
25  years. 

1-800-824-1580 


G.T.  GLOBAL 

London    Hong  Kong    San  Francisco  Tokyo 
Sgclneg       Singapore  Toronto 

When  you  invest  for  your  future, 
think  global... G.T.  Global.'*' 

charges,  expenses  and  the  risks  associated  with 
before  investing  or  sending  money.  G.T.  Global 


^E-  Managing  inventory  is  serious  business.  Especially  when  you're  dealing  with  hospital  supplies.  Like  custom-designed 
sterile  procedure  packs  for  hip  replacennent  surgery  How  does  Baxter  Healthcare  Corporation,  the  largest 
distributor  of  healthcare  products  in  the  world,  do  it?      A  just-in-tinne,  stockless  inventory  supply  systenn  called 
the  ValueLink®  service.  Built  on  a  foundation  of  Microsoft®  products  (including  Windows  NT™  Server  part  of  the 
BackOffice  family),  with  the  help  of  Lante®  Corporation,  a  Microsoft  Solution  Provider  ValueLink  enables  hospitals 
to  order  supplies  online.  It  also  generates  a  huge  volume  of  purchase  orders,  since  Baxter  now  delivers  to  thousands 
of  points  within  a  hospital,  versus  just  one:  the  loading  dock.  The  ValueLink  Distributed  Just-in-Time  Processor  is  a 
cost-effective  way  to  manage  and  meet  this  demand.     ValueLink  creates  a  virtual  corporation  between  Baxter  and 
its  customers  by  networking-and  seamlessly  integrating-their  information  systems.     The  result?  On  average,  an 
astonishing  99.3  percent  order  fill  rate  acros    ^11  products.  Which  means  the  right  supplies  get  to  the  right  place  at 
the  right  time,      Rich  Gius,  Director  of  Inforr     on  Technology  for  Baxter,  adds,  "The  new  system  is  more  flexible 
so  we're  able  to  customize  the  service  to  meet  t    h  hospital's  own  supply  management  needs."     To  learn  how 
Microsoft  can  help  you  gam  ;  jsiness  advantage     ng  computers,  call  (800)  437-31  19,  Dept.  G6U. 


:  'If  np  prosthesis  pictured  above  ■  ,  :  <,-,  Dr-P.i-,'*:  Int.  mA  is  not  available  thro 
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■  ji'tcrcd  tr  jdemarl-  of  Baxter  Hpaltiic     ■  ■      )orali:)p  I  JcPuy  r,  a  registered  trademark 
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Legal  Affairs 


CYBERSPACE 


FLAMED  WITH 
A  LAWSUIT 

Will  courts  set  limits  on  the  freedom  of  cyberspeech? 


Stratton  Oakmont  Inc.  is  im 
stranger  to  trouble.  The 
Lake  Suc-cess  (N.Y.)  invest- 
ment bank  last  year  settled 
charges  with  the  government  that 
it  had  engaged  in  an  illegal  penny- 
stock  scheme.  But  its  executive.- 
found  themselves  in  unfamiliar  ter 
ritoiy  this  fall  when  a  user  of  Prod- 
igy Services  Co.,  the  popular  on- 
hne  computer  service,  accused  the 
Arm  of  fraud  stemming  from  one 
of  its  initial  public  offerings.  The 
user  said  .Stratton  Oakmont  dis- 
closed that  a  client  had  lost  its 
biggest  customer  only  after  it 
launched  the  offering.  "This  is  9} 
fraud,  fraud,  fraud,  and  criminal!" 
the  user  wrote  on  Oct.  23  on  Mon- 
ey Talk,  an  electronic  bulletin  board 
operated  by  Prodigy. 

Stratton  iired  back — not  on  the 
bulletin  board,  but  in  court.  It  filed 
a  .$200  million  libel  suit  on  Nov.  7 
against  Prodigy,  based  in  White  ^'^X 
Plains,  N.  Y.,  and  .John  Doe,  the 
anonymous  flamer.  Stratton  argaies 
that  Prodigy,  which  removed  the 
derogatory  remarks  from  its  net- 
work on  Nov.  11,  is  responsible  for  all 
communication  on  its  service.  "If  Prodi- 
gy is  in  the  publishing  business,  then  it 
opens  itself  u].)  to  libel  chai'ges,"  says 
Stratton  lawyer  Jacob  H.  Zamansky. 

Stratton's  case  has  brought  to  a  head 
a  long-anticipated  clash  between  tradi- 
tional law  and  freewheeling  computer 
communications.  Courts,  busines.ses,  and 


V 


cybernauts  are  all  now  gi'appling  with 
how  to  control  the  burgeoning  online 
technology  revolution,  which  lets  users 
bi'oadcast  messages  worldwide,  without 
choking  off  free  speech.  The  basic  prob- 
lem: Existing  laws  are  outdated  for  to- 
day's direct,  real-time  communications. 

Aside  from  libel  issues,  copyiight  and 
pornogi'aphy  laws  are  also  bumping  up 


against  the  tenets  of  the  virtual  world 
(table).  And  experts  predict  that  other 
thomy  legal  questions,  such  as  intellec- 
tual-property and  contract  disputes,  on 
line  sexual  and  racial  harassment,  and 
the  use  of  electronic  communication  to 
peddle  fraudulent  sales  schemes,  will 
emei'ge  as  more  consumers  get  hooked 
in  to  the  online  world.  In  1994,  5.2  mil- 
lion people  logged  on  to  commercial  net- 
works, up  from  1.72  million  in  1990 

The  stakes  in  these  legal  contests 
which  threaten  to  dilute  the  in-your-face 
culture  of  cyberspace,  are  extraordinar- 
ily high.  Up  until  now,  the  broad 
appeal  of  the  online  world  has  been 
that  it  enables  all  its  users  to 
express — and  defend — themselves 
without  inhibition.  But  cyberexperts  * 
say  court  ralings  that  curtail  such 
free  speech  could  substantially  crip-  " 
pie  the  budcUng  online  industry,  a  $1 
billion  business  made  up  primarily  i 
of  eight  cominercial  operators.  "The 
law  is  designed  to  protect  people  i 
who  have  no  ability  to  reply,"  says 
Ellen  M.  Kirsh,  general  counsel 
America  Onhne  Inc.,  ba.sed  in  Vien- 
na, Va.  "But  the  rules  do  change  inli' 
cyberspace,"  where  everyone  car  ^' 
respond.  (BUSINESS  WEEK  is  an 
America  Online  partner.) 
CHAINED    MELODY.    Stifling  the  K 
growth  of  online  sei"vices  isn't  the  * 
only  potential  danger  Unless  a  so# 
lution  for  governing  electronic  com 
munication  is  found  soon,  manj 
computer  experts  fear  an  unpar- 
alleled litigation  explosion.  "If  ev^ 
ery  person  takes  offense  at  every 
thing  on  the  Net,  there  wouldn'tl» 
be  enough  resources  in  the  infinit( 
galaxy  to  cover  the  lawsuits,"  says  " 
David  Banisar,  an  attoraey  at  the  Elec-  «i 
tronic  Privacy  Information  Center  ir  »e 
Washington.  That  is  why  the  cyber 
industiy  will  meet  in  Febmaiy  to  dis-  Ift 
cuss  self-regulation  and  possible  legisla- 
tion. It  hopes  to  find  an  ally  in  Hous( 
Speaker  Newt  Gingrtch  (R-Ga.),  a  tech 
noid  who  touts  electronic  communica 
tions  as  the  route  to  gi'eater  democracyfe 


Legal 

Clashes 

In 

Cyberspa^ 


COPYRIGHT 


DATA  BUSINESSWEEK 


Should  online  services  be 
held  liable  for  inflammatory 
statements  posted  by  their 
subscribers?  Courts  will 
soon  decide  whether  online 
companies  are  merely  ven- 
dors, like  bookstores,  or 
have  editorial  control,  like 
riewspapers. 


Can  online  services  be  held 
liable  for  copyright  in- 
fringement even  if  they 
don't  know  of  their  sub- 
scribers' misconduct?  Cy- 
berfirms  say  they  should 
only  be  blamed  when  they 
know  about  infringement 
and  fail  to  take  action. 


JURISDIGTION 


Which  laws  govern  illegal 
acts  on  electronic  bulletin 
boards?  With  pornography, 
for  example,  do  laws  where 
the  computer  user  is  located 
apply,  or  should  a  bulletin 
board  group  be  allowed  to 
establish  its  own  standards, 
superceding  local  law? 


70  BUSINESS  WEEK  /  FEBRUARY 


HI 


an 


nline  service  companies  are  looking 
A''ashington  and  internally  in  the 
?s  of  avoiding  standards  imposed  by 
•ts  that  would  be  virtually  impos- 
;  to  meet.  CompuServe  Inc.,  in  Co- 
ous,  Ohio,  for  one,  has  found  it  hard 
lolice  the  activities  of  thousands  of 
iciibei's  using  its  netwoi'k  daily.  And 
•gues  that  users  don't  want  to  feel 
they're  under  constant  scrutiny, 
the  Information  Superhighway, 
i  of  us  wants  a  pati-olman  observing 
1  of  our  actions,"  says  Kent  D. 
;key,  CompuServe's  general  counsel, 
tuckey  is  currently  fending  off  a 
filed  in  1993  against  CompuSeive 
New  York-based  music  publisher 
ik  Music  Corp.  The  company  accus- 
^ompuServe  of  infi'inging  the  1955 
Tight  of  Unchained  Melody  and  at 
t  550  other  compositions  the  music 
isher  owns.  Frank  Music  claims  that 
ipuServe  is  liable  for  the  infringe- 
t  even  if  it  didn't  know  that  its  sub- 
Ders  were  posting  and  downloading 
ected  works  owned  by  Frank  Music. 
ipuServe  says  it  shouldn't  be  made 
ay  for  such  acts  on  its  network  un- 
it knew  about  them  and  deliber- 
f  ignored  them. 

nline  services  are  also  struggling 
1  jurisdictional  questions;  that  is, 
36  laws  should  govern  online  activity 
originates  in  one  locality  but  has  an 
;t  on  users  in  other  regions.  For 
nple,  Robert  and  Caiieen  Thomas, 
ran  an  adult  bulletin  boaixl  based  in 
)itas,  Calif.,  are  now  appealing  a 
;  conviction  on  obscenity  charges  by 
.  S.  court  in  Memphis.  Because  ob- 
ity  is  traditionally  determined  by 
I  community  standards,  pornogra- 
downloaded  in  Tennessee  may  be 
e  offensive  to  locals  than  the  same 
?rial  viewed  in  Cahfomia. 
THE  HOOK.  To  clear  up  the  jurisdic- 
il  confusion  caused  by  communica- 
i  traversing  the  globe,  online  compa- 
prefer  a  community  standard 
irmined  by  bulletin  boaixl  users 
nselves,  rather  than  a  myriad  of 
-world  local  rules.  "Geography 
lid  have  nothing  to  do  with  it,"  says 
h.  "If  you  go  into  the  Gay  &  Les- 
Foi-um,  you  should  adopt  a  differ- 
standard  from  Chiistianity  Online." 
or  the  moment,  the  Prodigy  libel 
has  taken  center  stage  because  it  is 
rect  test  of  how  far  First  Amend- 
t  protections  will  go  in  cyberspace, 
its  part.  Prodigy  says  existing  libel 
;  governing  media  such  as  newspa- 
;,  which  are  responsible  for  their 
ent,  don't  apply  to  it  because  it  can't 
—or  even  read — the  75,000  notes 
smitted  on  its  network  daily.  Be- 
s,  "there's  no  way  in  most  cases 
you  could  even  tell  whether  some- 
g  was  [strictly]  libel,"  says  Prodi- 


A  Scudder  Pure  No-Load"  Fund! 


Tax  relief.  High  stability. 
That's  my  tax  strategy. 


Now  there's  a  cautious  way  to  seek  tax  relief:  Scudder  Limited 
Term  Tax  Free  Fund.  This  Fund  is  designed  to  offer  you  current 
income  that's  free  of  federal  tax.*  What's  more,  although  its  yield 
and  share  price  fluctuate,  it  aims  for  high  price  stabil- 
ity by  investing  primarily  ui  high-gi'ade  municipal 

bonds  with  a  1  to  5  year  average  maturity.  And 
you'll  also  benefit  from  the  extensive  bond 
research  of  the  Fund's  adviser,  Scudder, 
Stevens  &  Clark,  Inc.  CaE  today  for  a  free 
fact  kit  on  this  pure  no-load  "'  Fund. 


Scudder  Limited  Term 
Tax  Free  Fund 
1-800-225-2470  ex.  8184 

SCUDDER 

STEVENS  &  CLARK,  INC. 


Celebrating  75  years 
of  serving  investors 


*A  poition  of  the  Fund's  letiims  may  be  subject  to  federal  taxes.  Contact  Scudder  Investor  Services, 
Inc.,  Distributor,  for  a  free  prospectus,  winch  contains  more  complete  information  on  management 
fees  and  other  expenses.  Read  the  prospectus  carefully  before  you  mvest  or  send  money. 


^UrUffl.  FUND 

S  CO  R  E  B  O  A  R  D 


Compare  the  performance  of  more  than . . . 
2,400  Equity  and  2,300  Fixed  Income  Mutual  Funds! 

•  Simple  menu  commands    •  Operates  on  IBM  or 

•  Updates  monthly  or  IBM  compatible  PCs 
quarterly 

FOR  SUBSCRIPTION  INFORMATION: 

CALL  TOLL  FREE  1-800-553- 

Outside  USA:  1-201-461-7921 
FAX:  1-201-461-9808 
Ask  for  DEPT.  HB42 


3V:"  and  5'A" 

Diskettes 

availat;)le 
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smartest  thing  youVc  ever  dorn 


It  seems  you  can't  open  a  magazine  today  without  reading 
about  the  importance  of  understanding  your  customers. 

But  81%  of  CEO's  still  claim  they  don't  know  their 
customer  base.  And  55%  say  technology  hasn't  helped. 

What  good  is  information  that's  stovepiped,  so  the 
people  who  need  it  can't  get  their  hands  on  it? 

What  good  is  information  in  ten  different  databases? 

Our  Get  IT^  Move  IX  Use  IT™  solutions  recognize  both 
the  CEO's  need  for  customer  information  and  the  CIO's 
need  for  integration  and  open  architecture. 

Because  of  all  the  information  companies  out  there, 
we're  the  one  that  best  unites  the  strengths  of  both 
computing  and  communications  in  our  solutions. 

So,  for  a  major  retailer,  we  helped  them  discover  that 
70%  of  their  merchandise  was  not  productive.  And 
transformed  each  of  their  locations  into  a  customer-driven 
neighborhood  store.  Where  vendors  knew  what  was 
moving,  not  in  75  days,  but  in  less  than  a  week. 

For  a  European  insurer  with  a  niglitmare  claims 
process,  where  20  pages  per  claim  got  filed  and  re-filed, 
and  passed  througli  a  dozen  hands,  we  now  Get,  Move, 
and  Use  information  electronically  Productivity  is  up  almost 
30%.  And  the  same  staff  that  handled  4000  claims  a  month 
now  handles  6000. 

There's  a  Customer  Focused  Solution  that  can  help  you 
transform  your  company  into  a  truly  customer  intimate 
organization.  Call  1  800  579-5722.  We'll  tell  you  more. 


AE^  Customer 
Focused  Solutions. 
Tlirning  information 
into  understanding. 


Now  that  NCR  and  ATSlTare  one,  computing 
and  communications  have  come  together  to  help  you 
get,  move,  and  use  information. 


^ATsT 


Global  Information 
Solutions 


Stake  Your  Claim  In  The  New  W)rld  Markets' 


•  4  ^  rS;V.:^? 


5.?  .■  • 


h.  ■  :•  \  ^  ■■■  . 


The  1995  Business  Week  Presidents  Forum 
21st-century  Capitalism: 
New  Rules  for  the  Glohal  Economy 

Join  Business  Week  and  the  presiflents,  CEOs,  and  chairmen 
of  America's  most  prestig;ious  cotporations  for  face-to-face 
interaction  and  (hscussion  on  building  business  in  the  new 
world  markets. 

Febinai7  1-^-19,  1995 
Hyatt  Grand  Champions 
hidian  Wells.  CA 

At  ihe  Hob  Hope  ChiTsler  Classic, 
a  n;\  TOm  Event  ' 

In  (is.s()(  iiiliori  with: 


Featured  keynote  Spe  ^ 
George  j, 
Former  President 
United  Slates  of  Ar 


GEMIHi      MM    THOMAS  GROUP,  inc.     ZENITH  O 

HIIbBi  d  at  a  S  ¥  s  t  e  m  s  l&fil 


in 

The  Horh  Bi 
Ronald  ^  [g 
U.S.  Secret  ^ 
Com 

Percy  Ba 
Chairman  ana  ^ 
Asea  Brown , 

IBf 


\\/iih  llir  siijiport  1)1  W  harton  Kxerutive  Kdw  ution  and  hindon  School  of  Economics 

I  III-  ■       'r'fi,'!  inlii'-niiiiion .  jilrtisf  cidl  Julie  Terrnnova.  rpiiislrar.  Business  W'pck  Executive  Profsrams.  212-512-3113. 
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egal  Affairs 


enior  Vice-President  George  M. 

rry  and  other  online  defenders 
-  hopefully  to  a  1991  ruling  that 
CompuServe  off  the  hook  in  a  libel 
The  federal  court  in  Manhattan 
CompuServe  was  not  analogous  to 
vspaper,  which  exerts  editorial  con- 
but  instead  resembled  a  bookstore, 
ii  distributes  materials  published 
-hers  but  isn't  responsible  for  their 
mt.  "We're  like  hotel  meeting 
s,"  says  David  R.  Johnson,  chair- 
of  New  York-based  lexis  Counsel 
ect.  "We're  responsible  for  good 
ce  but  not  for  what's  said  in  the 

JNGTIME.  Instead  of  the  courts,  on- 
service  advocates  say  victims  of 
e  slander  should  be  using  cyber- 
re — where  flaming  attacks  can  offer 
nost  satisfying  revenge— to  make 
cases.  "Instead  of  picking  up  the 
i  to  call  up  your  lawyer,  you  should 

istead  of  picking  up 
e  phone  to  call  your 
lyer,  you  should  take 
)ut  your  keyboard" 

out  your  keyboard  and  fire  away," 
Washington  journalist  Brock  N. 
:s,  who  settled  a  libel  suit  in  Au- 
for  a  story  he  published  on  the 
•net  about  an  allegedly  dubious 
eting  scheme  by  Suarez  Coiijora- 
[ndustries,  in  Canton,  Ohio.  When 
Kirsh  received  a  complaint  last 
from  a  dog-food  maker  about  elec- 
ts postings  disparaging  its  product, 
jave  the  company  10  hours  of  free 
e  time  to  make  rebuttals, 
it  Stratton  claims  that  its  case  is 
•ent  because  Prodigy  exercises  ed- 
1  control.  Until  1992,  Pi-odigy,  which 
ets  itself  as  a  family-oriented  ser- 
read  all  its  subscribers'  notes  be- 
running  them.  But  the  review  de- 
I  postings  by  21  hours  when  the 
•any  started  getting  1,000  notes  a 
So  now  Prodigy  relies  on  software 
lete  obscenities  and  racial  slui's — a 
!ss  that  few  other  services  use. 
ith  its  very  future  at  stake,  the 
e  service  industi-y  and  its  custom- 
ill  continue  to  challenge  laws  wiit- 
br  the  real  world.  It  will  then  be 

0  the  courts  and  legislators  to 

1  the  pros  and  cons  of  a  free-for-all 
berspace. 

By  Catherine  Yang  in  Washington 


PAX 

WORLD 
FUND 


What  kind  of  a 
world  do  you  wont 

Environmentally  Sound? 
Peaceful? 

With  Equal  Opportunity? 


For  a  free  prospectus 
and  other  materials 
call  toll-free 
24  hours  a  day: 

1-800-767-1 729 

Pax  World  Fund  shares 
are  available  for  sale  in 
all  50  states. 


Then  Consider  Pax  World  Fund* 

Pax  World  is  a  no-load,  diversified  balanced 
mutual  fund  designed  for  those  wfio  wish  to 
develop  income  and  to  invest  in  life-supportive 
products  and  services.  Pax  invests  in  such 
industries  as  pollution  control,  health  care,  food, 
housing,  education,  and  leisure  time. 

The  fund  does  not  invest  in  weapons  production, 
nuclear  power,  or  the  tobacco,  alcohol  or 
gambling  industries.  Various  opportunities  are 
available:  Regular  Accounts,  IRA's,  Educational 
Accounts,  SEP-IRA's,  and  403(b)  Pension  Plans. 
Minimum  investment  $250.  Send  no  money. 

■  Pax  World  Fund  is  the  only  mutual  fund  in  the 
nation  affiliated  with  a  foundation  that,  for  twelve 
years,  has  supported  tree  planting  in  areas  of  the 

DEFORESTED  ThIRD  WORLD. 


NordicTrack  removes  your  love  handles  fast! 


Only  NordicTrack  works  all  your  major 
muscle  groups  at  once. 

rli.it  s  w  hy  a  Xi  )ixlicTra<- k  c\ci\im.t 
knou  ii  a.s  The  World'.s  BeNt  Aerobic  E.xerciser , 
It  he.st  matches  the  total-body  tiiotion  of 

cids-i-countiA  .skiing  — 
hailed  by 
-         fitness  e.xpeils 
.  TM.^'   as  tile  best 
"j^      aerobic  workout. 

Studies  show 
/    NordicTrack  burns 
more  calories  than 
staiisteppers,  exerci.se 
"likes  and  treadmills. 
And.  unlike  k)wer-b()dy 
exercisers.  NordicTrack 
mes  your  wiiole  liody 
( including  your 
love  handles). 


Mordiclrack 

■    W  m  A  CML  Company 

The  World 's  Best  Aerobic  Exerciser 


Research  proves  NordicTrack  gives  you 
better  results  than  diets  alone. 

I.)iets  alone  simply  don  t  keep  the  \\eit;lil  oft 
But  studies  reveal  7  in  10  users  who  liought  a 
NordicTiack  to  control  their  \\  eight  lost  an 
av  erage  of  17  pounds  .Am.!  .itler  an  entire  year. 
8()"i,  still  kept  it  off. 

Best  of  all,  the  exclusive  NordicTrack 
workout  takes  as  little  as  20  minutes,  three 
times  a  w  eek, 

A  fast  way  to  melt  pounds  away. 

Di.scover  how  in  itist  12  weeks 
NordicTrack  users  lost  an  amazing  ^  inches 
off  their  waist!*  With  results  like  tins,  why 
settle  for  anything  less  than  a  genuine 
NordicTrack,  Call  toda\' 


FREE  VIDEO  &  BROCHURE 

CALL:  1-800-441-7891 

Ext.  143B5 


Call  or  send  to;  NordicTrack,  Dept.  14385 
104  Peavey  Road,  Chaska,  MN  55:318-2;355 


©IHD.T  .N'ur(iicTracl<,  Inc.  .\  CML  Company  •  .Ml  righu  reserved, 
'^  Results  stiown  are  averages,  Individuat  results  may  vary. 


■^inally,  a  concept  car  with  integrity. 

The  Concept.  Structural  integrity.  Make  a  car's  body  unit 

stronger. . .  resistant  to  flex  and  noise . . ,  and  you  build  a  better  automobile. 

The  Car.  To  make  it  happen,  the  all-new  1995  Riviera  was 
given  an  all-new  body  structure.  A  body  unit  so  rigid  that  it  achieves 
a  new  world  standard  for  structural  integrity  —  unsurpassed  by  any 
other  luxury  coupe.  A  body  unit  so  strong  that  it  acts  as  a  security 
cage  around  its  occupants.  What  a  concept. 
To  learn  more,  call  1-800-4-RlVIERA. 


©1994  GM  Corp.  All  right: 
"~  I  Riviera  is  a  registered  tra 
Bucltle  up,  America! 


rp.  All  rights  reserved 
gistered  trademarlc  of  GM  Corp. 


Riviera  by  Bu 


It  suggests  both  Fortur) 


Caltnap'grained  leather-trimmed  seats.  Cavernous  space  thanks  to  its  innovative  cab-torwa  k 


0  and  Indianapolis  50Q 

ers.  And,  of  course,  driver  and  front  passenger  air  bags.'  Why,  with  all  that,  you'd  think  we  made 
ar  exclusively  for  the  corporate  elite.  Enter  a  214  horsepower,  24'valve,  3.5  liter  V6  engine, 
-touring  suspension  and  traction  control.  Plus  a  wide  track  tor  superior  handling.  And  you'd  be 
)  think  racing  elite.  Chrysler  LHS.  Whatever  circles  you  drive  in,  you'll  be  comfortable  in  both, 
lore  information,  call  1'800'4'A'CHRYSLER.  QlTyslcr  LHS 

f  a  r  m    folio  w  s    f  u  n  c  t  i  o  n 


ftirtunc  500  1^  d  lCJ^l^fL^^,■J  n.uii-Tmiilv  cj  Time  Uk  Indiampoh''  500  is  a  ii^^sicrai  t^^u.k'Tmrk  of  IMS  G^.  'Akvay.  u  cai  yoin  u-iir  Ml 


Getting  Ready 
for  the 

Senior 
PGA 


BY  BOB  VERDI 

In  professional  athletics,  expansion 
can  be  a  polite  synonym  tor  dikition. 
More  leagues  mean  more  jobs  on 
more  teams,  so  it  is  only  natural  that 
demand  for  j-ilayers  will  stretch  supply 
to  the  outer  Hmits. 

Which  IS  fme.  Americans  love  their 
sports.  Let  the  games  grow  on. 

But  the  Senior  PGA  TOUR,  unique 
in  so  many  ways,  again  declares  itself  as 
different  on  the  crucial  matter  of  talent. 

The  Senior  PCiA  TOUR  debuted  in 
I'^SO,  staging  two  events  tor  total  prize 
money  of  S25(),()()().  In  199  i,  there  were 
1  1  tournaments  tor  $2S,<S50, ()()(). 

Obviously,  success  of  this  enterprise 
is  measured  in  quantum  leaps.  Yet,  Dave 
Stockton,  who  won  individual  banking 
honors  tor  the  second  consectitive  season, 
(  an  be  assured  that  he  will  be  challengetl 
by  ,1  new  and  improved  roster. 

Whi(  h  IS  as  It  shoLild  be.  The  list  of 
ton ysoniething  players  who  are  ready, 
willing  and  able  to  join  the  fun  and  profit 
on  I  he  Senior  PCiA  TOl  IR  sooner  rather 

■  !ian  later  is  dazzling.  Ti^e  sport  for  ages 

'.<<  SO  IS  still  there  to  b  ■  seized  at  50, 
-':\!  ihat's  where  Hale  Irwin  will  be  on 

■  .•■.;c  -i.  All  he  did  in  199  I  was  finish 

■'■i  II)  \va^es  on  the  PGA  T(  )IFR. 


I'm/, /a/Is  C/z/i  u//il,//i/\.  IXir/J  Gi\//:h//// ,/////  H./h 

"Not  too  shabby,"  says  Irwin,  who 
did  91  holes  of  hard  labor  at  Metlinah 
Country  Cilub  in  1990,  when  he  became 
the  oldest  winner  (15)  of  a  U.S.  Open. 
That  was  his  third  such  title  for  a 
machine  man  with  a  crowded  trophy 
case,  but  cruise  control  is  a  gear  the 
Irwin  transmission  doesn't  include. 

Example.  Irwin  knows  the  Senior  PGA 
TOUR  is  out  there.  But  so  is  the  Ryder 
Ctip.  And  he  dearly  wants  to  work  for 


Inr///  a/r  //nth  x<-'/""K  '"''A'  /'"'  //->t'  Si'i/inr  TOUR. 

a  place  on  the  United  States  team  tor 
the  biennial  matches  at  Oak  Hill  in 
Rochester,  NY  come  Se]itember.  Which 
is  as  it  shotild  be,  again.  Irwin  is  all 
about  the  zeal  to  compete,  and  that  is 
the  very  essence  of  what  energizes  the 
Senior  TOLIR.  "I'm  sort  of  stuck,  because 
of  my  birthday, "  Irwin  said.  "It  comes 
right  in  the  middle  of  the  season.  It  I'm 
fortunate  enough  to  be  having  any  kind 
of  a  year  on  the  TOUR,  I'm  sure  I'll 


Hi!  1  i  AK'l'  (i,  I  ')')•) 


We  have  the  edge  you  need 
to  meet  any  financial  challenge. 


The  Principal  Edgef 

Focused  solutions.  For  11 5 

years,  we've  been  unfolding 
financial  products  and  services 
that  anticipate  the  changing  needs 
of  businesses  and  individuals. 

Strength.  With  over  $47  billion  in 
assets  under  management,  The  Principal 
Financial  Group®  has  become  one  of  the 
world's  strongest  financial  services 
organizations. 

Tools.  From  life  and  health  insurance  to  401(k),  from  HMOs 
to  home  mortgages  and  annuities,The  Principal  provides  a 
diverse  anBy  of  financial  tools  to  over  8.7  million  people. 

Flexibility.  By  offering  unique,  flexible  insurance  and  financial 
solutions  Principal  Mutual  Life  Insurance,  our  largest 
member  company,  has  grown  to  become  the  10th  largest 
in  America  based  on  assets. 

Your  edge  on  the  future.  When  you  put  it  all 

together,  we  bring  you  an  advantage  no  one  else 
can:  The  Principal  Edge:  To  learn  more  about  it 
call:  1-800-986-EDGE  (3343)  Ext.  9003. 


Financial 
Group 

fe  and  Health  Insurance  •  HMO/PPO  •  Pension  •  Stock  Brokerage  •  Mutual  Funds 


©1994PrincipalMutualLifelnsuranceCompany,DesMoines,IA50392-0150.  ProductsandservicesotferedthroughPrincipalMutualLifelnsuranceCompany(ThePrincipal)anditssubsidiaries. 
Stock  brokerage  through  Principal  Financial  Securities,  Inc.  (not  available  in  all  states).  Managed  health  care  through  Principal  Health  Care,  Inc.  (not  availablein  all  states).  Home  mortgages 
available  through  Principal  Residential  Mortgages.Mutualfundsdistributed  through  PrincorFinancialServicesCorporation.a  registered  brokerdealer(prospectusesavailatjle 


n  H  E    5  8  TH    UNWRITTEN  LAW 
OF  DRIVING 


THE  ROAD 

IS  PAVED 


WITH 


IDIOTS. 


UNLIKE  MOST  4WD  VEHICLES. 
DUAL  AIR  BAGS  COME  STANDARD 
ON  ALL  ISUZU  TROOPERS 


They're  out  there,  those  runners  of  stop  signs,  those  no-signal  lane  changers. 
And  while  there's  little  we  can  do  about  them,  we've  gone  to  great  lengths 
to  make  them  less  of  a  threat.  Case  in  point:  standard  dual  aur  bags.  You  won't 
find  this  on  many  4-wheel  drives.  Are  we  paranoid?  No.  Over  protective? 
Maybe.  Then  again,  who  do  you  trust?  Yourself?  Or  the  guy  who  cut  you  off 
on  the  freeway?  Presenting  the  Trooper  Limited. 

ISUZU 

For  information  please  call  (800)  726-2700.       Practically /Amazing 


,SPF,C:iAL  ADVr.RTISING  SECTION 


It  to  concentrate  on  gettmg  enotigh 
nts  to  quality  for  the  Ryder  Cup." 
When  last  seen  in  that  grueling 
urance  test  against  Europe,  Irwin 
i  on  the  18th  green  at  Kiawah  Island, 
in  September  of  1989.  His  opponent 
the  12th  and  final  singles  match  was 
"many's  Bernhard  Langer,  whose 
t  for  victory  missed.  It  was  one  ol 
se  moments  frozen  in  goU  history. 
"It  was  unbelievable,  the  pressure," 
in  recalled.  "I  wouldn't  have  wished 
t  putt  on  anyone.  But  Bernhard 
le  out  of  that  fine,  and 
t's  why  we  do  what  we 


through  Tom  Weiskopf,  and  Tom  is  one 
I  keep  in  touch  with.  Everything  he  tells 
me  about  his  experiences  on  the  Senior 
PGA  TOUR  is  terrific.  He  loves  it.  And 
the  lure  ot  it  to  me  is  this:  the  one  thing 
I  miss  is  getting  up  in  the  morning  with 
the  challenge  ot  being  the  best  you  can  be. 

"You  have  it  occasionally  in  business, 
but  it's  not  quite  the  same.  I've  played 
a  lot  of  customer  golf  and  I  practice  as 
much  as  I  can,  but  getting  ready  for  the 
Senior  TOUR  will  require  physical  and 
mental  preparation.  I  haven't  lost  my 
"We  love        skills,  but,  even  after  all  those 
the  game,  we  love    years  I  traveled,  I'll  probably 


We  love  the  game,  we    being  in  the  hunt,  and  '^'^^^     learn  how  to  pack 
;  being  in  the  hunt,        that's  why  the  Senior    '1  suitcase  again, 
that's  why  the  Senior    TOUR  is  SO  appealing,"        "I  left  the  TOUR  by 
UR  is  so  appealing.  It   Irwin  said.  "It  will  always  choice  and  I  will  go  to 
I  always  be  there,  and        be  there,  and  I'll  be      '^'"'^  Senior  TOUR  by 
be  there  before  long."  there  before  choice.  I  expect  it  will  be 

So  will  David  Graham,  long."  real  kick.  And  the  other 

Morgan  and  Hubert  Green, 
3  turn  50  in  1996.  To  be  followed  by 
any  Miller  and  Larry  Nelson  in 


'7.  And  how  about  this  for  the  class 
)9r'  Tom  Kite,  Tom  Watson  and 
ny  Wadkins. 

'David  Graham,  Tom  Watson  and 
ere  all  in  the  same  Q-school,  the  fall 
971,"  Wadkins  mused.  "Now,  we're 
sharpening  up  to  get  prepared  for 
Senior  TOUR.  How  about  that?" 
'I  know  how  old  I  am,  so  it's  not 
I'm  sitting  at  home,  crossing  off 
s  on  the  calendar,"  Graham  said. 
It  what  I  see  and  hear  of  the  Senior 
UR  is  phenomenal.  I've  basically 
n  inactive  for  the  last  four  years, 
iven't  put  my  clubs  in  the  closet. 
)n't  have  any  banana-in-the-head- 
er  stories  like  Bruce  Lietzke. 
'But,  I  had  a  successful  career  on  the 
UR,  I  was  personally  satisfied,  and  I 
ited  to  diversify'  my  life,  which  I  have 
h  the  design  company  in  which  I'm 
tners  with  Gary  Panks.  I  met  him 


bonus  would  be  my  sons,  who 
were  too  young  when  I  was  on  the  PGA 
TOUR.  One  of  the  greatest  things 
I  ever  saw  was  that  enormous  bond 
between  Jack  Nicklaus  when  he  won 


Tom  Walsuii  IS  preparnig  Jur  his  eiinUmeiit  in  the 
Senior  TOUR's  class  of  99. 


■•^-Miiilii^^ 

'I'liiH  Kiic  Will  li  eligible  to  join  the  Senior  TOUR  in 
five  years. 

the  1986  Masters  with  (son)  Jackie  as 
his  caddie.  That  would  be  a  treat,  for 
my  Andrew  or  Michael  to  be  there,  now 
that  they've  grown,  if  I  happened  to 
win  on  the  Senior  TOUR. " 

"Just  when  you  think  you  might 
have  had  enough  traveling,  you  see  that 
Senior  TOUR  out  there.  It's  awfully 
lucrative.  There's  no  way  to  turn  your 
nose  up  at  that,  no  matter  how  well 
you've  done  financially.  Plus,  you  get  to 
see  new  courses  and  old  friends.  That 
sounds  pretty  tempting  to  me,  not  that 
it's  easy  money  by  any  means.  Those 
guys  can  flat  play,"  Wadkins  said. 

For  Kite,  the  PGA  TOUR  s  all-time 
money  winner,  a  little  extra  cash  would 
be  nice,  if  not  necessary.  But  Kite,  like 
most  of  golfs  upper  echelon,  operates 
by  a  different  standard.  The  ultimate 
prize  IS  triumph  instead  of  a  paycheck, 
and  the  price  you  pay  is  that  of  com- 
mitment and  sacrifice.  The  notion 
of  the  Senior  PGA  TOUR  as  this  vast 
Horn  of  Plenty  cannot  enter  his 
thoughts,  at  least  now. 

"I  don't  believe  in  comfort  zones," 
Kite  said.  "If  I  allow  myself  to  think 
about  all  that  might  await  me  when  I 
turn  50,  it  would  take  away  from  what 
I'm  trying  to  do  right  now.  If  I  wanted  a 
comfort  zone,  I  wouldn't  be  on  the  PGA 
TOUR  to  start  with.  And  I've  got  five 
years  left  before  I  have  the  choice  anyway. 

"People  say  I'm  hard  working,  and 
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that's  what  I  intend  to  be.  I've  worked 
at  my  ^ame  since  I  was  a  kid,  and  will 
continue  to.  I  may  hit  the  wall  someday 
soon  and  not  be  able  to  get  up  over  it 
again.  I  don't  foresee  that  happening.  I 
enjoy  everything  about  the  TOUR,  and 
when  the  time  comes,  I'll  probably  be 
gung-ho  for  the  Senujr  TOUR.  Then, 
when  I'm  53,  the  kids  will  be  olf  to  col- 
lege, and  it'll  be  )ust  (wile)  Christy  and 
myself  again,  maybe  just  like  starting 
out  again  on  the  Senior  TOUR  the  way 
Dave  and  Kathy  Stockton  are  doing  it." 

And,  about  that  time,  there  will  be 
another  Texan  to  reckon  with  out  on 
Golden  Pond.  Ben  Crenshaw  hits  50  in 
January  ot  2002  and  if  the  sun  is 
still  shining,  he'll  still  be 
making  those  putts  from 
everywhere,  |usf  like 
Stockton. 

"Hopefully,"  said 
Gentle  Ben.  "I've  been 
very  fortunate  with  that 
short  stick,  and  no  matter 
where  you're  playing,  you  still 
have  to  get  the  ball  in  the  hole. 
There's  also  no  substitute  for  the  com 
petition.  I'm  sure  whoever  you  talk  to 


Hopefully," 
said  Gentle  Ben. 
"I've  been  very 
fortunate  with  that 
short  stick,  and  no 
matter  where  you're 
playing,  you  still  have 
to  get  the  ball  in 
the  hole." 


Bi'i/  Cnnihiiiv  h  gearniv  n;<  fur  the  innijiliuoii  on  tlx  Scninr  TOUR 


says  the  same  thing.  (They  do.) 
It's  the  competition  and  the 
camaraderie.  The  Senior  TOUR 
h;is  just  catapulted.  It's  amazing. 
There's  a  lot  of  history  out 
there.  And  the  possibility  of 
being  part  of  it...  going  up 
against  Tom  Waston  and  Hale 
Irwin  and  all  those  guys  again 
on  the  Senior  TOUR...  well, 
that  could  be  something.  How 
could  you  not  think  about 
gearing  up  for  that.-*" 

Yes,  but  what  about  those 
gobs  of  money  out  there,  fellas? 
"It's  significant, "  Irwin 
said.  "But,  again,  I  go 
back  to  the  Ryder 

Cup.  There  isn't  money 
attached  to  it,  but  guys 
kill  to  get  on  the  team. 
It's  about  pride,  and  it's 
about  performance.  The 
Presidents  Cup  (he  was 
playing  captain)  got  me 
excited  all  over  again  about  that 
type  of  competition.  Competing 
against  the  younger  guns  out  there 
keeps  me  young.  There  will  be  a  time 
for  an  attitude  adjustment, 
though,  and  I  won't  linger. 
Nor  will  I  go  to  the  Senior 
PGA  TOUR  )ust  for  the 
obvious  rewards.  I  feel  some 
responsibility  to  the  sport  ot 
golf  to  play  as  long  as  I'm 
playing  reasonably  well." 

Graham,  meanwhile, 
recalls  when  picking  one's 
spots  wasn't  an  option. 

"If  you've  been  around 
like  a  lot  of  us,  you  remember 
when  It  wasn't  so  cushy,"  he 
said.  "I  won  the  Cleveland 
Open  in  1972,  and  after  I 
got  paid,  I  still  didn't  have 
enough  to  buy  the  car  I  needed. 


l/z/ii  Cniishait  ifilh  iliiiightfn  Kalhirnh  aiiJ  (  Jj. 
Wiilchinj^  Bai  play  \^nl]  ,is  a  senior. 
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But  that's  good,  because  it  makes  you 
appreciate  what  we  have  in  this  game. 
We  apply  the  rules  of  golf  to  the  rules 
of  life,  and  we've  been  fortunate  to  have 
people  like  Arnold  Palmer,  Jack 
Nicklaus,  Sam.  Snead...  on  and  on... 
such  solid  leaders. 

"And  that  is  very  much  a  reason 
why  we  have  what  we  have  today.  The 
Senior  PGA  TOUR  has  evolved  from 
just  something  to  do  after  you're  50 
into  the  second  most  popular  arena  in 
golf.  You  have  Nicklaus  and  Trevino 
and  Player  still  out  there,  plus  other 
players  playing  better  than  ever,  plus 
a  few  new  names  like  Jim  Albus.  It's 
really  wonderful,  and  maybe  I'm 
downplaying  my  anxiety  to  join  them 
because  it's  still  a  little  ways  off. 

"But  it's  quite  the  phenomenon. 
Golfers  are  in  better  shape  than  ever, 
approaching  the  game  more  profession- 
ally than  ever,  and  the  image  of  the  sport 
has  never  been  better.  We've  got  this 
wonderful  foundation  and  don't  forget, 
the  caliber  of  golf  on  the  Senior  PGA 
TOUR  is  excellent.  If  they  couldn't  still 
play  well  out  there,  it  wouldn't  have  got- 
ten where  it  is  because  of  nostalgia."  A 


Friendly 

Johnny  Miller  talks  about  his  Big  Bertha  Irons. 


I've  been  playing  with  the  Big 
Ttha  Irons  for  a  year  now,  and  I 
)uld  Hke  to  talk  to  you  about  a  few 
portant  observations  that  I  have 
ide  about  these  unique  ckibs." 

They're  so  easy 
to  use. 

"Right  off  the  bat,  you  can  tell  this 
IS  the  goal  at  Callaway®  as  they  were 
veloping  Big  Bertha  Irons.  Well  let 
;  tell  you,  they  have  succeeded.  The 
11  gets  airborne  so  much  easier  than 
y  other  iron  I've  ever  tried.  They're 
sier  to  hit  from  all  types  of  lies 
not  just  the  good  ones.  I've  set 
me  personal  golf  goals  for  the  future, 
d  I  love  the  new  confidence  these 
g  Bertha  Irons  inspire  in  me  to  really 

after  these  goals." 

)ig  in  all  the  right 
places,  for  all 
he  right  reasons. 

"The  great  thing  about  Callaway  is 
It  they  aren't  concerned  about 
lether  Big  Bertha  Irons  are  called 
versized",  'mid-sized'  or  some  other 


vague 
meaning 
less  name.  They 
just  designed  Big 
Bertha  Irons  to  be  the 
biggest  in  the  places  that  "Big 
counts.  For  instance,  these  irons  have: 

•  The  Biggest  Consistently  Thin  Steel  Face 

•  The  Biggest  Effective  Hitting  Area  -  Ever 

•  The  Biggest  and  Deepest  Cavity  Back  -  Ever 

•  The  Most  Completely  Perimeter- Weighted  Iron  -  Ever 

•  The  Most  Playable  Iron  Sole  -  Ever 

No  other  iron  can  make  this  claim.  That's  because  these  clubs  are 
unique  and  are  a  real  revolution  in  iron  design  —  unlike  any  other 
irons  in  design,  appearance,  performance  and  feel." 


Friendly. 


"I've  run  across  a  lot  of  people  who  are  enjoying  their  Big 
Bertha  Irons.  Now,  I'm  talking  about  men  and  women  of  all  ages 
and  playing  abilities.  Here  are  some  comments  on  the  Big  Bertha 
Irons  from  some  of  my  friends  on  the  various  tours  who  have  been 
winning  with  them." 

"Innovative,  a  totally  different  experience." 

-  Paul  Aziuger 

"Higher  trajectories  really  stop  the  ball  on  the  green." 

-  Fulton  Allem 

"They'll  put  the  iron  play  back  in  your  game." 

-  Jim  Colbert 
"So  easy  to  use." 

-  Chi  Chi  Rodriguez 

"They're  confidence  builders."  GOLF 


-  Patty  Sheehan 
'Gracefully  muscular  and  solid.' 

-  Bob  Murphy 
'They're  in  my  bag  —  to  stay." 

-  Jim  Dent 


YOU  CANT  ARGUE  WITH  PHYSICS  ^ 
2285  Rutherford  Road,  Carlsbad.  CA  92008 
(800)  228-2767 
In  California,  call  (619)  931-1771 
In  Canada,  call  toll  free:  (800)  361-5678 
Call  us.  We'll  tell  you  who  carries 
Callaway  golf  clubs  in  you;  area- 


BY  RON  GREEN 


w 


hen  a  Senior  PGA  TOUR 
j-ilayer  arrived  at  a  tourna- 
ment and  his  luggage 


tlidn't,  Margaret  Lewis,  the  TOUR's 
director  oi  travel,  went  out  and  bought 
him  some  shoes,  socks  and  shaving 
equipment. 

"I  didn't  have  to, "  said  Lewis,  "but 
the  motherly  instinct  comes  out  in  me." 

That's  an  instinct  shared  by  people 
wherever  the  venerables  tee  up.  Every- 
thing from  courtesy  cars  to  day  care, 
from  hotels  to  haircuts,  is  arranged  for 
the  players  by  the  Senior  PGA  TOUR, 
sponsors,  host  cities,  host  clubs  and 
assorted  other  benefactors. 

When  Lee  Trevino  or  Walt  Zembriski 
or  Ben  Smith  show  up  to  play,  it's  like 
.1  surgeon  walking  into  an  operating 
room.  Somebody  holds  the  gloves  and 
gown  and  then  hands  them  the  scalpel. 

Bob  Murphy,  who  won  twice  on 
the  Senior  PGA  TOUR  in  1994,  says 
'Yeah,  we're  spoiled,  but  goU  is  a  huge 
business.  It's  incumbent  upon  us  to  con- 
tinue t(j  look  into  how  best  to  run  the 
tournaments.  You  need  things  to  run 
smoothly  so  the  guys  can  stick  to  busi- 
ness instead  of  worrying  about  details." 

But,  Murphy  points  out,  not  every- 
thing is  free,  not  everything  is  there  at 
the  end  of  the  red  carpet.  The  players 
ante  up,  too. 

"It's  a  good  life,  if  you're  playing 
well, "  he  said.  "It's  not  if  you  aren't. 
Expenses  are  huge.  You  really  need  to 
make  some  nice  money.  A  guy  making 
$  no, ()()()  IS  not  doing  very  well.  It 
costs  you  $2, ()()()  to  $2,500  a  week 
minimum,  and  it  your  wife  is  with 
you.  It's  far  more  than  that. " 

As  the  Senior  PGA  TOUR  has 
grown,  comfort  and  convenience  have 
increased.  Not  the  least  of  these,  and 
reflective  of  the  lifestyle  these  tourna- 
ments offer,  IS  a  Cadillac  courtesy  car 
provided  every  fully  exempt  player. 


he  (  'hcvri)lcl  limhlem  and  Blazer  arc  registered 
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WE  LAID  IT  ON  i/iic^, 

C7he  all  new  blazer  slows  the  aging  process  considerably.  It  sports  a  thick, 

LUSTROUS,  new-generation  CLEAR-COAT  PAINT  FINISH  THAT  RESISTS  THE  RAVAGES  OF  TIME. 

It  s  ENOUGH  TO  MAKE  YOU  WANT  TO  RISE  EARLY  AND  WATCH  THE  MORNING  DEW  GLISTEN 
ON  THE  HOOD.  VISIT  YOUR  CHEVY  DEALER  AND  LOOK  INTO  THE  DEEP  GLOSS  OF  THE  BLAZER 
FOR  YOURSELF.  FOR  A  FREE  BROCHURE  OR  VIDEO  CALL  1-8U0-950-0540. 
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IS    IT  TRUE   THAT  PEOPLE 
WITH   A    FINANCIAL  PLAN 
SLEEP   BETTER   AT  NIGHT? 

Very  likely. 

They  probably  don't  lie  awake  worrying  about  how  they'll 
pay  for  their  kids'  education.  Even  though  the  cost  of  four 
years  of  college  could  be  more  than  $  100,000  these  days. 

And  retirement.'' They've  got  that  covered  too.  Even  though 
studies  show  they'll  need  75  percent  to  SO  percent  of  their 
current  income  annually  to  live  comfortably  after  they  retire. 

The  difference  is  planning. 

People  who  plan  properly  are  different  from  the  rest.  They 
tend  to  rest  easier.  And  to  have  more  to  show  for  their  efforts. 

Where  can  you  get  a  financial  plan  like  those  people  have.'' 
At  Merrill  Lynch. 

Take  control  of  your  future. 

A  Merrill  Lynch  Financial  Consultant  can  help  you  do  just 
that.  And  to  get  v\  hat  you  want  out  of  life. 

That's  because  Merrill  Lynch  has  more  ways  to  make  a  plan 
work  than  any  other  firm.  Everything  from  investments  to 
insurance  to  mortgages.  So  all  your  money  works  toward 
reaching  your  goals. 

For  more  information,  call  l-S()0-6/!7-7455,  e.xt.  886L 

It  could  be  the  first  step  toward  taking  control  of  your  fuaire. 

And  that  could  ni^ike  a  difference  in  how  you  sleep  at  night. 

The  Llifferencc  is  planning. 

The  difference  is  Merrill  Lynch. 


Merrill  Lynch 

A  tradition  of  trust. 
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d  often  more  players,  at 
:h  tournament. 
"Good  gracious,"  says 
iller  Barber,  remembering 
w  it  was  when  he  was 
iffling  around  the  TOUR 
ck  in  the  1960s,  "who 
)uld  ever  have  thought 
■'d  have  a  Cadillac  car  to 
ive  around?" 

Good  gracious,  who  would 
;r  have  thought  the  seniors 
)uld  have  child  care?  Or 
sd  it? 

Lee  Trevino,  Larry  Laoretti,  Jim  Ferree, 
Geiberger  and  Tony  Jacklin  have 
d  the  need  for  the  child  care  service, 
me  tournaments  even  provide  moms 
th  beepers,  in  case  there  is  a  need  to 
mmon  them  from  the  golf  course. 
Who  would  have  thought  one  tour- 
ment  would  pick  up  the  players'  dry 
■aning  bills,  another  would  provide  a 
:ker  room  barber?  Different  locales 
er  different  perks. 

All  have  shiny  new  Titleist  practice 
Us.  When  the  TOUR  leaves  town, 
?  balls  are  donated  to  junior  golf. 

All  of  them  have  telephone  service  in 
:  locker  rooms,  thanks  to  AT&T. 

And  the  players  can  get  all  the  tickets 
sy  need. 

Locker  rooms  come  in  all  sizes,  shapes 


'iiy  players  hare  made  more  money  in  senmr  i^n//  ihaii  they  did 
the  PGA  TOUR. 


Cadillae  courtesy  cars  are  pnn'ided  to  every  Jul  I  y  exempt  player 
on  the  Senior  PGA  TOUR. 


and  degrees  of  luxury.  There  is  someone 
there  to  gather  up  shoes,  shine  them  and 
return  them  to  their  lockers.  There  is 
at  least  one  host  there  to  make  certain 
the  players'  needs  are  met. 

There  is  also  a  private  room 
lor  the  players'  families. 

Lunch  is  always  free  for  the 
players.  Some  tournaments 
go  well  beyond  that,  though. 
At  the  GOLF  MAGAZINE 
SENIOR  TOUR  Championship 
in  Myrtle  Beach,  SC,  three  meals 
were  served  every  day.  A  chef 
was  on  hand  to  cook  omelettes 
to  order  in  the  morning  in  a 
room  adjacent  to  the  locker 
room.  In  the  evening.  The  Dunes  Golf 
&  Beach  Club  offered  players  and 

their  families  four-course 
meals,  everything  from 
beef  Wellington  to  roast 
duck,  except  onWednesday 
and  Thursday  nights. 

On  Wednesday  night, 
the  players  were  invited  to 
a  pro-am  pairings  party  and 
on  Thursday  night,  they 
were  free  to  attend  the  pro- 
am  awards  dinner. 

And  on  Saturday  night, 
they  had  tickets  to  see  the 
"Alabama"  musical  group 


at  a  local  theater.  Entertainment  is 
available  to  them  at  every  stop. 

"They  go  out  of  their  way  to  do 
everything  for  us,"  said  Donna  Archer, 
George's  wife.  "They  treat  us  like  visit- 
ing royalty.  Each  tournament  does 
something  different.  It  might  be  a  lun- 
cheon, fashion  show,  historical  tour. 

"My  personal  favorite  is  going  to 
baseball  games.  We  also  get  basketball 
tickets.  They  are  always  really  good 
seats.  Sometimes  we  sit  in  the  owner's 
box  at  baseball  games. 

"I  don't  think  there's  a  better  life. 
How  could  there  be?  We've  had  a  blast. 
"Most  players  won't  take  advantage  of 
entertainment  options  on  days  or  nights 
before  they  play  the  next  day,  preserving 
their  strength  and  getting  plenty  of 


Each  u 


equipment  repair  trucks  are  on  site  to  help  ll.'e  j>Li\ir\. 

rest.  Many  of  them  will  go  out  to  dinner, 
though,  rather  than  have  room  service. 

Health  is  of  utmost  concern  in  tour- 
nament golf  No  play,  no  pay. 

Sponsors  make  local  doctors  available 
to  the  players.  The  TOUR  also  has  two 
doctors  of  its  own.  Dr.  Frank  Jobe  and 
Dr.  Lewis  Yocum,  who  visit  the  players 
four  or  five  times  a  year  to  evaluate 
their  health  and  offer  advice.  A  chiro- 
practor is  also  available  periodically. 

But  the  most  important  health  benefit 
the  players  have  is  a  Centinela  Hospital 
fitness  center,  housed  in  a  tractor  trail- 
er, at  every  sire.  They  offer  treatment, 
exercise,  cardiovascular  exercise,  strength 
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training  and  stretching  programs. 

It  is  manned  by  two  physical  thera- 
pists and  athletic  trainers,  who  supervise 
exercise  programs  featuring  equipment 
such  as  bikes,  treadmills,  stair  climbers, 
free  weights  and  weight  machines  and 
treat  players'  aches  and  pains.  They  will 
see  30  to  40  golfers  a  day. 

"That  health  van  is  a  helluva  perk 
tor  the  TOUR,"  said  Don  January. 
"Mike  Hill  (who  has  won  close  to  $5 
million  on  the  Senior  PGA  TOUR)  is 
a  wonderful  player  because  that  thing 
loosened  him  up.  His  swing  was  too 
short  and  the  therapists  loosened  his 
muscles  so  he  could  make  a  longer 
swing  and  now,  you  need  a  seat  belt 
to  play  with  him  when  he's  hot." 

One  survey  of  the  players  showed 
that  the  Centinela  fitness  center  was 
No.  1  on  their  list  of  favorite  amenities. 

One  that  is  gaining  popularity  fast  is 
the  PGA  TOUR's  travel  service.  Three 
years  ago,  only  20%  of  the 
players  used  it    Now  mo"; 
than  half  do.  Its  primary  fun< 
tion  is  to  make  aniine,  hoi  ! 
and  auto  reservations  for  thi 
players,  at  reduced  rari  s.  There 
are  eight  people  woil'ing  in 
the  program.  There  is  always 
one  representative  on  site  at 
PGA  TOUR  events  and  that 
may  eventually  extend  to  the 
Senior  PGA  TOUR. 

The  PGA  TOUR  offers  an 
u.rarue  program,  which 
>  ■  ;senrially  like  the  average 


person's  program,  and  a  retirement  pro- 
gram With  benefits  based  on  perfor- 
mance in  tournaments.  Occasionally,  a 
Merrill-Lynch  representative  will  drop 
by  to  answer  players'  questions  about 
investing,  although  most  players  have 
their  own  financial  advisors. 

On  the  course,  there  is  usually  bot- 
tled water,  Gatorade,  fruit  and  candy. 
Before  they  go  out,  players  are  given 
sheets  showing  the  exact  location  of  the 
pins.  Caddies  are  provided  uniforms. 
Effort  is  made  to  have  every  course  in 
peak  condition.  Electronic  scoreboards 
around  the  course  keep  players  and 
spectators  informed  of  how  the  tourna- 
ment is  progressing. 

'"We're  spoiled  rotten,"  says  January. 
"You've  got  all  these  companies  trying 
to  give  things  away." 

And  you've  got  all  these  sponsors 
trying  to  give  money  away.  When 
January  won  the  Atlantic  City  Senior 


Today,  ceh 
reached  ii'h, 


■  f'Imne'i  and  heeper\  an  ined  hy  maiiy  playcn  i«  ibey  uin  be  easily 
I'  thi  Liiime. 


Invitaiioiial  in  !'.ScS(),  the  first  )car  of  the 
Senior  PGA  TOUR,  there  were  only  two 
events  on  the  schedule,  with  a  total  purse 
of  $300,000.  In  1994,  there  was  about 
$30  million  in  prize  money.  Six  players 
won  over  $1  million  and  17  others  won 
more  than  half  a  million.  Every  player 
in  the  GOLF  MAGAZINE  SENIOR 
TOUR  Championship  but  Raymond 
Floyd  had  won  more  money  in  senior 
golf  than  they  did  on  the  PGA  TOUR. 

Henry  Hughes,  vice  president  and 
executive  director  of  championship 
management  for  several  PGA  TOUR 
and  Senior  PGA  TOUR  events,  said  the 
benefits  beyond  the  prize  money  are 
not  demanded  by  the  players. 

"It's  not  so  much  that  it's  expected  as 
it  is  that  tournaments  are  happy  to  pro- 
vide them, "  said  Hughes.  "They  want  to 
make  it  as  easy  as  they  can  for  the  players 
to  play  and  enjoy  memories  from  that 
town.  The  players'  job  is  to  come  and 

«  play  golf  and  we  try  to  make 
<  it  easier  for  them  to  concen- 

0  trate  on  that. " 

1  All  those  amenities  just 
3  look  free,  of  course.  Ray 
'  Floyd  and  Jim  Albus  and 

Dave  Stockton  and  the  rest 
of  them  pay  for  them  with 
their  clubs.  Still  it's  nice, 
when  you're  bending  over 
a  downhill,  sidehill  three- 
footer  with  a  Stimp  reading 
of  about  25,  it  you  aren't 
wondering  about  groceries  , 
or  laundry.  A 


Some  Of 
TheWorldiMost 
ImportantMeetings 

Don't  OpenWith 
A  Handshake. 


You  cross  time  zones  and  territories,  boundaries 
and  borderlines,  oceans,  countries  and  continents. 
And  you  do  it  ail  in  the  name  of  business.  Of  course, 
with  a  flight  taking  off  every  17  seconds  of  every  day 
to  over  300  cities  in  32  countries,  Delta  Air  Lines 
can  fly  you  to  the  farthest  corners  of  the  business 
world.  But  when  the  job  is  done,  we  can  also  bring 
you  back  to  a  place  where  the  really  important  meet- 
ings happen.  To  a  place  where  facts  and  figures  are 
replaced  with  hugs  and  laughter.  loin  us  on  your  next 
business  trip.  We  think  you'll  love  the  way  we  fly. 


^DELTAMRLE^ 

The  Official  Airline  Of  The  PGA  TOUR  WiM 


ed  on  cilies  served  by  Delia  and  the  Delta  Connection:'  Delia  Connection  flights  operate  with  Delta  flight  numbers  3000-5999  and  7000-7999,  ©  1995  Delta  Air  Lines.  Inc. 
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The  Drive  wit 

a  Difference 


BY  JACK  BERRY 

How  IS  this  {or  a  sales  staff;' 
Arnold  Palmer.  Lee  Trevino. 
l^ave  Stockton.  Jim  (Colbert. 
Bob  Murphy.  They're  all  members 
ol  Team  Cadillac,  alont;  with  George 
Ardier,  Don  Bies,  Bob  Clharles,  Dale 
lJ)oi!L;lass,  Marold  Henning,  Gene  Littler, 
Bobi>v  Nichols  and  Larry  Zieglcr. 

C/i-  '///t;    i liglxr  Stiiihliinl  is  (Cadillac's 
tradem, irked  sales  pitch  and  the  luxury 
carmaker  would  be  hard-pressed  to  cre- 
ate a  liii.li  r  standard  than  it  already 
has  in  its  g  !i  pro.i.;rarn  with  the  Senior 
PGA  TOUR. 

"It's  a  marke  ter's  dream,"  said 
Alex  Morton,  exectitive  vu(  |iresident 
ot  D'Arcy,  Masius,  Benton  &  Bowies, 


and  lead  man  on  the  Cadillac  Motor 
Car  account.  'And  the  results  speak 
tor  themselves." 

f^adillac's  goal  is  to  identify  the 
prospect,  hnd  out  what  the  prospect's 
"passionate  interest"  is  and  leverage 
it  into  a  sale.  And  the  Senior  PGA 
TOUR  demographics  are  a  perfect  fit 
with  prospective  Cadillac  buyers. 

Morton  said  Cadillac  directly  attributes 
more  than  $250  million  in  sales  to  an 
association  with  the  Senior  PGA  TOUR 
that  began  in  1990  with  the  14  tourna- 
ment Cadillac  Series  televised  by  cable 
sports  network  ESPN. 

At  the  end  of  the  1996  season,  20 
tournaments  will  be  part  ot  the  series, 


nearly  half  of  the  Senior  PGA  TOUR's 
official  schedule.  The  continuity  enables 
Cadillac  to  reinforce  its  message  through- 
out the  year. 

PGA  TOUR  Commissioner  Tim 
Finchem  helped  negotiate  the  original 
ESPN  contract  and  said  that  when 
Cadillac  signed  on,  Cadillac  and  ESPN 
asked  the  TOUR  for  a  5  to  7  p.m.  air- 
time  window  whenever  possible. 

"Most  PGA  TOLIR  events  conclude 
at  6  p.m.  ET  (on  over-the-air  networks) 
so  Cadillac  benefits  with  higher  ratings 
in  two  ways  with  the  5-7  p.m.  slot," 
Finchem  said.  "First,  those  fans  interested 
in  watching  additional  golf  will  change 
the  channel  to  ESPN  and  follow  the 
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ion  on  the  Senior  PGA  TOUR.  And 
ond,  networks  switch  back  to  local 
hates  for  area  news  at  6  p.m.,  so  Senior 
tA  TOUR  golf  on  cable  runs  unop- 
;ed  against  any  other  sports  event." 
"Before  the  Cadillac  Series  began, 
;  Senior  TOUR  had  a  lot  of  different 
le  slots,"  said  John  Evenson,  vice 
'sident,  broadcasting  for  the  PGA 
)UR.  "The  Cadillac  Series  has  estab- 
led  a  viewing  pattern  —  fans  know 
!  seniors  will  be  on  from  5  to  7  p.m. 
;ardless  ot  where  the  toutnament 
clayed." 

"And  it's  three-day  exposure,"  Evenson 
d,  "Friday  through  Sunday.  When 
?  series  started,  we  had  about  100 
Lirs  of  Senior  TOUR  golf  on  televi- 
n,  counting  all  networks.  In  1995, 
'11  be  in  the  160-hour  range  with  130 
the  hours  on  the  Cadillac  Series." 
rhat  exposure  doesn't  stop  in  the  U.  S., 
lere  viewership  ranges  from  one  mil- 
n  to  a  million  and  a  hall  viewers. 
PN  also  distributes  the  shows  to  its 
ernational  network  and  Senior  PGA 
)UR  events  also  are  aired  in  Japan. 
A  major  component  of  the  Cadillac 
es  drive  is  Team  Cadillac,  comprised 
13  leading  players  and  headed  by  two 
the  most  visible,  popular  names  in  all 
)rt,  Arnold  Palmer  and  Lee  Trevino. 


Team  Cadillac  members  have  com- 
bined for  123  Senior  PGA  TOUR 
victories  and  176  victories  on  the  PGA 
TOUR,  including  19  major  champi- 
onships. That's  name  recognition.  They 
wear  the  Cadillac  logo  on  their  shirts  so 
Cadillac  usually  is  in  the  loretront  at 
every  tournament,  not  only  in  commer- 
cials, but  during  the  play  as  well,  and 
not  just  in  the  Cadillac  Series  events, 
but  in  every  tournament. 

"Team  Cadillac  provided  us  with 
credibility  and  visibility,"  Morton  said. 
"It  enabled  us  to  align  ourselves  with 
golf  much  quicker  without  heavy  pro- 
motional dollars." 

All  players  collect  points  based 
on  their  money  winnings  in  each 
Cadillac  Series  tournament.  At  the  end 
ot  the  year,  the  winner  receives  two 
cars,  a  Seville  STS  and  a  De'Ville.  The 


runner-up  receives  an  Eldorado  Touring 
Coupe  and  the  third  place  finisher  a 
DeVille  Concours. 

Palmer  never  has  cashed,  as  it  were, 
but  then  he  already  is  a  partner  with 
International  Management  Group 
President  Mark  McCormack  in  Cadillac 
dealerships  in  Charlotte,  NC,  and 
Amie  s  hometown,  Latrobe,  PA.  Palmer 
has  been  a  Cadillac  dealer  tor  1 5  years. 

"I  think  it's  fantastic  what  Cadillac 
has  done  with  the  car,  particularly  in 
recent  years.  I  think  everyone  thinks  of 
Cadillac  as  something  they'd  like  to 
own  and  drive  because  it  is  such  a  nice 
luxury  item,"  said  Palmer. 

""When  Cadillac  became  an  umbrella 
sponsor  it  gave  more  credibility  to  the 
Senior  TOUR  and  it  attracted  other 
sponsors  because  they  saw  a  quality  com- 
pany involved  with  us,"  Palmer  acklcd. 


(;./,////./!  4n  l>ni,  lU-  ,>lfnu!l  car  of  the  Senior  PGA  TOUR  since  1990. 
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I  live  Slixkto)!  and  Lee  Treviiin  are  primJ  i"  ' . 
nnnihers  iij  Team  CaJillai. 

Trevino  was  affiliated  with  a  Japanese 
car  (Toyota)  before  switching  to  Cadillac, 
and  he  has  become  a  premier  print  and 
television  spokesman. 

"There  was  no  question  that  Lee  was 
going  to  be  a  ma)or  influence  in  senior 
golf, "  DMB&B's  Morton  said.  "He's  a 
perfect  representative  for  Cadillac.  He  has 
a  lot  of  charisma  and  he  loves  Cadillacs." 

"They'd  had  Arnold  all  along  -  he's 
one  ol  the  biggest  dealers  in  the  coun- 
try," Trevino  said.  "Arnold  had  handled 
(commercials)  tor  quite  a  few  years 
and  they  wanted  someone  to  carry  on.  I 
started  talking  to  them  in  1990.  I  want- 
ed to  get  with  an  American  car  and  I 
was  looking  at  Cadillac.  I  was  going  on 
the  Senior  TOUR  full-bore  to  try  and 
win  as  many  titles  and  cars  as  I  could. 

"It  was  the  best  move  lor  me  career- 
wise  and  this  car  is  second  to  none  right 
now.  You  don't  have  to  take  it  from  me 
-  look  at  Cadillac  sales,"  Trevino  said. 

"Lee  is  a  great  salesman,"  DMB&B's 
Morton  said.  "You  should  see  him  go 
one-on-one  with  a  prospect.  I've  had 
dinner  with  him  at  a  restaurant  and 
we've  come  out  and  someone  is  admir- 
ng  the  car  and  Lee  goes  into  a  sales 

h  about  the  Northstar  system.  He 
■jr-V,  in  and  takes  'em  for  a  ride  -  you 
•  <in  >•  ask  for  more  than  that  from  a 
-■.'■•t  br'ty  spokesman.  He  knows  every- 
.ihour  the  car." 


But  Trevino  likes  the  non-technical 
commercials  he  does. 

"They  tell  a  story.  Like  the  first  one 
I  did  when  I  said  the  closest  I  got  to  a 
Cadillac  as  a  kid  was  when  I  was  a  cad- 
die and  took  the  clubs  out  of  the  trunk. 
We  went  from  'Is  this  a  great  country 
or  what?!'  to  the  one  now  about  how 
everyone  knows  how  I  love  to  play  golf 
and  we  bring  in  the  Grand  Canyon, 
Wall  Street  -  I  get  a  kick  out  of  it." 

"The  primary  Team  Cadillac  function 
is  to  wear  the  Cadillac  shirt  -  anytime 
you  get  that  logo  on  television  it's  worth 
very  much,"  Trevino  said.  "And  we 
drive  the  cars,  do  clinics,  stop  at  the 
Cadillac  tent  at  Cadillac  Series  events 
and  say  hello  to  dealers  and  customers." 

Dealers  invite  prospects  to  tourna- 
ments, entertain  them  at  the  hospitality 
tent  and  sales  are  tracked  by  following 
up  on  those  customers.  ¥ 

Corporate  involvement  in  < 
golf  goes  back  decades  and  the  g 
demographics  are  a  perfect  fit  | 
for  upscale  carmakers.  Buick  | 
was  the  first  car  company  to 
put  its  name  on  a  PGA  TOUR 
tournament  when  it  sponsored 
the  Buick  Open  in  1958. 
Buick  now  has  four  PGA 
TOUR  events.  Oldsmobile, 
Chrysler,  Lincoln  Mercury, 
Honda,  Nissan  and  Mercedes 
all  have  been  involved  with 
the  men's  and  women's  tours.      CaJiIlai\  an 

Cadillac  long  has  supplied 
cars  to  the  Masters  Tournament,  pro- 
viding a  fleet  of  white  Cadillacs  with 
the  Augusta  National  Golf  Club  logo 
on  the  door  for  players  and  officials. 
Cadillac  also  provides  cars  at  other 
tournaments  and  is  the  official  car  of 
the  Senior  PGA  TOUR. 

And  if  Cadillac  is  the  official  car. 
Team  Cadillac's  Dave  Stockton  may 
be  the  official  clinician.  The  two-time 


PGA  Champion  was  the  Senior  PGA 
TOUR  Player  of  the  Year  in  1993  and 
the  first  senior  to  put  successive  million 
dollar  seasons  together  (1993-94). 

Stockton  has  been  a  favorite  of  cor- 
porate America  since  his  early  days  on 
the  PGA  TOUR  when  he  developed  a 
talent  for  the  Monday  and  Tuesday  out- 
ings where  he'd  give  a  clinic  and  talk  golf 
with  company  officers  and  customers. 

Captaining  the  1991  team  that 
regained  the  Ryder  Cup  for  America 
put  Stockton's  name  back  in  the  con- 
sciousness of  the  golfing  public  and 
gave  him  a  tremendous  sendoff  to  the 
Senior  PGA  TOUR. 

Jim  Colbert  and  Bob  Murphy,  who 
were  ESPN  walking  reporters,  before 
joining  the  Senior  PG  A  TOLIR,  are  as 
handy  with  words  as  with  their  clubs 
and  are  accomplished  clinicians. 


pupiilar  with  ^iill  jan\  lIhJ  $^^0  tfjillniH 
It. 

"They're  all  premier  players  and 
great  gentlemen,  and  they're  all  good  in 
their  own  right,"  Morton  said.  "We're 
developing  video  golf  tips  and  vignettes 
with  them  and  are  looking  to  expand 
that  and  make  clinic  tapes." 

And,  looking  at  the  young  affluent 
market,  Cadillac  signed  PGA  TOUR 
star  Fred  Couples.  For  those  long  drives, 
obviously.  A 
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you  do  business  locally,  nationwide 
or  internationally,  Slcylel®  can  kelp  you  stay  more 
productive.  In  fact,  we  can  design  a 
communications  package  around  tke 
way  your  business  works.  You'll  get 
olSl^L    customized  services  like  SkyTalk*' 

messaging  ,  ,         ,  , 
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the  Senior 

PGA  TOUR,     integration,  even  personalized  stock 
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updates  tki'ougk  SkyQuote.'"  And  only  SkyTel 
provides  local  coverage  witk  nationwide  service  you 
can  activate  as  needed.  Witk  so  many  coverage 
options  and  services,  it's  easy  to  see  wky  Skylel  is 
your  single  Lest  source  for  wii-eless  messaging.  So, 
let  s  talk.  You  11  discover  new  ways  to  he  productive. 
And  save  enougk  time  to  mm   ■  ^ 
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They  Walk 
Softly  and 
Carry  Some 


Sticks 


BY  LEW  FISH  MAN 

A quick  scan  (it  the  final  statistics 
Fnim  the  Senmr  PGA  TOUR 
reveals  some  incredible  num- 
bers, n<K  the  least  of  which  reside  in 
the  category  ot  driving  distance.  Think 
tor  a  moment  ot  the  stereotypical  golfer 
who  has  passed  his  5()th  birthday  and 
then  attempt  to  explain  how  the  top 
ten  seniors  can  average  264  yards  or 
better  on  their  tec  shots. 

Certainly,  tor  some  six-toot,  200- 
potinclers  stich  as  Jim  Dent,  Tom 
Weiskopt  and  ]  C.  Snead,  the  answer 
lies  in  then  physical  size  and  strength. 
But  tor  a  growing  n timber  ot  senior 
pros,  including  those  ot  slighter  stature, 
the  eternal  c|uest  tor  distance  has  routed 
them  toward  drivers  that  look  more 
like  tishing  poles  anti  behave  more  like 
slingshots.  That's  right,  inordinately 
long  drivers  have  elevated  the  likes  ot 
Rf)cky  Thompson  (267. cS  yards),  Terry 
Dill  (271.7  yards.)  and  Bob  Carson 
(2()().3  yards)  into  the  T(i|)  Ten  in  driv- 
ing distance  and  made  them  competitive 
:ii  (he  senior  circuit. 

ii  seems  ironic  that  the  Senior  PGA 
! OUR  is  acting  as  the  incubator  tor 
.  ^v      hnology  in  golt  equii    icnt,  par- 
•lU.rfy  in  light  of  the  fact  s  ii.it  20 
■'s  ,  ..-i.  r'lK  se  same  golfers  w  hardly 
•1  •f>.i-%;''.t rs,  adamantly  oppf  ■■■<]  to 
li.iiigiiig  any  (.h.i   in  their  ba^  .iiid 


preterring  the  tried 
and  traditional. 

And  unlike  the 
move  to  long  putters, 
which  has  slowed, 
sutfering  somewhat 
trom  the  stigma  of 
having  to  use  a 
"crutch"  to  over- 
come a  bad  stroke 
or  the  yips,  indica- 
tions are  that  long 
drivers  will  find 
their  way  into  many 
more  bags  this  year  as  a 
healthy  ntimber  ot  pros 
have  worked  with  them  in 
the  ott-season. 

"Just  a  tew  years  ago,  the  stan- 
dard driver  length  on  the  Senior 
PGA  TOUR  was  43.5  inches.  Then 
It  was  44  inches.  Now,  1  would  say 
It  IS  45  inches,  and  I  have  had  a 
lot  ot  requests  tor  Big 

Bertha  WarBirds         .  '-x 

that  are  even  longer," 
said  David  Cagle,  Callaway 
Cjolt's  representative  on  the  more 
mature  TOUR. 

The  key  to  the  long  driver's  distance 
potential  is  quite  simple  in  that  it 
allows  goiters  of  average  size  to  expand 
the  arcs  ot  their  swings  and  create  a 


significant  increase  in 
centrifugal  force,  rranslat- 
I     ing  into  clubhead  speed 
^     throtigh  the  impact  zone. 
Although  clubmakers 
WL-re  aware  years  ago  that 
ultra-long  clubs  would 
result  in  more  distance, 
they  had  no  idea  that 
drivers  of  this  type  would 
allow  golfers  to  hit  the 
ball  trom  one  zip  code  into 
another.  Nor  did  they  have 
^     the  capabilities  ot  making 
such  equipment,  because 
steel  shafts  were  too  heavy 
to  allow  tor  such  lengths  and 
early  graphite  shafts  possessed 
too  much  torque.  Only  after 
composite  shaft  manufacturers 
were  able  to  rectify  their 
problems  in  the  mid  to 
late  '<S()s,  using  expensive 
ultra  high  modulus  (stifter) 
gniphite  to  reduce  torque  and  in 
some  instances  incorporating 
boron  to  add  strength,  did  the  extra- 
long  driver  become  a  viable  entity. 
These  advances  and  refinements  in 
graphite  technology  allow  Rocky 
Th(jmpson,  tor  example,  to  swing  a 
52-1/4  inch  driver  that  weighs  less 
than  a  43-inch  steel-shafted  club. 


We 


don't  COndoiXe  a  life  of 


crime. 


1 


But  we  do  tLink  of  Corsica 

-kat  of  a  steal. 


as  somewJ 


Xmagine  huy  'mg  your  new  fleet  vehicles  from  someone  else  and  finding  out  that  they  can  't 
compare  to  the  value  of  the  Chevy  Corsica.  You'd  prohahly  feel  like  you  were  fleeced.  While 
others  may  charge  more  for  the  extras  you  want,  Corsica  costs  less  and  comes  with  lots  of 
important  standard  features,  including  antidock  brakes,  driver  s-side  air  hag,  automatic 
transmission,  and  even  air  conditioning.  Corsica  also  has  room  for  five  passengers  and  13.5 
cubic  feet  of  cargo  space  in  the  trunk.  Choose  Corsica  for  your  fleet  and  get  more  for  your 
money.  You  might  call  that  pulling  a  fast  one.  We  call  it  Genuine  Chevrolet.  To  find  out  more. 


callus  at  1-800-fLEET-OPS  (353-3801). 


Genuine  Chevrolet" 


Ckevrolet,  tke  Chevrolet  EmLlem  and  Corsica  are  regisLureJ  traJeniarlcs  and 

Chevy  is  a  trademark  of  the  GM  Corp.  ©19Q4  GM  Corp.  All  Rights  Reserved.  Buckle  up,  America! 


A  wing  and  no  prayer. 


To  keep  up  with  the  accelerating 
pace  of  change,  organizations  are 
being  forced  to  reshape  themselves 

But  unless  improvements  impact 
aii  areas  of  the  enterprise,  the  race 
may  be  ever  before  it  starts. 

So  ir.ste-id  of  focusing  on  just  one 


part  of  an  organization,  Andersen 
Consulting  can  help  you  transform 
the  vjhole.  And  rather  than  merely 
recommending  how  the  components 
should  fit  together,  we'll  work  with 
you  to  help  make  sure  that  they  do. 
Because  these  days,  organizations 


that  don't  transform  are  likely 
to  end  up  in  the  soup. 

Andersen 
Consulting 

ARTHL  R  A\[)tUStN  &  CO.,  S.C  . 
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For  some  seniors  the  extra-Ion^  driver 
?rs  the  opportunity  to  regain  the 
tance  of  their  youth,  but  tor  the 

1,  172-pound  Thompson  it  is  much 
re  than  that.  "I  was  always 
lort  hitter,"  he  says. 
:  the  University  of 
uston  in  1957, 1 
;  one  of  the  shorter 
[ers,  and  later  on 

PGA  TOUR  I 
;  without  a  doubt 

shortest,  hitting  the 
1  only  235  yards  off  the 
on  some  of  the  softer 
irses.  Everyone,  including 
self,  thought  this  title  belonged  to 
ine  Beman,  but  I  found  out  differ- 
ly  when  I  was  paired  with  him  in  the 
binson  Open  in  Robinson,  IL.  On 

first  tee,  I  'clocked'  my  tee  shot  and 


was  feeling  pretty  good  abotit  it,  know- 
ing I  was  playing  with  the  one  guy  I 
could  outdrive.  He  got  up,  put  that 
easy  little  swing  on  the  ball  and  bunted 
It  down  the  middle.  We  walked 


"I  will  never 
hit  the  ball  far 
enough  to  satisfy 
myself,"  says  Thompson, 
who  averaged  267.8  yards 

off  the  tee  in  1 994 
and  collected  more  than 
half  a  million 
dollars  in  official 
earnings. 


down  the  fairway  and 
darned  if  his  ball  wasn't 
five  yards  ahead  ot 
mine.  And  he  did  that 
to  me  all  day,  exactly 
five  yards  longer  on 
every  hole." 
It's  little  wonder  then 
that  Rocky  has  a  hinny 
smile  plastered  on  his  face 


when  he  speaks  of  carrying  the  ball 
280  yards,  registering  drives  of  more 
than  300  yards,  and  being  asked  not  to 
hit  drivers  on  the  practice  tee  as  he  was 
at  Kaanapali  last  year  because  the  host 
club  was  afraid  it  would  lose  too  many 
;  golf  balls  when  he  popped 
3  them  over  the  fence. 
2      "I  will  never  hit  the 
i  ball  far  enough  to  satisfy 
:  myself,"  says  Thompson, 
who  averaged  267.8  yards 
off  the  tee  in  199  4  and 
collected  more  than  half  a 
million  dollars  in  official 
earnings.  '"When  you 
were  the  shortest  hitter 
on  the  TOUR,  you  will 
do  anything  to  become 
the  longest,  and  I  mean 
the  absolute  longest, "  he 
says  sincerely,  admitting 
to  the  fact  that  he  has 
been  working  with  a  54- 
inch  "war  club"  that  will 
allow  him  to  gain  still  a 
few  more  yards. 

Thompson,  who 
turned  to  the  long  driver 
more  than  five  years  ago 

Long  driven  ari:  joiind  in  tlx  kigs  oj 
riiciny  pm  imiiiding  Harold  H tuning. 


Super  Seninr  Gay  Bnuir      \  lung  drnxr\  In  hilp 
impriivt:  his  garni:. 

when  he  assembled  a  44.5-inch  version 
in  his  home  workshop,  remains  its 
staunchest  proponent,  spending  more 
than  $20,000  on  various  shafts  and 
clubheads.  "I  have  built  and  hit  more 
long  drivers,  worn  out  more  clubs  and 
caved  in  more  clubfaces  than  any  man 
alive.  I  am  the  King  of  the  Driving 
Range,"  he  says  proudly,  adding  that 
his  experimentation  has  led  him  to  the 
ultimate  realization  of  what  works  and 
what  doesn't  in  these  long  clubs.  His 
acumen  will  be  ptit  to  the  test  this  year 
when  Thompson,  the  mayor  of  Toco, 
TX,  unveils  his  own  line  ot  commer- 
cially-made woods  and  offers  them  to 
the  public  under  the  name  Killer  Bee. 

Although  not  all  of  the  Senior 
PGA  TOUR  pros  using  long  drivers 
have  made  a  science  out  of  it  the  way 
Thompson  has,  they  are  no  less  enthusi- 
astic about  the  prospects  for  the  future. 
Furthermore,  all  of  the  players  with 
whom  we  spoke  thought  this  type  of 
club  had  merit  not  only  for  the  profes- 
sional but  also  for  serious  amateur 
golfers  willing  to  make  a  commitment, 
spend  a  few  extra  hours  on  the  practice 
tee  and  incorporate  a  few  adjustments 
into  their  swings. 

"At  first,  amateurs  probably  are  going 
to  hit  the  long  driver  high  and  to  the 
right,  because  they  are  working  too 
hard  trymg  to  force  the  club  into  posi- 
tion. But  if  they  stay  with  it,  work  with 
It  on  the  practice  range,  they  will  find 
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that  they  will  improve  their  tempo, 
and  not  only  gain  distance,  bur  improve 
their  accuracy  as  well,"  said  Bob  Carson 
who  credits  his  46.5  inch  driver  tor  at 
least  a  few  measured  drives  oi  320-plus 
yards  and  some  strong  play  in  the  last 
three  Senior  PGA  TOUR  events 
of  1994. 

Carson,  who  contends 
he  gained  more  than  30 
yards  on  his  tee  shots 
smce  turning  to  the  long 
club,  also  believes  that 
the  technique  and  tempo 
he  implemented  has  helped 
his  iron  game  dramatically. 
Orville  Moody,  1994's  leading  money 
winner  among  the  Super  Seniors  (the 
6()  and  over  crowd)  with  $208,490  in 
official  earnings,  echoes  Carson's  senti- 
ments, stating  that  after  being  intro- 
duced to  the  long  driver  by  Thompson 
six  weeks  before  the  end  of  the  '94  season 
he  began  hitting  the  ball  better  than  at 
any  time  during  the  last  ten  years. 


The  length  of  Moody's  new  driver, 
49  inches,  allows  him  to  get  the  club  to 
parallel  at  the  top  of  the  swing,  some- 
thing he  had  difficulty  doing  with  the 
more  traditional  length  club,  he  says, 
acknowledging  a  loss  of  flexibility. 
Whether      '^'^^  61 -year-old  former  U.S. 

amateur  golfers  champion  is  looking 

have  the  discipline      forward  to  a  b.g  year 
and/or  eye-hand  ^995,  confident  that 

coordination  to  control       can  consistently 
the  ultra-long  club        "rry  the  ball  260-pius 

at  this  time  is  purely    y-^^^  without  sacrificing 

a  matter  of  control  or  the  ability  to 

speculation.         maneuver  the  ball.  "I  don't 
swing  hard,  just  nice  and 
smooth,  and  I  can  feel  the  shaft  do 
the  work.  The  clubhead  just  seems  to 
come  into  impact  so  square, "  Moody 
says  with  delight. 

The  "big  stick  "  and  its  incremental 
distance  benefit  provides  these  talented 
professionals  with  the  opportunity  to 
hit  shorter  clubs  on  their  approach  shots 
to  par  4s.  It  also  allows  them  in  some 
instances  at  least  to  reach 
par  5  holes  in  two  with  irons 
or  more  lofted  fairway  woods 
rather  than  having  to  hit 
driver  from  the  fairway  or 
play  them  as  three-shot  holes. 

"I  look  at  the  long  driver 
as  shaving  two  shots  a  round 
from  my  score,"  says  Homero 
Blancas,  who  catapulted  up 
the  money  list  last  year  with 
a  49-inch  weapon  in  his  arse- 
nal. "Anytime  you  can  go 
from  hitting  a  7-iron  into  a 
green  to  hitting  a  wedge,  you 
are  looking  at  a  better  score," 
he  says,  adding  that  the  long 
club  also  has  helped  him  to 
get  a  better  trajectory  on  his 
shots.  "I  always  had  difficulty 
playing  hilly  golf  courses 
because  I  hit  a  low,  boring 


Kevin  HagloJ  oj  Brumwi^k  GulJ  and Jim  Dent 
admire  the  adjustmenti  made  to  one  of  ]im  '.v  cluhs 
at  a  tournament  ute. 

shot  that  wouldn't  carry  very  far.  The 
extra-long,  relatively  flexible  shaft  in 
my  driver  now  allows  me  to  launch  my 
shots  higher  and  the  ball  carries  farther." 

To  emphasize  how  much  he  believes 
this  club  has  helped  him,  Blancas 
said  that  there  were  times  last  season 
when  he  hit  18  greens  in  regulation, 
a  rare  accomplishment  even  on  the 
Senior  PGA  TOUR.  "In  bad  weather 
at  Indianapolis  last  year,  I  didn't  miss 
a  green  for  36  holes.  You  can  only  do 
that  when  you  are  in  good  position  off 
the  tee, "  he  says,  a  twinkle  in  his  eyes. 

Blancas  believes,  as  do  the  others, 
that  more  golfers,  professionals  and 
amateurs,  will  adopt  the  longer  driver 
in  the  near  future.  "It  helps  you  do 
so  many  things  right, "  he  says.  "The 
length  of  the  driver  and  the  quiet  man- 
ner in  which  you  must  swing  it  helps 
your  balance  and  makes  it  more  difficult 
to  move  the  club  off-plane  with  your 
hands  and  arms, "  he  reasons. 

"Whether  amateur  golfers  have  the 
discipline  and/or  eye-hand  coordination 
to  control  the  ultra-long  club  at  this 
time  is  purely  a  matter  of  speculation. 
One  thing  is  certain,  however,  and 
that  is  that  the  Senior  PGA  TOUR 
never  will  be  the  same,  not  wlien  Rocky 
Thompson  is  outdriving  Jack  Nicklaus 
and  loving  every  minute  of  it. 

"It's  like  cheating,"  says  Carson. 

"It's  like  heaven,"  says  Thompson.  A 
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ue.  Until  now  at&t  is  changing  the  world  of  business  communications.  With  a  guarantee*  that  if  your  service  ever 
?s  down,  it'll  be  back  in  minutes,  Not  hours,  A  guarantee  that  your  international  faxes  will  get  there.  No  matter  what.  And  most 
)ortantly  a  guarantee  that  you'll  always  pay  competitive  prices.  If  you're  not  yet  with  AT&T,  call 

30  222-0400,  Tliat  way,  your  business  communications  will  never  leave  you  in  the  rough.  .  "'^^^^ 
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Center  BorThe  Perfomiing  Arts. 


The  280-Horsepower  Lincoln  Mark  Vm 

That's  where  you'll  experience,  firsthand,  the  power  and 
exhilaration  of  Mark  VIII's  32-valve  Four  Cam  V-8 
InTech  ■'  System*  And  all  the  amenities  you  could  wish 
for  in  a  luxury  sports  coupe.  Including  a  sweeping  interior 
that  virtually  wraps  itself  around  you.  The  Mark  VIII 
is  also  backed  by  the  Lincoln  Commitment;"" 
For  more  information,  call  I  800  446-8888. 
And  put  yourself  i 
center  of  an 
incomparable 
performance. 

i  LINCOLN 

What    A    Luxury    Car    Should  Be 


LINCOLN-MERCURY  DIVISION      .<^C,'    •A.,„l,,l.lr  ,.r.  mo,l<-U  p,n,l„c„|  Oa    17   1114  V,  J,.,l„  l„,  j>,„l.b,l,i,  -A  c„m|ueh,„s,v  „wnr,  hrnri  ii  s  ,u,  k       mtludms  24-h..„,  R„.„l5,J,'  Se,>      As-nuntc  jnJ  a  compl,m,-ntir,  icrvicc  l<.i,r«T 
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he  Right-Heel  Drill  for  Power  and  Accuracy 

Phil  Stambaugh,  Jr.  with  Jay  Sigel 

'  Sigel  knows  a  thing  or  two  about  amateur  golf.  He  was 
le  of  the  country's  finest  amateur  players  for  almost  30  years, 
graduate  of  Wake  Forest  University,  '^z; 
;el  won  a  British  Amateur  Champi- 
iship  in  1980,  back-to-back  U.S. 
nateur  titles  in  1 982  and  1983, 
d  three  U.S.  Mid-Amateur  titles 
1983,  1985  and  1 987 -all  while  , 
jnaging  a  successful  insurance 
siness  in  the  Philadelphia  area. 
At  the  age  of  50,  he  decided  to  take  on 
the  challenge  of  the 
Senior  PGA  TOUR. 

After  earning  a  condi- 
tional card  at  the  National 
Qualifying  School,  Sigel 
won  his  first  professional 
event  in  only  his  fourth 
start.  In  winning  the  GTE 
West  Classic  at  Ojai,  CA  in 
jiayoff,  he  completed  the  greatest  comebacl< 
Senior  PGA  TOUR  history,  rallying 
)m  10  strokes  behind  by 
ooting  a  final-round  62. 
Even  though  he  had  a  list 
impressive  credentials 
fore  joining  the  circuit, 
;el  realized  he  needed  to 
prove  his  golf  swing  and 
loked  up  with  Mitchell  Spearman, 
rector  of  Instruction  for  the  David 
adbetter  Golf  Academy  in  Orlando,  FL 
)nically,  one  of  the  few  faults  Spearman 
tected  in  Sigel's  swing  is  something  Jay  observes 
too  often  while  playing  in  mid-week  pro-ams  at  Senior 
jA  TOUR  events  -  the  reverse  pivot. 
"The  shot  pattern  I  tend  to  see  with  most  of  my  amateur 
rtners  is  a  ball  that  goes  high,  drifts  to  the  right  and  lacks  dis- 
ice.  It's  a  clear  case  of  a  reverse  pivot.  Either  the  weight 
lys  on  the  left  side  throughout,  or  there  is  a  weight  shift  back 
the  right  but  the  lower  body  overturns,"  Sigel  says. 
Most  amateurs  know  the  golf  swing  requires  a  full  shoulder 
rn,  but  they  carry  that  thought  all  the  way  through  into  the 


I  Sigel 


lower  half  of  their  body.  In  their  mind,  they  believe  they  have 
made  the  proper  full  turn  when,  in  fact,  they  have  just  twisted 
their  torsos  and  kept  all  their  weight  on  the  LEFT  side. 

"What  I  strive  to  do  on  the  practice  tee  is  restrict  my  move- 
ment with  my  lower  body.  Believe  it  or  not,  when  I  do  that 

correctly  and  make  the  proper  turn,  I  not  only  hit  the 
ball  farther  but  with  a  great  deal  more  accuracy,  as 
well,"  he  said. 

Spearman  developed  an  easy  drill  to  help 
Sigel  turn  properly.  It's  one  that  will  benefit 
^     players  of  all  skill  levels  and  can  be  incor- 
^     porated  into  any  practice  routine. 

The  concept  behind  the  exercise 
^     accomplishes  three  things:  restricts  the 
lower  body,  allows  the  hips  to  turn 
correctly  and  coils  the  shoulders  fully  into 
a  powerful  hitting  position.  It's  important  to 
remember  that  the  "loading"  of  the  right  side 
occurs  at  the  same  time  the  golf  club  is  moving 
into  the  backswing,  and  neither  movement  is 
independent  of  the  other. 

Lift  the  right  heel  off  the  ground  during  the 
setup  and  keep  it  off  the  ground  as  the  club  goes 
back,  making  sure  the  right  leg  remains  flexed  all 
the  way  to  the  top  of  the  swing.  From  this  posi- 
tion, the  player  should  feel  his  weight  shift  from 
left  to  right  and  all  the  pressure  move  into  the 
front  of  the  right  leg.  "Lifting  the  heel  should 
help  to  create  some  resistance  between 
the  upper  and  lower  body  in  order  to 
^  V         '  build  up  torque  and  ulti- 

iiiaLeiy  create  additional  clubhead 
speed,"  Spearman  says.  "It  comes 
as  a  result  of  good  leg  action." 

From  a  properly 
loaded  right  side,  a  play- 
er is  now  ready  to  release  the  club  powerfully  into  the  ball. 
Spearman  again  stresses  the  importance  of  feeling  the  pressure 
on  the  front  of  the  right  leg  at  the  top  of  the  swing.  Lifting  the 
right  heel  during  the  swing  should  produce  the  proper  sensation. 

"A  good  checkpoint  is  to  examine  the  right  knee  during  the 
swing,"  Spearman  says.  "If  it  moves  backwards  away  from  the 
ball  at  all,  the  hips  have  incorrectly  overturned  and  the  body  is 
in  the  dreaded  reverse-pivot  position." 

Repeating  this  drill  correctly  on  the  range  should  put  players 
in  a  better  overall  position  and  will  give  them  a  pretty  good 
chance  of  improving  the  quality  of  their  shot.  A, 
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Impress  Your  Friends  and  Lower  Your  Scores 

by  Phil  Stambaugh,  Jr.  with  Jim  Albus 

The  low-checking  wedge  is  a  shot  that  every  professional  has 
in  his  arsenal.  When  played  correctly,  it  draws  "oohs"  and 
"aahs"  from  galleries  at  TOUR  events  almost  every  week. 

To  the  average  fan,  seeing  a  ball  come  in  low  to  a  green 
at  a  high  rate  of  speed,  skip  twice  and  stop  quickly  near  the 
hole  is  a  thing  of  beauty.  People  in  the  gallery  at 
a  tournament  marvel  at  the  skill  of  the  shot 
makers  inside  the  ropes  and  may  be  jealous 
of  a  player's  ability  to  pull  this  shot  off  with 
the  wedge.  They  murmur  to  those  fellow 
amateurs  around  them  about  the  great  feel 
required,  the  soft  hands  and  deft  touch  it 
takes  to  save  strokes  from  50  yards  or 
closer  from  the  green. 

What  is  perceived  as  being  a  diffi- 
cult stroke  to  execute  is,  according  to 
Jim  Albus,  actually 
fairly  simple  to  learn. 
He  believes  it's  really 
|k.  <  fjSJtSBM^m  the  only  shot  to  play 
HIMH^SiRH  if  you  have  plenty  of 
^F^|P^~    1          green  to  work  with, 

  '  "  .  and  one  that  should 

'  *  'f"\  be  incorporated  into 
Jim  Albus  anyone's  short  game 

to  lower  their  scores  quickly. 

Albus  should  know.  Not  only  is  he  a 
former  teaching  professional  at  a  pres 
tigious  New  York  country  club, 
but  is  now  recognized  as  one 
of  the  leading  players 
on  the  Senior  PGA 
TOUR.  In  1994, 
Albus  became  the  first 
former  club  professional  to  earn 
more  than  $1  million  in  single-season 
earnings  on  the  Senior  PGA  TOUR  ($  1 ,237, 1 28) 
and  was  tops  in  birdies  with  a  record  453. 

The  former  Metropolitan  PGA  Section  Player  of 
the  Year  ca:  s-ured  the  Ail-Around  title,  combining  rankings 
from  each  of  eight  Senior  PGA  TOUR  statistical  categories. 
He  also  led  the  Senior  PGA  TOUR  in  posting  rounds  in  the 
60s  with  54.  All)- IS  won  the  X'antage  at  The  Dominion  and  the 


Bank  of  Boston  Senior  Golf  Classic  tournaments  last  year, 
making  him  a  multiple  winner  for  the  first  time  ever. 

"The  best  part  of  this  shot  is  that  it's  really  the  easiest  way 
to  hit  a  wedge,  and  there  isn't  a  good  player  that  I  know  that 
doesn't  know  how  to  hit  it  under  the  gun,"  Albus  says.  "There's 
greater  margin  for  error,  and  a  punch  wedge  with  a  great 
deal  of  spin  is  the  safest  way  out  for  a  professional  under  a 
tremendous  amount  of  tournament  pressure." 

Albus  advocates  three  key  points  in  learning  how  to  hit  the 
low  spinner.  First,  make  sure  you  have  a  sand  wedge  with  a 
considerable  amount  of  loft,  57  to  60  degrees  preferably. 
Second,  play  the  ball  back  in  your  stance.  Way  back,  almost 
off  your  big  toe.  That  will  automatically  deleft  the  club  and  give 
you  the  low  flight  you  need. 

"It's  important  to  check  and  make  sure  the  clubface  is 
square  or  slightly  closed.  Too  often,  when  you  move 
the  ball  back  in  your  stance,  you  open  the  clubface  and 
that  defeats  the  purpose  of  this  shot,"  he  says. 

Finally,  Albus  emphasizes  using  a  shoulder- 
dominated  motion.  He  almost  feels  he  is 


"dragging"  the  arms  and  clubhead  through 
the  ball  on  the  forward  swing.  It's  definitely 
not  a  shot  requiring  any  hand  or  wrist 
action.  Just  let  the  length  of  the  shot 
dictate  the  length  of  the  backswing 
and  hit  down  and  through, 
holding  the  clubface 
square  as  long  as 


possible. "I  actually  go  a 
step  further,"  Albus  says.  "I  key 

the  shot  with  my  LEFT  shoulder  and 
.^       think  of  dragging  it,  rather  than  getting  a 
hitting  sensation  with  my  right  shoulder." 
^.      Tempo  also  must  not  be  forgotten  in  the  stroke, 
o*'  The  low,  checking  wedge  is  not  one  requiring 
strength,  rather  finesse.  You  must  maintain  a  smooth,  lazy-ish, 
rhythmical  motion  throughout. 

With  a  little  practice,  a  shot  you  once  thought  was  just 
reserved  for  TOUR  professionals  can  now  be  used  to  lower 
your  scores.  And  impress  your  fellow  competitors. 
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utual-fund  investors  must  be  tme  believers.  Even 
as  stocl^s  swung  wildly  last  year,  battered  by  the 
worst  bond  mai-ket  since  the  Great  Depression,  in- 
vestors in  equity  funds  remained  undaunted.  Al- 
though cash  inflows  ebbed  toward  yearend,  the  fi- 
nal tally  will  likely  be  the  second-highest  on 
recorxl.  And  1995  is  off  to  a  strong  start,  too,  says  Robert  Ad- 
ler  of  AMfi  Datii  Seivices.  Cash  is  coming  into  equity  funds  at 
the  rate  of  $2  Viillion  a  week. 

Sure,  1994  was  a  dismal  year  for  equity  funds.  The  major 
stock  indexes  finished  the  year  slightly  on  the  plus  side,  but 
the  average  total  rt'tvuTi  for  equity  funds  was  -1.8%,  including 
dividends  and  capital  gains.  And  that's  befoi-e  taxes,  which 
could  have  eaten  up  an  additional  two  percentage  points. 
Will  equity-fund  investors  bolt,  as  some  bond-fund  investoi-s 
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have  ah-eady  done?  Not  likely.  Veteran  mutual-fund  analyst  A 
Michael  Lippei-  of  Lipper  Analytical  Services  Inc.  says  inves 
tors  need  to  amass  caj^ital  to  pay  for  college  or-  retirement 
"In  the  long  mn,  these  needs  ai-e  better  met  with  significan 
investment  in  equity  funds"  rather  than  fLxed-income  funds 
Over  the  past  f^ve  years,  which  include  two  down  years 
1990  and  1994,  funds  still  earned,  on  average,  9.1%  a  yeai 
The  10-year  average  annual  return — which  includes  the  198' 
crash — is  even  better,  13.1%  a  year. 

But  that  doesn't  mean  that  investors  will,  or  should,  sta#« 
with  the  same  funds  year  in,  year  out.  Poitfolio  manager 
move  on,  investment  policies  change,  fees  rise.  Or  the  in 
vestors'  own  objectives,  preferences,  and  tax  status  change 
And  sometimes  investors  must  switch  because  a  fimd  just  los; 
es  its  way. 


MARKSEFEROViCH 

has  owned  his  10 
^est  holdings 
[;e  1990,  and  his 
ted  New 
icepts  earned  a 
,ppyll.3%  in  '94 


That's  where  the 
BUSINESS  WEEK  Mu- 
tual Fund  Score- 
board can  help  you 
plan  your  invest- 
ments and  monitor 
just  how  youi'  fonds 
are  faring.  This 
year's  Scoreboard 
has  been  expanded 
iclude  detailed  information  on  885  equity 
is,  125  more  than  last  year.  Next  week, 
INESS  WEEK  will  publish  expanded  hst- 
;  with  652  bond  funds,  many  of  which 
'ered  large  redemptions  as  investors 
ned  that  bonds  can  be  more  risky  than 
ities.  In  two  weeks,  BW  analyzes  260 
ed-end  funds,  some  of  which  are  selling  at 
:e  discounts  and  offer  juicy  returns.  The 
reboard  is  compiled  for  business  week  by 
■ningstar  Inc. 

'he  equity-fund  Scoreboard  that  begins 
page  114  includes  the  critical  data  you 
need  to  measure 
mutual-fund  perfor- 
mance. For  each 
fund,  we  show  total 
return,  both  pre- 
and  aftertax,  foi'  the 
past  year  and,  de- 
pending on  their 
history,  3-,  5-,  and 
10-year  figures.  We 
compare  a  fund's 
perfonnance  against 
funds  with  similar 
investment  objec- 
tives. We  look  at 
the  costs  of  buying 
and  remaining  in- 
vested in  a  fund. 
RISKY?  Then  we 
go  inside  each  fLmcC' 
to  show  how  it  in- 
vests. We  analyze 
the  "investment 
style."  Does  it  pur- 
chase large-capital- 
ization growth 
stocks  or  small-cap 
value  stocks?  Does 
it  buy  stocks  with 
high  price-to-earn- 
ings  ratios?  We  also 
tell  you  how  much 
li  the  fimd  is  sitting  on. 
ind  most  important,  we  measure  just  how 
2h  risk  the  fund  manager  is  taking.  The 
st  Mutual  Funds  are  not  always  the  ones 
t  have  posted  the  plumpest  returns.  The 
t  are  those  that  have  earned  the  highest  reward  foi"  the 
3unt  of  risk  they  took  with  your  money.  That's  why  the 
;iness  week  Scoreboard  awards  ratings  to  mutual  funds 
ed  on  their  risk-adjusted  total  returns.  And  because  fimd 
Bsting  is  a  long-teim  proposition,  we  do  not  rate  funds  un- 
:hey  have  logged  a  five-year  track  record. 
Phis  year,  47  funds  earned  three  upwaixl-pointing  arrows, 
highest  rating,  and  they  are  a  divei'se  lot  (table).  Some  of 
m,  such  as  aim  Aggressive  Growth,  Hancock  Special  Equi- 


lAMESCRABBE 
HARD  HUSON 

?  buy  stocks  that 
down  40%  to 
■)  over  the  last 
months,  and 
re's  no  shortage 
hose" 


THE  TOP  PERFORMERS 

These  equity  mutual  funds  have  earned  three  upward- 
pointing  arrows  in  the  BUSINESS  WEEK  Mutual  Fund  Score- 
board. To  get  this  rating,  they  needed  to  deliver  superior 
risl(-adjusted  total  returns  over  the  last  five  years. 


FUND  AVERAGE 

ANNUAL 

INVESTMENT 

RISK 

TOTAL  RETURN* 

OBJECTIVE 

AIM  AGGRESSIVE  GROWTH 

23.5% 

Maximum  growth 

High 

ALLIANCE  TECHNOLOGY  A 

22.0 

Technology 

Very  high 

CRABBE  HUSON  EQUITY 

14.7 

Growth 

Low 

PDARRF  UllCnil  CPCPIAI 
ullADDC  nUoUn  orCvlAL 

1  3.  J 

Growrth 

High 

EVERGREEN  FOUNDATION 

15.0 

Balanced 

Low 

FAM  VALUE 

13.3 

Small  company 

Low 

FIDELITY  ASSET  MANAGER 

11.1 

Asset  allocation 

Very  low 

FIDELITY  BLUE  CHIP  GROWTH 

18.4 

Growth 

Low 

FinFI  ITV  rnNTRAFIIHn 

17  "i 

Grovrth 

Low 

FIDELITY  LOW-PRICED  STOCK 

18.9 

Small  company 

Low 

FIDELITY  SELECT  C  OMPUTERS 

24.0 

Technology 

Very  high 

FIDELITY  SELECT  ELECTRONICS 

23.1 

Technology 

High 

FIDELITY  SELECT  HEALTH  CARE 

18.6 

Health  care 

High 

cinci  ITV  Gci  CPT  unuc  ciiiaiipc 

01  R 
Zo.D 

Financial 

High 

FIDELITY  SEL  SOFTWARE  &  GOMP.  SVCS. 

21.6 

Technology 

Very  high 

FIDELITY  SELECT  TECHNOLOGY 

22.3 

Technology 

High 

FLEX-FUNDS  MUIRFIELD 

9.7 

Asset  allocation 

Very  low 

FOUNDERS  WORLDWIDE  GROWTH 

13.2 

World 

Low 

ftATCUf  AV  lUnCV  Dl  IIC 

Q  1 

Growth/income 

Very  low 

HANCOCK  FREEDOM  REGIONAL  BANK  B 

18.2 

Financial 

Average 

HANCOCK  SPECIAL  EQUITIES  A 

21.8 

Small  company 

Very  high 

HEARTLAND  VALUE 

16.4 

Small  company 

Average 

INVESCO  STRATEGIC  FINANCIAL  SRVCS. 

18.0 

Financial 

High 

INUFCrn  QTRATFRIP  1  FICIIRF 

1  R  7 
1  D.  / 

Specialty 

Average 

INVESCO  STRATEGIC  TECHNOLOGY 

22.5 

Technology 

High 

KAUFMANN 

19.3 

Maximum  grovrth 

High 

LINDNER  DIVIDEND 

9.9 

Income 

Very  low 

MERGER 

9.4 

Growth 

Very  low 

MFRiniAH 

1R  R 
1  O.D 

Small  company 

Average 

MERRILL  LYNCH  GLOBAL  ALLOCATION  B 

10.7 

Asset  allocation 

Very  low 

MFS  EMERGING  GROWTH  B 

21.4 

Small  company 

Very  high 

MUTUAL  BEACON 

11.5 

Growth/income 

Very  low 

MUTUAL  QUALIFIED 

11.6 

Growth/income 

Low 

nPDCUIIEIMFR  MAIU  CT  IMP  £  RB  A 
UrrtNntimtn  MAln  ol.  Illw.  at  un.  A 

99  9 

Growth/income 

Average 

PBHG  GROWTH 

22.0 

Small  company 

Very  high 

PHOENIX  CAPITAL  APPRECIATION  A 

15.3 

Growth 

Low 

PiMCO  ADVISORS  OPPORTUNITY  C 

21.0 

Maximum  growth 

High 

T.  ROWE  PRICE  SCIENCE  &  TECHNOLOGY 

22.0 

Technology 

Very  high 

SELIGMAN  COMMUNICATIONS  S  INFO.  A 

24.2 

Technology 

Very  high 

SKYLINE  SPECIAL  EQUITIES 

18.2 

Small  company 

Average 

SMITH  BARNEY  PREMIUM  TOTAL  RETURN  B 

11.1 

Equity-income 

Very  low 

SOGEN  INTERNATIONAL 

10.5 

Asset  allocation 

Very  low 

STRONG  COMMON  STOCK 

19.0 

Small  company 

Average 

UNITED  NEW  CONCEPTS 

19.9 

Small  company 

Average 

VANGUARD  SPECIAL  HEALTH  CARE 

15.6 

Health  care 

Average 

VISTA  GROWTH  &  INCOME  A 

14.9 

Grovirth/income 

Low 

WARBURG  PINCUS  GROWTH  &  INCOME 

13.6 

Growth/income 

Low 

'1990-1994  pretax  return,  includes  appreciation  plus  reinvestment  of  dividends  and  capital  gams 
DATA:  MORNINGSTAR  INC 

ties,  PBHG  Growth,  and  Seliginan  Communications  &  Inforaia- 
tion  Fund  take  on  high  risk,  buying  the  shares  of  rapidly 
growing  companies  at  high  p-e  ratios. 

That  can  lead  to  some  wild  rides.  Just  look  at  the  Seligman 
ftmd,  wMch  specializes  in  teclmology  stocks.  The  fund  was  the 
best  performer  both  for  1994,  up  35.3%,  and  for  the  five-year 
period,  an  average  annual  retm-n  of  24.2%.  Yet  it's  not  for  the 
faint  of  heait.  From  March  to  June  of  last  year,  the  ftmd  lost 
22%  of  its  net  asset  value.  But  the  beauty  of  the  BW  ratiiigs 
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is  that  fimds  don't  have  to  take  high  risks  to  win  accolades. 
At  the  other  end  of  the  spectrum,  there's  Flex-funds 
Muii-field,  Gateway  Index  Plus,  Lindner  Dividend,  and 
Merger  Funds.  Each  of  these  funds  beat  the  market  by  a 

percentage  point  a 
year  or  less.  That 
may  not  sound  Hke 
much  until  you  con- 
sider that  the  risk  rating  of  each  of  these  funds  is  "veiy 
low"  and  that  of  the  stocks  in  the  Standard  &  Poor's  500- 
stock  index  is  "average."  If  a  fund  can  deliver  a  littk' 
more  return  at  a  lot  less  risk,  it's  worth  lauding.  Such 
funds  shoukl  ajjpeal  to  investors  who  should  be  in  equities 
but  are  reluctant  to  bear  the  day-to-day  volatility  of  the 
stock  market. 

These  toj)  funds  all  take  dif- 
ferent ai)proaches  to  investing. 
Lindner  Dividend  focuses  on 
generating  high  yields  and 
Gateway  on  selling  options. 
Perhaps  mo.st  unusual  is  Mer- 
ger Fund,  which,  true  to  its 

name,  invests  in  companies  after  a  merger  agreement  is  an- 
nounced. The  strategy  is  not  without  risk — deals  after  all  do 
fall  apart — but  that  risk  is  not  con-elated  with  that  of  stock 
market.  "Strategic  deals  that  make  sense  get  done  even  in  an 
unfavorable  market,"  says  Fred  Green,  who  with  Bonnie  L. 
Smith  manages  the  funcl.  Last  year,  the  fund  earned  a  7.1% 
total  return. 

Not  all  of  the  top-rated  funds  beat  the  market  during 


THE  LARGEST  FUNDS 

Here's  the  BUSINESS  WEEK  Mutual  Fund 
Scoreboard  rates  the  largest  equity  mutual  funds: 


ANTHONY  ORPHANOS^ 

His  Warburg  Pincus 
has  been  40%  in  cash 
since  Labor  Day.  He's 
in  no  hurry  to  spend 


FUND 


FIDELITY  MAGELLAN 
INVESTMENT  COMPANY  OF  AMERICA 
WASHINGTON  MUTUAL  INVESTORS 
FIDELITY  PURITAN 
FIDELITY  ASSET  MANAGER 
VANGUARD  WINDSOR 
INCOME  FUND  OF  AMERICA 
TWENTIETH  CENTURY  ULTRA  INVSTRS. 
JANUS 

FIDELITY  GROWTH  &  INCOME 
VANGUARD  INDEX  500 
FIDELITY  CONTRAFUND 
VANGUARD/WELLINGTON 
EUROPACIFIC  GROWTH 
VANGUARD/WINDSOR  II 
FSOELITY  EQUITY-INCOME 
L-tPiii  WITTER  DIVIDEND  GROWTH 
mVi  ^-ERSPECTIVE 
.VIERR^LL  LYNCH  GLOBAL  ALLOC.  B 
T.  ROWF.  PRICE  INTiL.  STOCK 

'I'i')0-I994  prel.u  returns,  mcludei  appreciation  plus  reinvestment  of  rliuidends  and  capital  gams 
LEGIMO:  i"i  arrows  up)  superior,  (2  arrows  up)  very  good,  (1  arrow  up)  abowe  average,  (1  arrow  down)  below  aver 
age,  (2  arrows  down)  poor,  (3  arrows  down)  iiery  poor. 

DATA  MORNINGSTAR  INC 
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ASSETS 

BW        AVG.  AN'L 

BILLIONS 

RATING      TOTAL  RET. 

$36.4 

nm 

;  19.3 

AVG 

8.8 

12.7 

AVG 

8.0 

;  11.8 

10.7 

;  11.1 

11.1 

\  10.9 

•9- 

8.6 

\  10.5 

8.4 

\  9.9 

19.4 

\  9.4 

10.7 

i  9.3 

12.5 

i  9.2 

AVG 

8.5 

\  8.7 

17.5 

;  8.6 

7.9 

8.3 

10.7 

1  7.9 

AVG 

7.8 

\  7.4 

9.2 

:  6.7 

AVG 

7.2 

;  6.5 

-* 

10.3 

\  6.3 

10.7 

\  6.0 

•9- 

7.2 

iyy4.  Most  funds  that  held  some  bonds — mainly  asset-alloc; 
tion,  balanced,  and  income  fimds — were  jjulled  down  by  thosj 
holdings.  But  in  1993,  they  were  golden  as  rates  fell  ani 
bonds  surged  in  value. 

Although  Meirill  Lynch  Global  Allocation  B  Fund  and  F 
delity  Asset  Manager  retain  their  top  ratings,  they  failed  tfil 
beat  the  s&p  in  1994.  Both  fimds  have  wide  latitude  to  inves| 
at  home  or  abroad,  yet  neither  came  up  with  a  winning  mi}#;. 
The  MemU'fund  suffered  a  -2.9%  return.  The  Fideli 
ity  fimd,  -(3.6%,  was  di'agged  under  by  its  holdings  ii" 
emerging  markets,  a  source  of  pliunp  returns  in  prei 
vious  years.  "I  was  lowering  emerging-mai'kets  hold  ji 
ings  all  year,  but  I  didn't  get  to  ze^o  soon  enough, 
says  Robert  A.  Beckwitt,  who  nins  Fidelity  Asse 
Manager.  The  fund  is  down  1.3%  so  far  this  year. 
DREARY  SHOWING.  International  investing  lost  mos 
of  its  luster  in  1994.  About  the  only  market  to  maki 
gains  was  Japan's — and  a  scant  few  fund  manager 
had  invested  there.  And  though  the  Mexican  cur 
rency  crisis  that  began  in  mid-December  contiibutei!  si 
to  the  dreaiy  performance  abroad,  the  interaationt' 
funds  were  not  faring  particularly  well  until  the; 
either.  Even  Founders  Worldwide  Growth  Fund,  th 
only  world  fund  to  get  a  top  rating  tliis  yeai",  record 
ed  a  -2.2%'  return  in  1994.  But  fund  investors  hav 
not  lost  their  appetite  for  overseas  investing.  Las 
yeai;  international  funds  took  in  37%  of  the  inflows 
stock  fimds,  according  to  Avi  Nachmany  of  Strategi 
Insight  Inc.,  a  fund-industry  consulting  firm.  Bu 
amg's  Adler  senses  a  slowdown — so  far  this  yea) 
only  10%  of  the  new  money  is  going  global. 

With  jittei-y  markets,  it  was  no  wonder-  fund  man 
agers  had  a  tough  time  getting  any  positive  results 
But  even  funds  with  a  bearish  bent,  such  as  th 
Robertson  Stephens  Contrarian  Fund,  fared  no  bet 
ter.  Anticipating  higher  inflation,  the  fund  loaded  u 
on  gold,  metals,  and  energy  stocks  and  sold  shor 
popular  highfliers,  betting  on  a  big  market  plunge 
The  fund  had  a  5.5%  loss  for  the  year. 

"It  was  a  year  in  which  almost  nothing  worked, 
sighs  Jean-Marie  Eveillard,  portfolio  manager  of  th 
Sogen  International  Fund.  "Even  gold  didn't  pa: 
out."  Gold  bullion  and  gold  mining  shai-es  had  soarei 
in  1993,  but  in  1994,  precious  metals  funds  were  th 
worst  perfoiTners,  down  9.2%-.  Eveillard  managed  t 
eke  out  a  2.5%-  total  return  for  the  year,  mainly  be 
cause  of  some  shrewd  stock  picks  and  a  pile  of  casl 


'unds  that  invested  in  low  p-e  and 
price-book  stocks — so  called  "value" 
:ks — fared  better  in  the  first  half 
994.  Those  that  bought  higher  p-e 
)wth"  stocks  did  better  in  the  sec- 
half.  This  reversal  in  the  trend  ex- 
ns  why,  overall,  the  results  of  the 
ous  investment  styles  as  shown  on 
e  112  are  not  significantly  differ- 
from  one  another.  But  investment 
e  will  make  a  difference  this  year. 
he  economy  slows,  as  most  expect, 
is  with  a  gi-owlh-stock  tilt  should 
le.  True  "growth  companies"  don't 
d  a  robust  economy  to  generate 
its. 

lS  a  matter  of  policy,  many  funds 
p  most  of  their  money  invested  in 
:ks,  not  allowing  cash  to  pile  up. 
those  that  could  and  did  keep  cash  ^ 
vered  r-elatively  strong  perfoi-manc- 
Anthony  G.  Orphanos,  portfolio 
lager  of  the  top-rated  Wai'bm-g  Pin- 
Growth  &  Income  Fund,  up  7.6% 
1994,  took  profits  in  technology 
ks  during  the  summer  and  has  had 
)  of  his  fund's  assets  in  cash  since 
lor  Day.  Orphanos  is  in  no  hurry 
pend  it.  To  become  bullish  again,  he 
5,  "I  have  to  see  evidence  that  the 
nomy  will  slow  precipitously  or 
f-term  interest  rates  would  have  to 
below  7%." 

IT  RIDE.  Mark  G.  Seferovich,  who 
s  the  United  New  Concepts  Fund, 
3  his  cash  cushion,  now  27%,  helps 
iampen  the  swings  inherent  in  port- 
)s  of  small-company  stocks.  And  he 
5n't  consider  cash  to  be  a  drag  dur- 
buU  markets  eithei'.  "In  an  up  mar- 
stock  selection  will  oveipower  the 
ght  of  cash  any  day,"  says  Sefero- 
1.  He's  also  happy  to  let  his  profits 
'.  The  10  lai'gest  holdings,  including 
orcycle  manufactui-er  Hai'ley-David- 
Inc,  have  been  in  the  fund  since  1990.  He  earned  a 
ppy  11.3%  last  year,  and  19.9%  over  the  past  five  years. 
,t  helped  him  win  three  up-arrows  in  the  BW  Scoreboard. 
i.t  the  Flex-funds  Muir-field  Fimd,  cash  is  not  a  cushion  but 
.rategic  weapon.  Manager  Robert  S.  Meeder  Jr.  moved  to 
:ash  last  March  and  stayed  that  way  until  yearend.  Now, 
has  put  most  of  that  money  back  to  work.  The  fund  has 
of  its  assets  in  equities — which  in  Muii^field's  case  is 
sr  equity  funds.  Its  largest  holding  is  Fidelity  Capital 
Dreciation  Fund,  6%  of  assets.  Others  include  Fidelity's 
e  Chip  and  Growth  &  Income  funds,  as  well  as  Neuberger 
Berman  Focus  and  T.  Rowe  Price  New  Horizons  funds. 
1  20%.  of  the  fund  is  in  10-year  U.  S.  Treasuiy  bonds, 
'echnology  funds  were  the  big  winners  in  1994 — and  so 
'e  those  diversified  funds  that  banked  heavily  on  high 
1,  such  as  Fidelity  Blue  Chip  Growth  Fund.  The  entire 
:or  of  the  market  benefited  from  increased  capital  spend- 
on  productivity-saving  technology  and  on  the  pubhc's 


THE  FUND  GROUPS 


Last  year  disappointed  many  fund  investors — if  only  because  the 
previous  several  years  liad  been  so  strong.  Technology  funds  were 
the  standouts,  while  precious-metals  funds,  which  nearly  doubled  in 
1993,  were  1994's  dogs. 


FUND  OBJECTIVE 

TOTAL  RETURN  (PERCENT)*               BEST-PERFORMING  FUND  IN  1994 
1994  1992-94t  199D-94t1985-94t 

TECHNOLOGY 

13.1 

17.4  ; 

19.0 

15.5 

Seligman  Comm.  &  Inform.  A 

HEALTH  CARE 

5.3 

-1.3  : 

14.9 

19.8 

Fidelity  Select  Health  Care 

EUROPE 

1.6 

8.1  \ 

3.9 

NA 

Fidelity  Europe  Cap.  Apprec. 

SPECIALTY 

0.9 

12.2: 

10.7 

19.9 

Fidelity  Select  Chemicals 

NATURAL  RESOURCES 

-0.1 

8.8  I 

5.4 

10.3 

Fidelity  Sel.  Paper  &  Forest 

SMALL  COMPANY 

-0.3 

9.6 ; 

12.4 

13.5 

PBHG  Emerging  Growth 

GROWTH/INCOME 

-0.6 

7.0  \ 

8.7 

12.8 

Safeco  Equity 

GROWTH 

-1.4 

6.9 ; 

9.7 

13.4 

Montgomery  Growth 

FINANCIAL 

-1.5 

16.7  : 

15.7 

13.4 

Fidelity  Select  Home  Finance 

EQUITY-INCOME 

-1.6 

7.7 

8.1 

11.8 

Fidelity  Adv.  Equity  Income  A 

MAXIMUM  GROWTH 

-2.1 

7.3  \ 

12.3 

14.5 

AIM  Aggressive  Growth 

ASSET  ALLOCATION 

-2.7 

6.2  i 

7.7 

10.7 

Quest  For  Value  Opportunity  A 

BALANCED 

-2.7 

5.6  i 

8.2 

11.7 

Dreyfus  Balanced 

WORLD 

-2.8 

7.9  \ 

6.1 

14.0 

Dean  Witter  Global  Div.  Grth. 

FOREIGN 

-3.8 

10.1  ; 

6.4 

15.8 

New  England  IntI  Equity  A 

INCOME 

-4.4 

6.2  I 

8.3 

10.7 

Putnam  Managed  income  A 

PACIFIC 

-6.9 

11.5  i 

3.5 

15.4 

Fidelity  lapan 

UTILITIES 

-8.5 

5.0 ; 

6.6 

12.5 

Fidelity  Select  Telecommun. 

PRECIOUS  METALS 

-9.2 

11.7  \ 

0.3 

6.1 

Lexington  Strategic  Invstmts. 

U.S.  DIVERSIFIED  FUNDS 

-1.0 

7.5  i 

10.0 

13.3 

ALL  EQUITY  FUNDS 

-1.8 

7.8  \ 

9.1 

13.1 

S&P  500 

1.3 

6.3  ; 

8.7 

14.4 

"Pretax  return,  includes  appreciation  plus  reinvestment  of  diuibends  and  capital  gams       tAverage  annual        NA=Not  available 
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gi'owing  appetite  for  gadgetiy  such  as  pes  and  cellular  phones. 

After  foui'  year's  of  strong  perfomiance,  can  you  still  bet  on 
technology?  "Sure,  we  have  a  lot  of  technology,"  admits  Mi- 
chael Gordon,  Blue  Chip's  manager.  "But  we  talk  to  the  com- 
panies all  the  time,  the  business  prospects  ai'e  great,  and  the 
stocks  are  not  expensive  based  on  their  gi'owth  rates." 

Nonetheless,  fimd  analysts  generally  warn  investors  not  to 
chase  the  top-rated  specialty  funds  such  as  the  Fidelity  Se- 
lects: Computers,  Electronics,  Software  &  Computer  Servic- 
es, and  Technology.  "Usually,  the  point  at  which  everything 
looks  gi'eat  about  a  sector  is  the  time  you  have  to  worry 
about  getting  out,"  says  Don  Phillips,  publisher  of  Moming- 
stcir  Mutual  Funds.  Phillips  suggests  buying  more  diversified 
funds  that  can  invest  in  technology  and  leaving  the  specific 
technology  sectors  to  the  portfolio  manager's  expertise.  The 
average  gi'owth  ftmd  ah-eady  has  20%  of  its  assets  in  technol- 
ogy, and  some  small-cap  gi'owth  funds  more  than  30%. 

Smart  mutual-fund  investing  takes  work.  And  the  place  to 


Technology  funds  were  big  winners  in  1994,  as  were 
diversified  funds  heavily  invested  in  high  tech 
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yt  i  .-LaiLt  il  1.-^  the  BUSINESS  WEEK  Scoreboard  tables  (page 
114).  The  funds  are  hsted  alphabetically,  and  if  they  accumu- 
lated a  five-year  record,  their  BW  rating  follows  the  name. 
Also,  be  on  the  watch  for  a  head-and-shoulders  icon.  The 
solid  icon  indicates  a  portfolio  manager  with  10  years  at  the 
helm.  A  head-and-shoulders  outline  means  there's  a  new 
managei'  on  the  job. 

MUSHROOM.  The  ne.xt  column,  "Assets,"  is  the  fund's  size.  Fi- 
delity Magellan  Fund  notwithstanding,  performance  often 
slows  as  funds  gTow.  Check  out  Crabbe  Huson  Ecjuity  and 
Crabbe  Huson  Special  Funds  on  page  116.  Both  funds  rate 
three  up-arrows.  Because  of  that  performance,  the  Crabbe 
Huson  Sj^ecial  Fund  in  particulai-  has  mushroomed — its  assets 
were  up  1,200%  over  the  last  year.  Most  of  the  fund's  admii-- 
able  record  was  amassed  when  it  was  a  mere  fraction  of  its 
current  size. 

Portfolio  manager  James  E.  Crabbe  says  neither  the  Spe- 
cial fund  nor  the  Crabbe  Huson  Ec}uity,  nui  by  partner  Rich- 
ard S.  Huson,  will  have  any  trouble  finding  investment  oppor- 
tunities. "We  buy  stocks  that  are  down  40%  to  50%  ovei-  the 
last  24  months,  and  there's  no  shortage  of 
those,"  says  Crabbe.  The  key,  he  adds,  is  to 
determine  which  of  the  depressed  stocks 
can  rebound  in  the  next  year  or  two.  For 
instance,  they  started  buying  IBM  at  46 


^BONNIE  SMITH 
FRED  GREEN 

Their  Merger  Fund 
invests  in  announced 
deals  and  iiada7.1% 
return  in  1994 


Next  comes  the  19f 
I'e turns,  both  pretax  an, 
aftei'tax.  Yes,  investoii 
in  mutual  ftmds  may  stii 
be  stuck  with  a  tax  bi 
even  if  the  fund  didn 
make  any  money  durin 
the  year.  Here's  why:  B 
law,  the  fund  must  dii: 
tnbute  its.  net  income — that  shows  up  in  the  "yielc! 
column — as  well  as  any  realized  capital  gains.  S 
even  if  net  asset  value  fell,  there  may  be  som 
taxes  owed.  , 
SHARP  PAIN.  Look  at  Twentieth  Centuiy  Growth  Ii' 
vestors  on  i^age  138.  The  pretax  return  for  19£, 
was  -1.5%,  a  little  better  tlian  the  average  equit 
fund.  But  this  fund  also  made  large  capital-gairj 
distributions  amounting  to  about  15%  of  nav.  Aftf' 
taxes,  the  fund's  I'eturn  dropped  to  -5.6%.  Thi 
would  have  been  particularly  painful  to  new  invesj 
tors  in  the  fund,  who  didn't  have  their  money  ir 
\  ested  long  enough  to  take  advantage  of  the  por 
inlio's  long-term  gains.  "It's  like  arriving  at  th 
I  larty  as  it's  breaking  up  and  getting  stuck  with  th 
caterer's  bill,"  says  Morningstar's  Phillips. 

Can  you  guard  against  being  blindsided  by  larg 
capital-gains  distributions?  Not  entirely,  but  thei 
ai'e  some  tip-offs.  Is  the  fund's  asset  base  shiinking 
You  can  tell  that  from  the  "%  chg."  column  unde 
assets.  That  could  mean  more  money  is  coming  out  than  g( 
ing  in,  and  managers  may  have  to  cash  in  some  winners  t 
meet  redemptions.  A  new  portfolio  manager  may  also  offer 
clue.  He  may  sell  stocks — and  unlock  um-ealized  gains — to  n 
cast  the  portfolio  to  his  own  liking.  Are  there  unrealize 
gains  in  the  fund?  You  can  find  that  out  on  the  right-han 
pages  under  the  column  "Untaxed  Gains."  Right  now,  Twer 
tieth  Centuiy  Gi'owth's  untaxed  gain  is  small,  only  7%  of  th 
portfolio.  But  a  year  ago,  that  figure  was  22%. 

In  that  same  column,  yoti'll  also  note  many  negative  nun. 
bers.  That  means  tlie  fund  has  more  unrealized  losses  tha- 
gains  in  the  portfolio.  That  could  be  a  tax  shelter.  The  fun: 
can't  distribute  losses  to  shareholders,  but  it  can  use  them  ti 
offset  future  gains  and  avoid  taxable  distributions.  Of  cours* 
buying  a  fund  rife  with  losses  means  you're  buying  a  loser- 
so  you  better  be  confident  the  fund  can  make  a  comeback.  ■ 
Balancing  all  these  analytics  is  not  simple.  But  if  you're 
serious  mutual  fund  investor,  it's  the  only  way  to  be  siu-e  tht 
you  and  your  fund  are  made  for  each  other. 

By  Jeffrey  M.  Laderman  in  New  Yo7' 


Investment  Styles:  How  They  Fared 


when  Big  Blue  was  flat  on  its  back.  Today, 
it's  at  74.  Crabbe's  next  high-tech  comeback 
bet  IS  (]ray  Research  Inc.,  down  ft-om  50  to 
15.  His  firm  holds  5%-  of  the  company  and 
believi.'.-  it's  at  least  a  double. 

Moving  to  your  right  along  the  Score- 
board, you'll  find  fees,  both  sales  charg- 
es— often  called  "loads" — and  expense  ra- 
tios, which  is  tlie  annual  cost  of  keeping 
your  money  in  the  funds.  The  average  ex- 
pense ratio  is  1.29%.,  or  $1.29  for  every 
$100  in  the  fr.rid.  The  higher  the  expenses, 
the  more  it  e.^ts  into  your  returns.  And 
that's  a  cost  to  be  bome  whether  or  not 
the  fund  makes  ivi  )iiey. 
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The  Mutual  Fund  Scoreboard  analyzes 
"Investment  style."  First,  we  determine 
median  market  capitalization  of  a  fund's 
stocks.  Large-cap  is  more  than  $5  billion; 
small,  less  than  $1  billion;  and  midcap, 
$1  billion  to  $5  billion.  Then  we  measure 
the  average  price-earnings  and  price-book 
ratios  to  see  if  the  stocks  are  "growth"  or 
"value"  and  compare  them  with  the 
stocks  in  the  S&P  500.  Those  with  p-e's 
and  p-b's  below  those  of  the  S&P  index 
are  deemed  "value"  funds;  those  higher, 
"growth"  funds.  Those  that  are  close  to 
the  S&P  averages  are  "blends."  L 

DATA,  MORNINGSTAR  INC, 


Investment  Style 


VALUE 

BLEND 

GROWTH 

LU 

cs 

LARGE-CAP ] 

LARGE-CAP 

LARGE-CAP 

ac 
«x 

VALUE  1 

BLEND 

GROWTH 

-1.3%  1 

-1.4% 

i  -1.0% 

L 

LU 
 1 

MID-CAP  ' 

MID-CAP 

1  MID-CAP 

C3 

a 

VALUE  ; 

BLEND 

;  GROWTH 

-2.8% ; 

-1.5% 

-3.0% 

1  

 I 

 [ 

SMALL-CAP  1 

SMALL-CAP 

SMALL-CAP 

<E 

VALUE 

BLEND 

GROWTH 

CO 

-1.0%  1 

1 

-1.8% 

-1.3% 

FUND  AVERAGES  ARE  BASED  ON  1994  PRHAX  RETURNS 


Before  ja 

CHECK  T 


C 


E  MILEAGE. 


AIR  BAG  COMPUTERS 

Irwindale,  CA 


AIR  BAG  INFLATORS  ■c' 
&  MODULES  '<^^ 
Ogden,  UT  <^ 


TIE  ROD  ENDS 
Brewer,  ME 


URETHANE 

La  Porte,  TX 


BRAKE  COMPONENTS 

Charleston,  SC 


LEATHER 

Williamsport,  MD 


PISTONS 

Morrfstown,  TN 


FORGED 
CRANKSHAFTS 

Louisville,  KY 


CYLINDER  HEADS 
&  MANIFOLDS 
St.  Louis,  MO 


M„rr  llicju  2711. Villi  (:, 


EVERY  YEAR,  Toyota  buys  thousands  of  parts  from      \  U.S.  stippliers.  Wliether  it's  engine  blocks  from  Ohio, 

communities  right  across  the  country.  In  fact,  we  buy      )  batteries  from  Tennessee  or  wiper  systems  from  New 

more  than  $4.6  billion  per  vear  in  parts  for  both      )  York,  otu"  investment  in  local  industries  is  pa\ang  off  in 

domestic  and  overseas  production,  from  more  than  440      (  the  form  of  thousands  of  jobs  across  the  United  States. 

Investing    in    the    thin  a  s    w e  a  l  l    c a  h e    a  b  o  v  t  .  TOYOTA 


For  mnrr  infiinnnltiin  alioul  Tiiyola  in  Amriiiii  vnilr  Tiiyila  Mntar  Cinparalt'  Scrvirey.  ^>  West  'ijlh  Strcrl,  Siiilr  49011-/1-1.  Nrw  York.  NY  ItH)19 


Equity  Funds 

MUTUAL  FUND  SCOREBOARD 


How  To  Use  the  Tables 

BUSINESS  WEEK  RATING 

Based  on  five-year  risk-adjusted 
performance,  relative  to  the  S&P 
500.  Calculated  by  subtracting  a 
fund's  risk-of-loss  factor  (see 
RISK)  from  historical  pretax  total 
return.  To  get  a  positive  rating, 
fund  must  beat  the  S&P  500  on 
a  risk-adjusted  basis.  The  ratings 
are  as  follow/s: 

♦  ♦  SUPERIOR 

♦  VERY  GOOD 


♦  GOOD 
AVG  AVERAGE 

♦  BELOW  AVERAGE 

♦  ♦  POOR 

♦  ♦  ♦   VERY  POOR 

MANAGEMENT  CHANGES 

X  indicates  the  fund's  manager 
has  held  the  job  at  least  10 
years;  ,  ,  indicates  a  new  manager 
since  Dec.  31,  1994. 
S&P  500  COMPARISON 
The  pretax  total  returns  for  the 
S&P  500  are  as  follows:  1994, 
1.3%;  three-year  average  (1992- 


1994),  6.3%;  five-year  average 
(1990-94),  8.7%;  10-year  aver- 
age (1985-94),  14.4% 
SALES  CHARGE 

The  cost  of  buying  a  fund,  or  the 
"load."  Many  load  funds  take  the 
charge  out  of  the  initial  invest- 
ment, and  for  ratings  purposes, 
performance  is  reduced  by  these 
charges.  Loads  may  be  levied  on 
withdrawals,  either  as  a  flat  fee  or 
one  that  declines  over  time. 
EXPENSE  RATIO 
Expenses  for  1994  as  a  percent- 
age of  average  net  assets,  a  mea- 


sure of  how  much  shareholaiii 
pay  for  management.  Foot*) 
indicate  if  a  ratio  includes)*! 
12(b)-l  plan,  which  spendl 
holder  money  for  marketing 
OBJECTIVE 
Some  funds  specialize  in  ( 
tor,  which  is  indicated  in  1 
umn.  Other  funds  are  gro 
follows:  Asset  allocation:  ^ 
stocks,  bonds  and  cash,  ai 
sibly  gold,  real  estate  and 
securities.  Balanced:  Buy 
stocks  and  bonds.  Equity- 
income:  Emphasizes  high- 


FUNO 


RATING  OBJECTIVE 


SIZE 


FEES 


1994  RETURNS  (%) 


ACCcrcTC 

%  CHG 

SALES 

LAT  LIIUL 

PRE- 

AFTER- 

RANK 

SMIL 

1993-4 

brlMnuL  \  /ol 

RATIO 

f\nl  lU  \  /oj 

TAX 

TAX 

YIELD 

OBJI 

AARP  CAPITAL  GROWTH 

Growth 

649.0 

0 

No  load 

0.97 

-10.0 

-10.6 

0.0 

22f 

i 

AARP  GROWTH  &  INCOME  X 

Growth/income 

2284.7 

38 

No  load 

0.76 

3.1 

1.1 

2.9 

l£i 

3 

ABT  UTILITY  INCOME  A 

Utilities 

99.9 

-29 

4.75 

1.02t 

-12.2 

-13.5 

5.1 

I) 

*  * 

Sni3ll  comp3ny 

—J 

u.oo 

— /.D 

Q  Q 
— O.o 

n  Q 

fi 

3 

ACOHN  IN  1  bKNA  1  lUNAL 

Foreign 

1 364.8 

51 

2.00*J 

1 .20 

-3.8 

—4.0 

0.6 

.il 

ADVANTAGE  GROWTH 

♦ 

Growth 

76.4 

-5 

4.00" 

1.99t 

-7.7 

-8.1 

0.5 

2i:i 

ADVANTAGE  INCOME 

-* 

Income 

73.8 

-9 

4.00" 

1.69t 

-5.3 

-7.0 

4.8 

i; 

ii 

AFFILIATED 

AVG 

Growth/income 

4009.6 

-2 

5.75 

0.63t 

3.9 

1.0 

2.9 

u 

li 

AIM  AGUKtdalVt  GKOWIH 

♦  ♦  ♦ 

Maximuni  growth 

7 1 4.7 

161 

5.50t 

1 .001 

1 7.2 

17.2 

0.0 

1 

AIM  CHARTER  X 

Growth/income 

1475.1 

-1 1 

5.50 

1.1 5t 

-4.3 

-6.0 

2.4 

lit 

S 

AIM  CONSTELLATION 

Maximum  growth 

3703.5 

27 

5.50 

1.20t 

1.3 

0.5 

0.0 

J 

AIM  GROWTH  A 

Growth 

123.7 

-16 

5.50 

1.13t 

-5.0 

-6.0 

0.0 

ise 

AIM  INTERNATIONAL  EQUITY  A 

Foreign 

653.4 

36 

5.50 

1.63t 

-3.3 

-4.4 

0.3 

AIM  SUMMIT 

Growth 

746.4 

5 

8.50 

0.72 

-2.8 

-A.2 

1.1 

is-sa 

AIM  UTILITIES  A 

Utilities 

150.0 

-25 

5.50 

1.16t 

-11.6 

-13.0 

5.3 

AIM  VALUE  A 

Growth 

1358.3 

78 

5.50 

I.OIt 

3.3 

2.8 

0.7 

AIM  WEINGARTEN 

♦ 

Growth 

3667.6 

-22 

5.50 

1.20t 

-0.3 

-3.4 

0.4 

IOCS 

ALGER  GROWTH 

* 

Growth 

71.4 

74 

5.00" 

2.34t 

-1.6 

-2.2 

0.0 

132 

ALGER  SMALL  CAPITALIZATION 

Small  company 

294.3 

2 

5.00" 

2.17t 

-4.6 

-A.6 

0.0 

E 

J 

ALLIANCE  A 

Growth 

732.2 

-12 

4.25 

1.04t 

-2.5 

-6.7 

0.2 

! 

ALLIANCE  BALANCED  SHARES  A 

Balanced 

143.8 

-16 

4.25 

1.27t 

-5.8 

-6.7 

3.0 

A 

1 

ALLIANCE  GROWTH  &  INCOME  A  & 

Growth/income 

387.8 

-13 

4.25 

1.04t 

-A.2 

-6.3 

2.3 

\\A 

J 

ALLIANCE  GROWTH  B 

Growth 

812.2 

380 

4.00" 

2.10t 

-1.8 

-2.4 

0.0 

131 

i 

ALLIANCE  INTERNATIONAL  A 

Foreign 

176.8 

-2 

4.25 

1.82t 

5.7 

3.0 

0.0 

! 

ALLIANCE  NEW  EUROPE  A 

Europe 

78.6 

-14 

4.25 

2.30t 

4.6 

4.4 

0.7 

ALLIANCE  PREMIER  GROWTH  B 

Growth 

137.0 

-12 

4.00" 

2.70t 

-6.2 

-7.8 

0.0 

19; 

ALLIANCE  QUASAR  A 

Maximum  growth 

129.8 

-34 

4.25 

1.63t 

-7.3 

-11.8 

0.0 

ALLIANCE  TECHNOLOGY  A 

Technology 

215.7 

24 

4.25 

1.66t 

28.5 

25.1 

0.0 

AMCAP  JL 

Growth 

2877.2 

-7 

5.75 

0.72t 

-0.2 

-2.7 

1.0 

9E 

AMCORE  VINTAGE  EQUITY 

Growth 

139.1 

23 

No  load 

0.54t 

2.0 

1.5 

1.5 

51 

ASViERICA'S  UTILITY 

Utilities 

123.6 

-5 

No  load 

1.21 

-13.1 

-14.4 

4.9 

AMERICAN  BALANCED  X 

Balanced 

2081.9 

22 

5.75 

0.71t 

0.3 

-1.2 

4.6 

AMERICAN  CAPITAL  COMSTOCK  A 

Growth/income 

871.8 

-11 

5.75 

0.98t 

-3.7 

-9.6 

2.1 

lie 

J 

AMERICAN  CAPITAL  EMERGING  GROWTH  A 

* 

Small  company 

677.6 

16 

5.75 

1.18t 

-7.1 

-7.8 

0.0 

7 

) 

AMErtlCAN  CAPITAL  ENTERPRISE  A 

AVG 

Growth 

749.3 

-5 

5.75 

1.03t 

-0.2 

-1.9 

0.7 

97 

S 

AMERICAN  CAPITAL  EQUITY-INCOME  B 

Equity-income 

241.8 

110 

5.00" 

1.81t 

-2.7 

^.0 

2.8 

9 

A»WER!CAN  CAPITAL  GROWTH  &  INC.  A 

AVG 

Growth/Income 

205.4 

-3 

5.75 

1.12t 

-1.7 

•^.9 

2.3 

9C 

5 

CAPITAL  PACE  A  . 

Growth 

2060.7 

-16 

5.75 

1.02t 

-3.7 

-7.1 

1.1 

17C 

S  INDEX 

Natural  resources 

176,2 

-23 

No  load 

0.84 

-9.7 

-10.9 

4.3 

1 

GROWTH  X 

AVG 

Growth 

69.8 

2 

5.75 

1.34 

•^.0 

-9.1 

1.4 

17E 

LEADERS  A  A 

AVG 

Growth/income 

239.8 

7 

6.00* 

1.18t 

0.0 

-1.1 

1.6 

62 

! 

AVG 

Growth/income 

5278.6 

2 

5.75 

0.59t 

0.3 

-2.0 

4.0 

5e 

riNAL  GROWTH 

♦ 

Growth 

113.3 

0 

5.75 

0.98 

4.4 

0.8 

1.4 

22 

A  .:                   ;iONAL  INCOME 

AVG 

Equity-income 

114.2 

-5 

5.75 

1.10 

-1.1 

^.5 

2.4 

1 

AMEst.CAN  PERFORMANCE  EQUITY 

Growth 

72.1 

33 

4.00 

1.12t 

-1.2 

-4.9 

1.7 

t2C 

Includes  deferred  =ales  charge,  t  12(b)-l  plan  in  effect,  t  Not  currently  accepting  new  accounts.  §  Holding  is  less  than  0.5%  of  assets. 
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icome:  Maximizes  cur- 
ie with  stocks  and 
rowth;  Strives  for  capital 
on.  Growth/income: 
ireciation  with  some 
come.  Maximum 
kes  greater  risks,  and 
ptions,  margin,  or  short 

OTAL  RETURN 

let  gam  to  investors, 
reinvestment  of  divi- 
I  capital  gains  at 
i  prices. 

(  TOTAL  RETURN 

jrn  adjusted  for  federal 
sumes  ordinary  income 
il  gams  taxed  at  highest 
:able  in  each  year;  uses 
ate  on  income  since 
ipital  gams  are  assumed 
-term. 

stributions  as  a  percent 


of  net  asset  value,  adjusted  for 
capital  gains  distributions. 
RANK  WITHIN  OBJECTIVE 

1994  performance  ranking  relative 
to  other  funds  with  same  objective. 
TREND 

A  fund's  relative  performance 
during  the  four  30-month  periods 
from  Jan.  1,  1985  to  Dec.  31, 
1994.  Boxes  read  from  left  to 
right,  and  the  level  of  green  indi- 
cates performance  relative  to  all 
other  funds  in  that  period:  ■  for 
the  top  quartile;  i  for  the  second 
quartile;  ■  for  the  third  quartile;  ~ 
for  the  bottom  quartile.  An  emp- 
ty box  indicates  no  data  for  that 
period. 
TURNOVER 

Trading  activity,  the  lesser  of  pur- 
chases or  sales  divided  by  aver- 
age monthly  assets. 
%  CASH 

Portion  of  fund  assets  not  invest- 


ed in  stocks  or  bonds.  A  negative 
number  means  the  fund  has  bor- 
rowed to  buy  securities. 
PRICE-EARNING  RATIO 

The  average,  weighted  price-earn- 
ings ration  of  stocks  in  a  fund's 
portfolio,  based  on  last  12 
month's  earnings. 
STYLE 

Each  fund  has  a  two-letter  desig- 
nation describing  the  characteris- 
tics of  the  fund's  portfolio.  L,  M, 
or  S,  stands  for  large-,  medium-, 
and  small-capitalization  stocks. 
V  stands  for  value,  an  investment 
style  that  emphasizes  stocks  with 
lower-than-average  p-e's  and 
price-to-book  value  ratios.  G 
indicates  growth  stocks,  which 
have  higher  p-e's  and  p-b's.  B  is 
a  blend  of  the  two. 
UNTAXED  GAINS 
Percentage  of  assets  in  portfolio 
that  are  unrealized  and  undistrib- 


uted capital  gams.  A  negative 

figure  indicates  losses  that  may 

offset  future  gams. 

LARGEST  HOLDING 

Comes  from  the  latest  available 

fund  reports. 

RISK 

Potential  for  losing  money  in  a 
fund,  or  risk-of-loss  factor.  For 
each  fund,  the  three-month  Trea- 
sury bill  return  is  subtracted  from 
the  monthly  total  return  for  each 
of  the  50  months  in  the  ratings 
period.  When  a  fund  has  not  per- 
formed as  well  as  Treasury  bills, 
the  monthly  result  is  negative. 
The  sum  of  these  negative  num- 
bers IS  divided  by  the  number  of 
months.  The  result  is  a  negative 
number,  and  the  greater  its  mag- 
nitude, the  higher  the  risk  of  loss. 
This  number  is  the  basis  for  BW 
ratings  and  the  RISK  column. 


NNUAL  TOTAL  RETURNS  (%) 

TREND 

PORTFOLIO  DATA 

RISK 

TELEPHONE 

5  YEARS 

10  YEARS 

BW  10-YEAR 

TURNOVER 

%CASH 

P-E 

STYLE 

UNTAXED 

LARGEST  HOLDING 

TOLL-FREE 

IN-STATE 

X    PRETAX  AFTERTAX 

.-'RETAX 

AFTERTAX 

MNHLl  olo 

RATIO 

unllio  \  /o) 

l^UIVIrHHT  I/O  HooLloJ 

(800) 

5.3 

3.6 

12.0 

10.4 

□LJJ 

Average 

5 

24 

MG 

-1 

Tele-Communications  CI  A(5) 

High 

322-2282 

MA 

617-330-5400 

10.0 

8.4 

13.5 

11.7 

Low 

8 

22 

MB 

6 

Xerox(2) 

Low 

322-2282 

MA 

617-330-5400 

3.1 

0.7 

9.8 

6.4 

1  I  Ij 

Low 

2 

15 

LV 

-8 

Sprint(5) 

Low 

553-7838 

FL 

407-655-7255 

13.1 

11.4 

16.6 

14.0 

Low 

9 

27 

SG 

34 

Liberty  Media  CI  A(4) 

Average 

322-6769 

rated 

!  M  !  i 
i  (  1  1  i 

Low 

14 

24 

SG 

5 

Security  Patrols(  1 ) 

322-6769 

7.6 

6.2 

Average 

1 

19 

LB 

9 

First  Financial  Management(4) 

Average 

241-2039 

CT 

203-241-2030 

7.3 

5.5 

UMJ 

Average 

12 

15 

MV 

1 

Uow  Chemical(2) 

Very  low 

241-2039 

CT 

203-241-2030 

8.9 

6.0 

13.1 

9.4 

Average 

4 

17 

LV 

13 

Minnesota  Mining  &  IVIfg(3) 

Low 

874-3733 

NY 

212-848-1800 

23.5 

21.7 

16.0 

14.6 

Average 

7 

21 

SB 

18 

DSC  Communicationsd ) 

High 

347-1919 

TX 

713-626-1319 

9.6 

8.1 

14.0 

11.0 

High 

7 

18 

LB 

0 

rNIVlA(^} 

Low 

347-1919 

TX 

/13-D2b-lyl9 

17.4 

17.2 

19.8 

16.7 

Average 

16 

22 

MG 

17 

Compaq  Computerd ) 

High 

347-1919 

TX 

713-626-1319 

5.1 

2.1 

10.5 

7.0 

Very  high 

10 

20 

MB 

6 

Texas  lnstruments(2) 

High 

347-1913 

TX 

713-626-1919 

rated 

Average 

8 

27 

MB 

6 

Mannesmann  (GermanyXl) 

347-1919 

TX 

713-626-1919 

9.8 

7.8 

13.3 

11.2 

High 

5 

17 

MB 

7 

General  Electric(2) 

Average 

347-1919 

TX 

713-626-1313 

5.2 

2.7 

LUJJ 

Average 

5 

14 

MV 

-14 

Southwestern  Bell(3) 

Average 

347-1919 

TX 

713-626-1319 

15.8 

13.5 

16.6 

13.7 

Very  high 

10 

16 

MV 

5 

Texas  lnstruments{4) 

Average 

347-1919 

TX 

713-626-1313 

9.1 

8.0 

15.9 

14.0 

High 

9 

17 

LB 

8 

Texas  lnstruments(2) 

Average 

347-1919 

TX 

713-626-1313 

14.0 

12.2 

High 

5 

22 

MB 

7 

Cracker  Barrel  Old  Country(3) 

High 

332-3863 

NY 

201-547-8320 

13.0 

11.9 

High 

7 

28 

SG 

14 

AlteraO) 

Very  high 

332-3863 

NY 

201-547-8320 

10.3 

6.0 

13.8 

8.9 

Average 

3 

19 

LB 

8 

lntel(7) 

High 

227-4618 

NJ 

201-319-4000 

5.4 

4.3 

10.7 

7.8 

Very  high 

0 

16 

LB 

-1 

General  Electric(3) 

Low 

227-4618 

NJ 

201-319-4000 

8.6 

3.4 

12.5 

7.8 

High 

4 

17 

LB 

1 

Royal  Dutch  Petroleum  (ADR)(3) 

Average 

227-4618 

NJ 

201-319-4000 

15.8 

13.1 

Average 

10 

18 

MB 

-1 

General  Motors(5) 

Average 

227-4618 

NJ 

201-319-4000 

1.6 

0.5 

15.8 

12.7 

High 

4 

38 

LB 

9 

Nomura  Securitles(3) 

High 

227-4618 

NJ 

201-319-4000 

High 

2 

21 

LV 

-6 

Amev(3) 

227-4618 

NJ 

201-319-4000 

rated 

t  1  i  M 

Average 

2 

18 

LG 

-3 

United  Healthcare(6) 

227-4618 

NJ 

201-313-4000 

2.6 

1.1 

11.5 

9.1 

High 

8 

19 

SB 

9 

Consolidated  Stores(3) 

Very  high 

227-4618 

NJ 

201-319-4000 

22.0 

17.8 

17.1 

14.1 

Average 

7 

25 

MG 

38 

Microsoft(6) 

Very  high 

227-4618 

NJ 

201-319-4000 

9.3 

6.8 

13.0 

10.2 

Low 

19 

21 

LG 

24 

Time  Warner(4) 

Average 

421-4120 

CA 

213-486-9200 

rated 

Very  low 

0 

18 

LB 

3 

American  Cyanamid(2) 

438-6375 

rated 

_ 

Very  low 

15 

15 

MV 

-15 

Public  Service  Colorado(4) 

487-3863 

VA 

804-649-1315 

8.5 

6.2 

12.4 

9.1 

Low 

22 

17 

LV 

2 

American  Home  Products(2) 

Very  low 

421-4120 

CA 

415-421-3360 

7.4 

4.2 

11.3 

7.8 

Average 

2 

18 

LB 

-3 

Philip  MorrisO) 

Average 

421-5666 

TX 

713-333-0500 

15.6 

14.0 

13.0 

11.0 

Average 

12 

24 

MG 

12 

Tellabs(2) 

High 

421-5666 

TX 

713-993-0500 

10.2 

7.3 

13.1 

9.4 

Very  high 

3 

20 

MG 

7 

Philip  MorrisO) 

Average 

421-5666 

TX 

713-993-0500 

rated 

1  M  U 

High 

5 

17 

LB 

0 

IBM(l) 

421-5666 

TX 

713-333-0500 

9.1 

6.6 

10.9 

7.8 

High 

7 

18 

LB 

2 

IBM(2) 

Average 

421-5666 

TX 

713-393-0500 

6.7 

3.5 

10.6 

7.5 

LJ  U  i 

High 

4 

20 

LB 

0 

Philip  Morris(2) 

Average 

421-5666 

TX 

713-393-0500 

1.6 

0.1 

LLLLi 

Very  low 

1 

13 

MV 

-7 

Panhandle  Eastern(5) 

Average 

343-3355 

MD 

301-657-1500 

9.2 

6.2 

10.5 

7.3 

Average 

59 

14 

LV 

-5 

Mylan  Laboratories(4) 

Average 

525-2406 

CO 

303-623-6137 

10.0 

8.0 

11.9 

9.1 

U-ik 

Low 

6 

16 

LB 

15 

Raytheon(3) 

Average 

245-5051 

PA 

412-288-1900 

8.2 

5.7 

13.0 

9.9 

Low 

13 

16 

LV 

15 

DuPont(3) 

Low 

421-4120 

CA 

213-486-9200 

7.7 

4.9 

12.1 

8.7 

Average 

5 

18 

LB 

3 

Johnson  &  Johnson(3) 

Average 

231-4639 

TX 

409-763-8772 

8.0 

5.3 

11.5 

8.2 

Average 

8 

17 

LB 

0 

TexacoO) 

Low 

231-4639 

TX 

409-763-8772 

1  :  i  L 

High 

2 

17 

LB 

-2 

Procter  &  Gamble(2) 

762-7085 

DATA:  MORNINGSTAR  INC  .  CHICAGO,  IL. 
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MUTUAL  FUND  SCOREBOARD 


FUND 


RATING 


OBJECTIVE 


SIZE 


FEES 


1994  RETURNS  (%) 


ASSESTS 
SMIL 


%  CHG^ 
1993-4 


SALES 
CHARGE (%) 


EXPENSE 
RATIO  (%) 


PRE- 
TAX 


AFTER- 
TAX 


YIELD 


AMSOUTH  BALANCED 

AMSOUTH  EQUITY 

ARIEL  APPRECIATION  A  (a) 

ARIEL  GROWTH  (b) 

ATLAS  GROWTH  &  INCOME  A 


AVG 
AVG 


Balanced 

Growth 

Growth 

Small  company 
Growth/income 


239.4 
207.9 
128.5 
130.8 
68.7 


22 
24 
^1 
-A2 
22 


4.50 
4.50 
No  load 
No  loadt 
3.00' 


0,84 

0.94 

1.35t 

1.25t 

1.04t 


-0.4 
0.4 
-8.4 
-4.2 
-1.2 


-2.3 
-1.1 
-10.2 
-6.0 
-1.9 


3.8 
2.1 
0.3 
0.8 


BABSON  ENTERPRISE 
BABSON  GROWTH 
BABSON  VALUE  X 

BAILARD  BIEHL  &  KAISER  INTL.  EQTY. 
BARON  ASSET 


AVG 


Small  company 
Growth 

Growth/income 
World 

Small  company 


190.5 
226.5 
122.0 
148.8 
84.3 


-3 
-8 
167 
-32 
38 


No  load! 
No  load 
No  load 
No  load 
No  load 


1.09 
0.86 
1.00 
1.39 
1.60t 


2.4 
-0.6 
2.5 
-12.6 
7.4 


-0.5 
-2.8 
1.2 
-12.6 
6.5 


0.2 
1.6 
1.9 
0.0 
0.0 


BARTLETT  BASIC  VALUE 
BENHAM  EQUITY  GROWTH 
BENHAM  GOLD  EQUITIES  INDEX 
BENHAM  INCOME  &  GROWTH 
BENHAM  UTILITIES  INCOME 


AVG 


Growth/Income 
Growth 

Precious  metals 

Growth/Income 

Utilities 


93.2 
97.6 
570.6 
224.8 
152.3 


-7 
1 

-8 
-2 
-21 


No  load 
No  load 
No  load 
No  load 
No  load 


1.22 
0.75 
0.60 
0.75 
0.75 


0.4 
-0.2 

-16.7 
-0.5 

-10.0 


-2.0 
-1.6 

-16.9 
-2.7 

-11.4 


1.6 
2.5 
0.2 
3.0 
5.0 


BERGER  100 
BERGER  101 

BERGER  SMALL  COMPANY  GROWTH 
BERNSTEIN  INTERNATIONAL  VALUE 
BILTMORE  BALANCED 


Growth 

Growth/income 
Small  company 
Foreign 
Balanced 


2113.0 
368.3 
291.2 

1392.8 
194.7 


28 
95 
NM 
126 
16 


No  load 
No  load 
No  load 
No  load 
4.50 


1.70t 

1.81t 

2.05t 

1.39 

0.79 


-6.7 
-9.1 
13.7 
3.8 
-0.5 


-6.7 
-9.4 
13.7 
2.5 
-2.0 


0.0 
1.2 
0.1 
0.7 
3.5 


BILTMORE  EQUITY 
BILTMORE  EQUITY  INDEX 
BLANCHARD  GLOBAL  GROWTH 
BLANCHARD  PRECIOUS  METALS 
BNY  HAMILTON  EQUITY-INCOME 


Growth/income 
Growth/income 
Asset  allocation 
Precious  metals 
Equity-income 


86.9 
183.7 
93.8 
77.3 
135.1 


41 
23 
-2 
7 
20 


4.50 
4.50 
No  load 
No  load 
3.00 


0.89 

0.49 

2.61t 

2.461 

1.03 


2.0 
0.9 

-7.5 
-15.0 

-2.6 


0.8 
0.0 

-8.2 
-18.4 

-3.4 


CALVERT  WORLD  VALUES  GLOB.  EQTY.  A 

CAPITAL  EXCHANGE 

CAPITAL  INCOME  BUILDER 

CAPITAL  MARKET  INDEX 

CAPITAL  WORLD  GROWTH  &  INCOME 


World 

Growth/income 
Equity-income 
Growth/income 
World 


176.6 
89.6 
3596.5 

161.6 
2827.1 


119 
61 
18 
2 
60 


4.75 
4.00 
5.75 
No  load 
5.75 


2.101 
0.78 
0.72t 
0.13 
NA  t 


-2.7 
6.0 

-2.3 
1.0 
1.2 


-A.2 
5.5 

-3.9 
0.3 

-0.1 


2.0 
2.5 
2.0 
0.0 
2.9 


BRANDYWINE                                                        Growth  2299.3  51  No  load  1.10  0.0  -1.6  0.0 

BT  INVESTMENT  EQUITY  500  INDEX                        Growth  192.1  NM  No  load  0.25  1.1  0.2  2.1 

BURNHAM  A  ii  AVG      Growth/income  102.3  -14  3.00  1.50t  -1.8  -4.0  4.3 

CALVERT  SOCIAL  INVMNT.  EQUITY  A                          Growth  90.3  4  4.75  1.16t  -12.2  -13.9  0.2 

CALVERT  SOCIAL  INVMNT.  MANAGED  A  X  AVG      Balanced  489.7  -10  4.75  1.23t  -A.l  -5.9  3.3 


4.2 
1.5 
5.2 
2.5 
2.9 


CAPSTONE  GROWTH  (c)  X 
CARDINAL 

CENTURY  SHARES  .X 

CGM  CAPITAL  DEVELOPMENT  X 

CGM  MUTUAL  Jt- 


Growth 

Growth/income 
Financial 
Growth 
Balanced 


75.9 
229.4 
206.1 
401.7 
1063.4 


-26 
-16 
-12 
-23 
12 


4.75 
6.00 
No  load 
No  loadt 
No  load 


1.24t 

0.72 

1.02 

0.84 

0.93 


-7.8 
-3.2 
-3.9 
-22.9 
-9.7 


-8.4 
-5.9 
-5.5 
-23.7 
-10.9 


0.8 

2.9 
2.0 
0.3 
4.2 


CHESAPEAKE  GROWTH 
CLIPPER  A 

COHEN  &  STEERS  REALTY  SHARES 
COLONIAL  A 

COLONIAL  GROWTH  SHARES  A 


AVG 


AVG 


Growth 

Growth 

Specialty 

Growth/income 

Growth 


235.3 
245.7 

458.5 
537.0 
151.4 


246 
-14 
194 
4 
-9 


3.00 
No  load 
No  load 
5.75 
5.75 


1.54 

1.13 

1.10 

1.14t 

1.22t 


7.0 
-2.5 

8.3 
-2.1 
-2.7 


7.0 
-4.1 

6.7 
^.5 
-5.4 


0.0 
1.5 
5.0 
2.3 
0.8 


COLONIAL  INTL.  FUND  FOR  GROWTH  B 
COLONIAL  U.S.  FUND  FOR  GROWTH  B 
COLONIAL  UTILITIES  B 
COLUMBIA  BALANCED 
COLUMBIA  COMMON  STOCK 


Foreign 

Growth 

Utilities 

Balanced 

Growth/income 


99.2 
163.3 
743.9 
249.7 
124.3 


NM 

30 

-23 
34 
23 


5.00* 
5.00* 
5.00* 
No  load 
No  load 


2.50t 

2.24t 

1.98t 

0.72 

0.84 


-8.4 
-1.0 
-11.0 
0.1 
2.1 


-8.4 
-2.9 
-12.3 
-1.0 
1.2 


0.0 
0.4 
5.0 
3.7 
1.6 


COLUMBIA  GROWTH  AVG      Growth  591.7  -2  No  load  0.83  -0.6  -2.1  1.0 

COLUMBIA  INTERNATIONAL  STOCK  Foreign  118.5  64  No  load  1.71  -2.5  -2.9  0.0 

COLUMBIA  SPECIAL  AVG      Small  company  889.5  15  No  load  1.11  2.3  0.4  0.4 

COMMON  SENSE  GROWTH  ♦      Growth  1951.7  -1  8.50  1.12  -2.3  ^.5  1.1 

COMMON  SENSE  GROWTH  &  INCOME  Growth/income  609.3  -9  8.50  1.02  -3.2  -6.6  2.0 


142 


COMPASS  CAPITAL  EQUITY-INCOME 
COMPASS  CAPITAL  GROWTH 
COMPOSITE  BOND  &  STOCK  A  X 
COMPOSITE  GROWTH  A 
COMPOSITE  NORTHWEST  SO  A 


AVG 


Equity-income 

Growth 

Balanced 

Growth/income 

Growth 


279.0 
131.0 
183.4 
100.0 
146.9 


5 
-14 
-3 

4 
-12 


3.75 
3.75 
4.50 
4.50 
4.50 


0.92 

0.95 

1.14t 

1.17t 

1.09t 


0.6 
0.1 

-2,1 
2.6 

-1.4 


-2.4 
-0.7 
-3.6 
1.1 
-1.6 


2.4 
0.5 
4.2 
1.6 
0.5 


9C 


2C 
12E 


COMSTOCK  PARTNERS  STRATEGY  O 
CONNECTiCllT  IVIUTUAL  GROWTH 
:;ONNECTICUT  MUTUAL  TOTAL  RETURN 
COPLEY  .n, 

CRABBE  HUSO!4  ASSET  ALLOCATION 


Asset  allocation 
Growth 

Asset  allocation 
Growth/income 
Asset  allocation 


403.3 
78.4 

177.9 
73.5 

107.1 


-22 
22 
4 
-9 
16 


4.50t 
5.00 
5.00 
No  load 
No  load 


1.07t 

0.96 

0.92 

1.10 

1.47t 


-3.5 
-0.3 
-2.1 
-7.7 
-0.8 


-5.4 
-2.0 
-3.8 
-7.7 
-2.6 


::rabbe  husow  equity 
,rabbe  huson  special 
;>ean  witter  american  value 
3ean  witter  capital  growth 
jean  witter  (-£veloping  growth 


Growth 
Growth 
Growth 
Growth 

Small  company 


155.5 
377.5 
1490.1 
439.5 
338.1 


277 
1201 

22 
-33 

18 


No  load 
No  load 
5.00* 
5.00* 
5.00' 


1.49t 
1.48t 
1.71t 
1.90t 
1.77t 


1.6 
11.7 
-6.7 
-3.0 
^.6 


0.9 
10.6 
-7.1 
-3.0 
^.8 


6.5 
1.8 
4.0 
0.0 
2.5 


0.9 
0.3 
0.0 
0,0 
0.0 


'  Includes  redem;  l:on  fee.  '*  Includes  deferred  sales  charge,  t  12(b)-l  plan  in  effect,  t  Not  currently  accepting  new  accounts, 
(a)  Formerly  Calver'.  Ariel  Appreciation  A.  (b)  Fornnerly  Caluert-Ariei  Growth,  (c)  Formerly  Capstone  U.S.  Trend. 


Holding  IS  less  than  0.5%  of  assets. 
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1   6  BUSINESS  WEEK  /  FLBRUARY  5  1995 


Equity  Funds 


NNUAL  TOTAL  RETURNS  (%)  TREND      PORTFOLIO  DATA   RISK  TELEPHONE 


5  YEARS 

10  YEARS 

BW  10-YEAR 

TURNOVER 

%CASH 

P-E 

STYLE 

UNTAXED 

LARGEST  HOLDING 

TOLL-FREE 

IN-STATE 

X    PRETAX  AFTERTAX 

PRETAX 

AFTERTAX 

ANALYSIS 

RATIO 

GAINS  (%) 

COMPANY  (%  ASSETS) 

(800) 

!  M  U 

Very  low 

8 

18 

LV 

1 

Ford  Motor(2) 

451-8379 

OH 

205-581-7530 

7.9 

6.3 

Very  low 

9 

18 

LV 

4 

Ford  Motor(3) 

Average 

451-8379 

OH 

205-581-7530 

8.0 

7.3 

ilMJ 

Very  low 

6 

15 

SV 

10 

lnterco(4) 

Average 

292-7435 

IL 

301-951-4820 

5.3 

3.7 

111! 

i  M  U 

Very  low 

-1 

16 

SV 

20 

Longs  Drug  Stores(5) 

Average 

292-7435 

IL 

301-951-4820 

Very  high 

-2 

18 

MB 

3 

Geon(2) 

933-2852 

12.3 

9.7 

14.8 

12.1 

Low 

5 

19 

SV 

14 

Anthony  lndustries(2) 

Average 

422-2766 

MO 

816-471-5200 

6.4 

4.7 

1 1 .9 

8.4 

■LJ  U 

Very  low 

3 

16 

LV 

33 

Computer  Sciences(3) 

Average 

422-2766 

MO 

816-471-5200 

10.7 

9.2 

13  9 

12.3 

Low 

5 

19 

MV 

6 

Safety-Kleen(3) 

Average 

422-2766 

MO 

816-471-5200 

-2.6 

-3.0 

11.5 

7.3 

Very  high 

14 

26 

MB 

6 

Nlchiei(2) 

High 

882-8383 

CA 

415-571-5800 

10.5 

9.9 

U 

Average 

0 

29 

SG 

25 

Robert  Half  InternationaKO) 

High 

992-2766 

NY 

212-759-7700 

7.1 

5.6 

10.5 

8.1 

L^J 

Low 

7 

16 

MV 

12 

Potash  of  Saskatchewan(3) 

Average 

800-4612 

OH 

513-621-4612 

1  1  1  U 

High 

1 

15 

LB 

2 

AT&T(4) 

331-8331 

CA 

415-965-4274 

-0.3 

-0.4 

LLLl 

1  1  1  U 

Low 

0 

35 

MG 

5 

American  Barnck  Resources(25) 

Very  high 

331-8331 

CA 

415-965-4274 

Low 

2 

15 

LB 

2 

General  Electrlc(4) 

331-8331 

CA 

415-965-4274 

r3t€d 

1  1  1  M 

1 

14 

LV 

-19 

Southwestern  Bell(4) 

331-8331 

CA 

415-965-4274 

16.9 

16.3 

19.1 

17.5 

Average 

9 

26 

MG 

10 

Oracle  Systenis{2) 

High 

333-1001 

CO 

303-329-0200 

1 1 .8 

10.9 

12.3 

10.2 

Low 

11 

18 

MB 

-4 

Nokia  (ADR)(2) 

Average 

333-1001 

CO 

303-329-0200 

rated 

1  1  1  1  1 

16 

34 

SG 

7 

Level  One  Communicationsd) 

333-1001 

rated 

1  1  U 

Low 

3 

29 

MV 

3 

Fuji  Photo  Film(3) 

NY 

212-756-4097 

rated 

Mill 

8 

17 

LV 

-3 

FNMA(I) 

462-7538 

rated 

1  1  1  1  1 

1 1 

18 

LB 

0 

Royal  Dutch  Petroleum(3) 

462-7538 

rated 

Mill 

0 

18 

LB 

2 

Exxon(3) 

462-7538 

4.4 

2.6 

Ly_y 

High 

24 

23 

MB 

-A 

Citizens  First  Bancorp  (NJ)(1) 

Low 

922-7771 

NY 

212-779-7979 

0.9 

0.1 

L±JJi 

High 

10 

32 

MG 

-14 

Placer  Domed  1) 

Very  high 

922-7771 

NY 

212-779-7979 

rated 

II 1  li 

Average 

13 

21 

LB 

-1 

Royal  Dutch  Petroleum(2) 

426-9363 

16.3 

13.8 

rBH 

Very  high 

31 

24 

MG 

7 

LSI  Logic(3) 

High 

656-3017 

DE 

302-656-6200 

rated 

Mill 

Low 

5 

18 

LB 

-1 

General  Electric(3) 

943-2222 

6.0 

3.2 

1 2  2 

8  9 

■UJJ 

Average 

7 

21 

LB 

5 

Contel  Cellular  CI  A(3) 

Very  low 

874-3863 

NY 

212-262-3100 

2.4 

1.7 

LiAU 

Low 

0 

19 

MB 

-6 

Toys  'R'  Us(3) 

Average 

368-2748 

MD 

301-951-4820 

5.4 

3.8 

10.4 

8.6 

UJjj 

Low 

7 

18 

MB 

6 

May  Department  Stores(2) 

Very  low 

368-2748 

MD 

301-951-4820 

rated 

II  1  M 

Low 

6 

26 

MB 

-2 

Malayan  Banking(3) 

368-2748 

MD 

301-951-4820 

10.6 

10.0 

13.2 

1 2.4 

Very  low 

1 

18 

LB 

Albertson's(7) 

Low 

225-6265 

10.1 

8.3 

LUUd 

Very  low 

14 

15 

LV 

2 

American  Home  Products(2) 

Very  low 

421-4120 

CA 

213-486-9200 

rated 

II  M  1 

NA 

NA 

NA 

328-7408 

rated 



13 

16 

LV 

4 

IntI  Nederlander  Groep(2) 

421-4120 

CA 

213-486-9200 

5.2 

3.3 

10.7 

8.0 

UtUJ 

Average 

2 

18 

LB 

18 

General  Electric(5) 

Average 

262-6631 

TX 

713-750-8000 

6.9 

4.9 

1 2.5 

10.1 

^MJ 

Low 

8 

16 

LV 

17 

Philip  Morris(4) 

Low 

848-7734 

OH 

614-464-6852 

8.1 

6.3 

13.3 

10.6 

lHJ 

Low 

1 

12 

MV 

51 

General  RE(6) 

High 

321-1928 

MA 

617-482-3060 

18.7 

14.3 

19.6 

15.1 

■□B 

High 

0 

17 

SG 

-7 

Stone  Container(8) 

Very  high 

345-4048 

MA 

617-859-7714 

10.7 

8.2 

14.8 

11.5 

BE 

High 

1 

13 

LV 

-2 

Chemical  Banking(5) 

Average 

345-4048 

MA 

617-859-7714 

rated 

II  1  1! 

1 1 

22 

SB 

4 

KLA  lnstruments(4) 

525-3863 

9.0 

6.8 

13.3 

10.7 

UkU 

Average 

2 

13 

LV 

5 

FNMA<9) 

Average 

776-5033 

CA 

310-247-3940 

III! 

Average 

10 

25 

SB 

1 

Kimco  Realty(5) 

437-9912 

NY 

212-832-3232 

8.1 

6.1 

12.6 

10.0 

Average 

3 

13 

MV 

7 

Nynex(2) 

Low 

248-2828 

MA 

617-426-3750 

7.3 

5.1 

13.3 

9.9 

High 

3 

14 

MV 

3 

FNMA(4) 

Average 

248-2828 

MA 

617-426-3750 

rated 

1  II  II 

Very  low 

2 

NA 

NA 

248-2828 

MA 

617-426-3750 

rated 

High 

1 

16 

LB 

3 

Exxon(3) 

248-2828 

MA 

617-426-3750 

rated 

M  1  U 

Low 

1 

14 

MV 

-23 

Nynex(3) 

248-2828 

MA 

617-426-3750 

1  M  U 

High 

7 

20 

LB 

1 

FNMA(2) 

547-1707 

OR 

503-222-3606 

rmi 

Average 

13 

20 

LG 

7 

FNMA(3) 

547-1707 

OR 

503-222-3606 

10.3 

7.7 

14.3 

10.7 

High 

7 

20 

MB 

6 

Philip  Morris(3) 

Average 

547-1707 

OR 

503-222-3606 

rated 

Mill 

High 

15 

38 

LB 

4 

Mitsubishi  Heavy  lndustries(2) 

547-1707 

OR 

503-222-3606 

13.3 

11.3 

umm 

High 

15 

24 

MB 

6 

US  Bancorp  (0R)(1) 

High 

547-1707 

OR 

503-222-3606 

8.9 

6.8 

High 

3 

20 

LB 

2 

IBM(2) 

Average 

544-5445 

7.6 

5.7 

LyiLj 

Average 

7 

17 

LB 

4 

IBM(2) 

Average 

544-5445 

10.1 

7.7 

LLiii* 

High 

2 

18 

MV 

-2 

Alcoa(5) 

Low 

451-8371 

6.2 

4.5 

High 

5 

20 

MB 

2 

Amoco(2) 

Average 

451-8371 

7.4 

5.6 

9  9 

7  2 

Low 

0 

16 

LV 

1 

Hanson  (ADR)(2) 

Very  low 

543-8072 

Vl/A 

509-353-3400 

7.8 

6.0 

1 1.4 

8.6 

Average 

3 

18 

LV 

1 1 

Microsoft(3) 

Low 

543-8072 

WA 

509-353-3400 

8.5 

8.0 

Very  low 

1 

21 

MB 

17 

Microsoft(8) 

High 

543-8072 

W/A 

509-353-3400 

6.1 

3.2 

LLyj 

Low 

14 

32 

MG 

6 

Placer  Dome(2) 

Very  low 

645-6561 

NY 

718-895-1206 

1 1  2 

8  5 

High 

10 

15 

MV 

7 

Compaq  Computer(2) 

Average 

234-5606 

9.8 

7.2 

High 

7 

15 

MV 

0 

Safewayd ) 

Very  low 

234-5606 

6.7 

6.7 

10.1 

10.1 

Average 

27 

15 

MV 

8 

Texas  Utilities(3) 

Very  low 

424-8570 

DC 

508-674-8459 

9.6 

7.8 

High 

10 

17 

MB 

2 

IBMd) 

Very  low 

541-9732 

OR 

503-295-0919 

14.7 

13.1 

[Zfli 

High 

20 

16 

MV 

2 

IBM(2) 

Low 

541-9732 

OR 

503-295-0919 

19.5 

16.0 

Average 

18 

24 

SB 

3 

Cray  Research(4) 

High 

541-9732 

OR 

503-295-0919 

12.2 

10.9 

14.3 

12.4 

1  1  u 

Very  high 

22 

22 

LG 

-1 

MicrDS0tt(2) 

Average 

869-3863 

NY 

212-392-2550 

Low 

5 

18 

MB 

-3 

Tootsie  Roll  lndustrles(3) 

869-3863 

NY 

212-392-2550 

11.6 

11.2 

9.6 

9.4 

1 1  ■ 

Very  high 

3 

24 

SG 

12 

Danka  Business  Systems  (ADR)(2) 

Very  high 

869-3863 

NY 

212-392-2550 

DATA:  MORNINGSTAR  INC.,  CHICAGO,  IL, 
BUSINESS  WEEK  /  FEBRUARY  6,  1995  1  17 


MUTUAL  FUND  SCOREBOARD 


FUND  RATING 

OBJECTIVE 

SIZE 

FEES 

1994  RETURNS  (%) 

! 

(I 

|£ 

ASSESTS 
SMIL 

%  CHG, 
1993-4 

SALES 
CHARGE (%) 

EXPENSE 
RATIO  (%) 

PRE- 
TAX 

AFTER- 
TAX 

YIELD 

RANi 
OBJ 

DEAN  WITTER  DIVERSIFIED  INCOME 

Income 

412.7 

108 

5.00** 

1.54t 

-1.3 

-3.6 

7.8 

'1 

DEAN  WITTER  DIVIDEND  GROWTH  X. 

AVG 

Growth/income 

6696.0 

2 

5.00** 

1.41t 

-3.2 

-3.8 

2.3 

10.13 

DEAN  WITTER  EUROPEAN  GROWTH 

Europe 

726.3 

40 

5.00** 

2.24t 

6.9 

4.4 

0.0 

n 

DEAN  WITTER  GLOBAL  DIV.  GRTH.  SECS. 

World 

1733.8 

96 

5.00** 

2.03t 

7.1 

6.0 

1.1 

lA 

DEAN  WITTER  HEALTH  SCIENCES 

Health  care 

243.1 

-14 

5.00** 

2.30t 

-6.5 

-6.5 

0.0 

DEAN  WITTER  MANAGED  ASSETS 

Asset  allocation 

408.7 

61 

5.00** 

1.79t 

2.7 

0.5 

2.3 

DEAN  WITTER  NAT.  RESOURCE  DEV.  SEC. 

Natural  resources 

136.5 

4 

5.00** 

1.99t 

-0.9 

-3.2 

0.7 

n 

DEAN  WITTER  PACIFIC  GROWTH 

Pacific 

1417.7 

31 

5.00** 

2.20t 

-17.5 

-18.7 

0.0 

DEAN  WITTER  PREC.  METALS  &  MINS. 

Precious  metals 

66.7 

13 

5.00** 

2.33t 

-11.5 

-12.1 

0.0 

DEAN  WITTER  STRATEGIST 

Asset  allocation 

766.0 

-7 

5.00** 

1.62t 

-1.9 

-3.5 

2.1 

DEAN  WITTER  UTILITIES 

AVG 

Utilities 

2828.6 

-27 

5.00** 

1.59t 

-9.3 

-10.7 

5.0 

DEAN  WITTER  VALUE-ADDED  MKT.  EQTY. 

Growth/income 

495.2 

44 

5.00** 

1.68t 

0.1 

-0.3 

0.5 

% 

DEAN  WITTER  WORLDWIDE  INVMNT  A 

World 

575.7 

61 

5.00** 

2.40t 

-7.1 

-8.1 

0.1 

DELAWARE  A 

AVG 

Balanced 

439.4 

-12 

5.75 

0.94t 

-1.4 

-2.8 

3.6 

DELAWARE  DECATUR  INCOME  A  (d) 

- 

Equity  income 

1150.7 

-24 

5.75 

0.74t 

-0.8 

-2.8 

4.4 

\n 

DELAWARE  DECATUR  TOTAL  RET.  A  (e) 

Growth/income 

403.0 

-7 

5.75 

1.22t 

-0.5 

-2.4 

3.2 

Growth 

761.8 

-24 

5.75 

1.35t 

-5.3 

-7.3 

0.0 

18!»3 

DELAWARE  TREND  A  J. 

Maximum  growth 

268.6 

-3 

5.75 

1.37t 

-10.0 

-11.6 

0.0 

d 

DELAWARE  VALUE  A 

AVG 

Growth 

180.3 

19 

5.75 

1.44t 

-7.0 

-7.6 

0.8 

20! 

DG  EQUITY 

Growth 

233.3 

-18 

2.00 

0.96t 

1.8 

0.9 

1.5 

5; 

w 

n^n^P    O    ^            DAI   A  u^pn  ft 

DODGE  &  COX  BALANCED  X 

Balanced 

708.4 

51 

No  load 

0.58 

2.1 

0.6 

3.9 

DODGE  &  COX  STOCK  X 

Growth/income 

524.4 

23 

No  load 

0.61 

5.2 

4.0 

2.1 

DREYFUS 

Growth/income 

2466.3 

-14 

No  load 

0.74 

-4.3 

-5.6 

1.7 

1 1 " 

DREYFUS  APPRECIATION 

AVG 

Growth 

228.5 

-A 

No  load 

1.07t 

3.6 

3.0 

1.8 

21 

DREYFUS  BALANCED  ^ 

Balanced 

89.0 

56 

No  load 

0.69t 

4.0 

2.6 

3.4 

DREYFUS  CAP.  GROWTH  (PREMIER)  -a. 

AVG 

Growth 

555.8 

-9 

3.00 

1.12 

-7.0 

-3.2 

3.0 

20 

DRFYFIl^  PAP  VALIIF  A  fPRE'lMIE'Rl 

Asset  allocation 

377.4 

-11 

4.50 

1.23 

-3.9 

-4.6 

2.3 

DREYFUS  CORE  VALUE  INV.  (f) 

Growth 

319.1 

-7 

No  load 

l.llt 

0.3 

-3.2 

1.5 

DREYFUS  EDISON  ELECTRIC  INDEX 

Utilities 

71.7 

-33 

No  load 

0.75 

-12.7 

-14.4 

6.4 

n 

DREYFUS  GLOBAL  GROWTH  (g) 

AVG 

World 

137.3 

-6 

3.00 

1.50t 

-7.3 

-7.3 

0.0 

DREYFUS  GLOBAL  INV.  A  (PREMIER) 

World 

75.3 

3 

4.50 

1.66t 

-5.5 

-6.2 

1.0 

DREYFUS  GROWTH  &  INCOME 

Growth/income 

1640.8 

37 

No  load 

1.24 

-5.2 

-6.1 

2.3 

1 2! 

DREYFUS  GROWTH  OPPORTUNITY  ^ 

Growth 

366.7 

-25 

No  load 

1.09 

-6.3 

-11.5 

0.9 

1 9' 

DREYFUS  INTL.  EQUITY 

Foreign 

167.8 

74 

No  load 

NA  t 

-5.4 

-5.9 

0.2 

DREYFUS  NEW  LEADERS 

-* 

Small  company 

388.0 

22 

1.00* 

1.22t 

-0.1 

-2.4 

0.2 

nDcvnic  CBPf^iAi   /*dau#tij  lutf  ih\ 
DREYFUS  SPECIAL  GROWTH  INV.  (n) 

Growth 

68.3 

-15 

No  load 

1.54t 

-18.3 

-18.3 

0.0 

23" 

W 

DREYFUS  STRATEGIC  GROWTH 

Maximum  growth 

103.4 

137 

3.00 

1.59t 

2.7 

3.1 

0.0 

DREYFUS  STRATEGIC  INVESTING  A 

♦ 

Growth 

227.9 

-13 

4.50 

1.74t 

-11.4 

-12.1 

0.3 

Zo 

DREYFUS  THIRD  CENTURY  ji 

Growth 

349.0 

-32 

No  load 

1.17t 

-7.5 

-11.1 

0.9 

EBI  EQUITY 

AVG 

Growth/income 

77.9 

-11 

No  load 

2.25t 

2.7 

0.1 

0.6 

r 

i 

EBI  FLEX 

^  -# 

Asset  allocation 

243.8 

-12 

No  load 

2.25t 

0.6 

-1.5 

2.4 

FRI  MIJTLIFLFX 

Asset  allocation 

120.3 

943 

No  load 

2.50t 

-1.0 

-1.5 

1.6 

ECLIPSE  FINANCIAL  ASSET  EQUITY 

AVG 

Small  company 

181.4 

6 

No  load 

1.12 

-AJ 

-6.6 

0.2 

ENTERPRISE  CAPITAL  APPRECIATION 

AVG 

Maximum  growth 

101.2 

-2 

4.75 

1.70t 

-3.5 

^.8 

0.0 

ENTERPRISE  GROWTH  J. 

AVG 

Growth 

88.4 

-3 

4.75 

1.60t 

-1.0 

-2.4 

0.0 

11: 

EUROPACIFIC  GROWTH  JL 

Foreign 

8269.5 

43 

5.75 

0.99t 

1.1 

-0.5 

1.5 

EV  MARATHON  GREATER  CHINA  GROWTH 

Pacific 

208.0 

NM 

5.00** 

2.38t 

-20.7 

-20.8 

0.6 

K 

EV  TRADITIONAL  GROWTH  (1) 

Growth 

122.2 

-12 

4.75 

0.95t 

-AA 

-7.1 

0.8 

18 

EV  TRADITIONAL  INVESTORS 

Balanced 

201.3 

-6 

4.75 

0.93t 

-1.8 

-3.6 

4.0 

EV  TRADITIONAL  STOCK  (j) 

Growth/income 

85.1 

-5 

4.75 

0.98t 

-4.1 

-6.6 

2.1 

IK 

EV  TRADITIONAL  TOTAL  RETURN  ^ 

Utilities 

448.7 

-29 

4.75 

1.17t 

-12.2 

-13.5 

5.1 

« 

EVERGREEN  X 

Small  company 

477.1 

-24 

No  loadA 

1.23 

0.7 

-3.7 

0.5 

EVERGREEN  FOUNDATION 

Balanced 

331.6 

38 

No  loadA 

1.17 

-1.1 

-2.7 

3.3 

■ 

; 

EVERGREEN  GLOBAL  REAL  ESTATE  EQTY 

Specialty 

98.1 

-31 

No  loadA 

1.54 

-14.0 

-15.2 

0.8 

EVERGREEN  GROWTH  &  INCOME  (k) 

Growth/income 

73.6 

-6 

No  loadA 

1.37 

1.7 

-0.4 

0.9 

2< 

EVERGREEN  LIMITED  MARKET 

Small  company 

81.6 

-21 

No  loadA 

1.26 

-10.5 

-15.3 

0.0 

f 

AVG 

Equity-income 

944.4 

-21 

No  loadA 

1.18 

-6.4 

-8.5 

6.2 

FAM  VALUE 

Small  company 

210.3 

-A 

No  load 

1.37 

6.8 

5.8 

0.6 

FIDELITY 

* 

Growth/income 

1886.1 

22 

No  load 

0.65 

2.6 

0.7 

1.7 

1! 

FIDELITY  ADVISOR  EQUITY  GROWTH  A 

Growth 

908.2 

113 

4.75 

1.82t 

-0.9 

-1.3 

0.3 

11; 

1 

FIDELITY  ADVISOR  EQUITY  INCOME  A 

Equity-income 

203.9 

330 

4.75 

1.66t 

6.5 

5.4 

1.8 

FIDELITY  ADVISOR  GLOB.  RESEARCH  A 

AVG 

Natural  resources 

193.2 

240 

4.75 

2.07t 

-2.3 

-2.7 

0.0 

FIDELITY  ADVISOR  GROWTH  OPPORT  A 

Growth 

4826.6 

106 

4.75 

1.62t 

2.9 

1.2 

1.1 

4; 

FIDELITY  ADVISOR  INCOME  &  GRTH.  A 

Balanced 

3160.0 

61 

4.75 

1.60t 

-5.1 

-5.8 

2.3 

FIDELITY  ADVISOR  OVERSEAS  A 

Foreign 

659.2 

146 

4.75 

2.16t 

2.0 

1.8 

0.0 

FICELSTY  ADVISOR  STRAT.  OPPTY.  A 

AVG 

Growth 

376.7 

22 

4.75 

1.84t 

-7.1 

-8.0 

1.8 

20^ 

FIDELITY  ASSET  MANAGER 

Asset  allocation 

11075.6 

22 

No  load 

1.04 

-6.6 

-7.7 

2.9 

FIDELITY  ASSET  MANAGER:  GROWTH 

Asset  allocation 

2852.9 

59 

No  load 

1.15 

-7.4 

-8.1 

1.5 

FIDELITY  ASSET  MANAGER:  INCOME 

Income 

476.2 

63 

No  load 

0.71 

-1.4 

-2.8 

4.7 

I 

FIDELITY  BALANCED 

Balanced 

4999.1 

7 

No  load 

1.01 

-5.3 

-6.3 

3.3 

I 

*  Includes  i"demption  tee    ' '  Includes  deferred  sales  chaije,  t  12(b)-l  plan  in  effect,  t  Not  currently  accepting  new  accounts.  §  Holding  is  less  than  0.5%  of  assets. 
A  For  existing  '.hdreholders  o:  i,'  rew  shareholders  will  have  to  pay  sales  charges,  (d)  Formerly  Delaware  Decatur  I.  (e)  Formerly  Delaware  Decatur  II.  (f)  Formerly  Boston  Com 
tal  Appreciation  Ret  (g)  Formerly  Jreyfus  Strategic  World  Investing,  (h)  Formerly  Boston  Company  Special  Growth  Ret.  (1)  Formerly  Eaton  Vance  Growth,  (j)  Formerly  Eaton  Va 
(k)  Formerly  Evergreen  Value  Timing. 


/ 


Equity  Funds 


MNUAL  TOTAL  RETURNS  (%)  TREND      PORTFOLIO  DATA   RISK  TELEPHONE 


5  YEARS 

10  YEARS 

BW  10-YEAR 

TURNOVER 

%CASH 

P-E 

STYLE 

UNTAXED 

LARGEST  HOLDING 

TOLL-FREE 

IN-STATE 

X    PRETAX  AFTERTAX 

PRETAX 

AFTERTAX 

ANALYSIS 

RATIO 

GAINS  (%) 

COMPANY  (%  ASSETS) 

(800) 

rated 

I  !  !  U 

High 

0 

5 

-8 

Big  Flower  Press  h 

869-3863 

NY 

212-392-2550 

7.2 

6.3 

1  •>  o 

II./ 

Very  low 

1 

17 

LB 

20 

Sprint(2) 

Low 

869-3863 

NY 

212-392-2550 

ill! 

High 

3 

18 

MB 

6 

British  Petroleum(2) 

869-3863 

NY 

212-392-2550 

rated 

1  1  M  ! 

0 

24 

LV 

3 

Rite  Aid(2) 

869-3863 

NY 

212-392-2550 

rated 

1  !  1  1  1 

High 

0 

29 

SG 

8 

Idexx  Laboratories(3) 

869-3863 

NY 

212-392-2550 

8.2 

6.0 

LLMJ 

Average 

90 

16 

LV 

0 

WR  Grace  § 

Very  low 

869-3863 

NY 

212-392-2550 

o.o 

Q  Q 

ft  0 

Average 

1 

25 

MB 

2 

Exxon(4) 

Average 

869-3863 

NY 

212-392-2550 

i  )  1  ■ 

Low 

1 

27 

MG 

3 

Hong  Kong  Telecoinmunications(2) 

869-3863 

NY 

212-392-2550 

1 !  i  y 

Lqvk 

7 

32 

MG 

-1 

American  Barrick  Resources(5) 

NY 

212-392-2550 

9.1 

7.7 

LLU 

High 

20 

17 

LB 

3 

Texacod) 

Low 

869-3863 

NY 

212-392-2550 

5.6 

3.9 

Li_yJ 

Low 

1 

16 

LV 

1 

AT&T(2) 

Low 

869-3863 

NY 

212-392-2550 

Q  1 
O.  1 

/.D 

'  '  ^  ji 

Low 

4 

19 

MB 

13 

CBS  § 

Average 

869-3863 

NY 

212-392-2550 

4.9 

3.7 

13.1 

10.7 

Average 

11 

28 

MB 

4 

South  America  Fund(l) 

Average 

869-3863 

NY 

212-392-2550 

7.9 

5.4 

11.8 

8.3 

High 

4 

16 

MV 

2 

MBNA(3) 

Low 

523-4640 

PA 

215-988-1333 

5.6 

3.1 

11.7 

8.2 

Average 

2 

19 

LB 

-3 

WR  Grace(3) 

Average 

523-4640 

PA 

215-988-1333 

6.4 

3.9 

High 

2 

19 

LB 

-1 

Eastman  Kodak(3) 

Low 

523-4640 

PA 

215-988-1333 

Q  0 

Low 

9 

23 

MB 

18 

Columbia/HCA  Healthcare(3) 

High 

523-4640 

PA 

215-988-1333 

12.1 

9.8 

15.4 

13.2 

Average 

6 

23 

SB 

6 

Savoy  Pictures  Entertainfflent(2) 

Very  high 

523-4640 

PA 

215-988-1333 

10.7 

9.6 

Low 

31 

17 

SV 

3 

Geneva  Steel  CI  Ad) 

Average 

523-4640 

PA 

215-988-1333 

rated 

;  M  M 

Very  low 

5 

19 

LB 

5 

IntI  Flavors  &  Fragrances(4) 

748-8500 

9.8 

8.1 

1 4  0 

1 1  3 

Very  low 

4 

16 

LV 

7 

IBM(2) 

Low 

621-3979 

CA 

415-434-031 1 

Q  7 

y.  / 

Q  1 
o.o 

1  ^  A 

1  o.o 

Very  low 

5 

16 

LV 

23 

Dayton  Hudson(3) 

Average 

621-3979 

CA 

415-434-0311 

5.9 

4.0 

10.9 

7.7 

Average 

17 

15 

LV 

19 

Chrysler(3) 

Low 

645-6561 

NY 

718-895-1206 

8.1 

7.0 

13.6 

12.1 

Very  low 

1 

19 

LG 

11 

Philip  Morris(6) 

Average 

645-6561 

NY 

718-895-1206 

rated 

M  i  1  i 

Average 

14 

21 

LB 

2 

American  Cyanamid(3) 

645-6561 

NY 

718-895-1206 

8.2 

5.5 

12  2 

8  6 

M  M  i 

High 

17 

23 

LB 

2 

Merck(4) 

Low 

554-461 1 

NY 

718-895-1396 

U.u 

1  T 

-  1 .0 

J_U 

Average 

45 

34 

MG 

-23 

Newmont  Mining(6) 

Low 

554-461 1 

NY 

718-895-1396 

5.3 

3.1 

12.2 

8.6 

^  u 

Average 

3 

15 

LV 

1 

General  Motors(3) 

Average 

645-6561 

NY 

718-895-1206 

Very  low 

2 

13 

MV 

-25 

Southern(5) 

645-6561 

NY 

718-895-1206 

6.4 

6.4 

□HJ 

Very  high 

18 

34 

LB 

15 

Mitsubishi  Heavy  lndustries(2) 

Very  low 

645-6561 

NY 

718-895-1206 

rated 

my 

Very  high 

29 

25 

MG 

1 

Homestake  Miningd ) 

554-461 1 

NY 

718-895-1396 

1  !  j  u 

Average 

28 

21 

MB 

-3 

First  Financial  Management(3) 

645-6561 

NY 

718-895-1206 

5.3 

2.6 

10.9 

7.4 

Very  high 

28 

22 

LB 

-8 

Schlumberger(4) 

High 

645-6561 

NY 

718-895-1206 

rated 

MM! 

0 

31 

MB 

-1 

South  African  Breweriesd) 

645-6561 

NY 

718-895-1206 

10.4 



7.8 

High 

17 

20 

SV 

7 

Novacare(2) 

Average 

645-6561 

NY 

718-895-1206 

8.8 

6.6 

1 1  9 

8.3 

High 

4 

22 

SB 

-9 

Global  M3rine(3) 

High 

645-6561 

NY 

718-895-1206 

D.U 

ULU 

Very  high 

72 

18 

SV 

24 

Granite  Capital(3) 

Average 

645-6561 

NY 

718-895-1206 

6.9 

4.9 

Very  high 

21 

22 

MB 

2 

Deere(3) 

Average 

645-6561 

NY 

718-895-1206 

7.2 

5.3 

11.1 

7.9 

Average 

15 

16 

MB 

-2 

AFLAC(3) 

Average 

645-6561 

NY 

718-895-1206 

8.8 

5.6 

11.7 

8.9 

Average 

6 

18 

LB 

8 

Scott  Paper(3) 

Average 

554-1156 

8.8 

6.8 

LLUJ 

Low 

2 

17 

LV 

6 

Computer  Associates  lntl(2) 

Very  low 

554-1 156 

Mill 

1 

18 

SB 

-2 

Fuji  Photo  Film  (ADR)(1) 

554-1 156 

8.6 

6.6 

UiLtf 

High 

3 

17 

SV 

3 

IBPd) 

Average 

872-2710 

NY 

404-631-0414 

12.3 

11.9 

LLMJ 

High 

8 

25 

LG 

14 

Motorola(5) 

Average 

432-4320 

GA 

404-396-8118 

10.1 

7.5 

13.4 

10.0 

Average 

2 

22 

LG 

14 

Microsoft(5) 

Average 

432-4320 

GA 

404-396-8118 

10.7 

9.8 

17  6 

15  9 

Low 

19 

24 

LB 

11 

Eurotunnel  (Paris)(l) 

Average 

421-4120 

CA 

213-486-9200 

rated 

Mill 

Low 

2 

23 

MG 

-A 

HSBC  Holdings(3) 

225-6265 

MA 

617-482-8260 

5.3 

2.8 

1 1.2 

8.3 

High 

8 

21 

LB 

2 

Reuters  Holdings  (ADR)(4) 

High 

225-6265 

MA 

617-482-8260 

7.3 

4.5 

10.7 

6.9 

Li^ 

Average 

3 

16 

LV 

11 

Ford  Motor(2) 

Very  low 

225-6265 

MA 

617-482-8260 

5.5 

2.1 

11.7 

7.9 

High 

1 

17 

LV 

7 

General  Electric(3) 

Low 

225-6265 

MA 

617-482-8260 

4.9 

1 .9 

114 

7  8 

MiikJ 

Average 

3 

15 

MV 

1 

PECO  Energy(4) 

Low 

225-6265 

MA 

617-482-8260 

/  .0 

13  0 

1 0  2 

LUU 

Low 

4 

17 

SV 

29 

First  Empire  State(4) 

Average 

235-0064 

NY 

914-694-2020 

15.0 

11.8 

LUU 

Average 

9 

16 

MV 

-3 

General  Electric(2) 

Low 

235-0064 

NY 

914-694-2020 

5.5 

5.0 

LIU 

High 

4 

24 

SB 

-10 

Horizon  Outlet  Centers(4) 

High 

235-0064 

NY 

914-694-2020 

9.8 

8.0 

UU 

Low 

9 

17 

MB 

20 

Reynolds  &  Reynolds  CI  A(4) 

Average 

235-0064 

NY 

914-694-2020 

7.9 

5.1 

13  4 

10  7 

High 

2 

14 

SV 

-17 

Cameron  Ashley(2) 

Average 

235-0064 

NY 

914-694-2020 

6  0 

3  6 

10.0 

7  ] 

High 

2 

15 

MV 

-20 

Bell  Atlantic(5) 

Low 

235-0064 

NY 

914-694-2020 

13.3 

12.5 

Very  low 

7 

19 

SV 

7 

Fourth  Financial(4) 

Low 

932-3271 

NY 

518-234-7000 

9.2 

6.7 

13.6 

10.3 

Very  high 

12 

21 

LB 

4 

British  Petroleum  (ADR)(2) 

Low 

544-8888 

rated 

13.9 

1  1  !  !  1 

High 

13 

20 

LG 

-1 

Compaq  Computer(5) 

522-7297 

MA 

617-439-6793 

rated 

i  M  i  ! 

High 

20 

17 

LV 

3 

General  Electric(3) 

522-7297 

MA 

617-439-6793 

1 0.6 

9  0 

LLkJi 

mH 

High 

5 

23 

MB 

-A 

Phillips  Petroleum(2) 

Average 

522-7297 

MA 

617-439-6793 

15.2 

13.6 

Average 

12 

18 

LB 

0 

FNMA(5) 

Average 

522-7297 

MA 

617-439-6793 

10.1 

8.2 

□■y 

Very  high 

37 

29 

MB 

-A 

Oaiwa  Securitiesd) 

Very  low 

522-7297 

MA 

617-439-6793 

1  M  y 

Average 

18 

34 

LV 

2 

Hoechstd) 

522-7297 

MA 

617-439-6793 

7.6 

5.1 

V^M 

High 

10 

14 

SV 

-4 

Bellsouth(4) 

Low 

522-7297 

MA 

617-439-6793 

11.1 

9.2 

Ll_U 

High 

28 

21 

LB 

-3 

FNMAd) 

Very  low 

544-8888 

M  1  U 

High 

7 

22 

LB 

-6 

Intel(l) 

544-8888 

rated 

Mill 

Average 

28 

20 

LB 

-5 

Philip  Morris  § 

544-8888 

9.0 

6.7 

High 

28 

30 

MB 

-6 

Methanexd) 

Very  low 

544-8888 

DATA:  MORNINGSTAR  INC,  CHICAGO,  IL. 
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mu  mi  FUND  SCOREBOARD 


FUND 

RATING 

OBJECTIVE 

SIZE 

FEES 

1994  RETURNS  (%) 

ASSESTS 
$MIL 

%CHG 
1993-4 

SALES 
CHARGE  (%) 

EXPENSE 
RATIO  (%) 

PRE- 
TAX 

AFTER- 
TAX 

YIELD 

RA 
0 

FIDELITY  BLUE  CHIP  GROWTH 

Growth 

^287.0 

200 

3.00 

1.22 

9.9 

9.2 

0.0 

FIDELITY  CANADA 

Foreign 

332.9 

205 

3.00 

1.74 

-12.0 

-12.0 

0.1 

FIDELITY  CAPITAL  APPRECIATION 

AVG 

Maximum  growth 

1623.2 

14 

3.00 

1.24 

2.5 

-0.9 

1.0 

FIDELITY  CONTRAFUND 

Growth 

8682.4 

40 

3.00 

1.03 

-1.1 

-1.3 

0.0 

1 

FIDELITY  DESTINY  1  X 

Growth 

3207.8 

2 

8.24 

0.70 

4.4 

-0.4 

2.0 

FIDELITY  DESTINY  II 

Growth 

1468.2 

17 

8.24 

0.80 

4.5 

0.9 

1.8 

FIDELITY  DISCIPLINED  EQUITY 

*  -* 

Growth 

1160.1 

46 

No  load 

1.05 

3.0 

1.8 

1.4 

FIDELITY  DIVERSIFIED  INTERNATIONAL 

Foreign 

306.0 

28 

3.00 

1.36 

1.1 

0.1 

0.3 

FIDELITY  DIVIDEND  GROWTH 

Growth 

102.4 

15 

No  load 

1.40 

4.3 

3.7 

0.1 

FIDELITY  EMERGING  GROWTH 

Maximum  growth 

635.2 

-3 

3.75* 

1.11 

-0.2 

-0.7 

0.0 

FIDELITY  EMERGING  MARKETS 

Foreign 

1508.3 

-21 

4.50* 

1.55 

-17.9 

-18.0 

0.2 

FIDELITY  EQUITY-INCOME 

-* 

Equity-income 

7412.8 

12 

2.00 

0.73 

0.2 

-2.6 

3.0 

FIDELITY  EQUITY-INCOME  II 

Equity-income 

7697.5 

53 

No  load 

0.84 

3.2 

1.1 

2.1 

FIDELITY  EUROPE 

Europe 

478.9 

-3 

3.00 

1.31 

6.3 

5.8 

1.0 

FIDELITY  EUROPE  CAPITAL  APPREC 

Europe 

291.5 

NM 

3.00 

1.70 

6.9 

6.9 

0.0 

FIDELITY  GLOBAL  BALANCED 

Income 

236.5 

-29 

No  load 

1.67 

-11.5 

-11.7 

0.9 

FIDELITY  GROWTH  &  INCOME 

*  * 

Growth/income 

9344.9 

22 

3.00 

0.82 

2.3 

0.1 

1.8 

FIDELITY  GROWTH  COMPANY 

Growth 

2993.4 

18 

3.00 

1.08 

-2.2 

-3.3 

0.8 

1 

FIDELITY  INTL.  GROWTH  &  INCOME 

♦ 

Foreign 

1272.6 

19 

No  load 

1.26 

-2.9 

-3.7 

0.0 

FIDELITY  JAPAN 

Pacific 

389.0 

304 

3.00 

1.66 

16.5 

15.6 

0.0 

FIDELITY  LATIN  AMERICA 

Foreign 

616.1 

-23 

4.50* 

1.54 

-23.2 

-23.2 

0.0 

FIDELITY  LOW-PRICED  STOCK 

Small  company 

2354.5 

14 

4.50* 

1.13 

4.8 

1.2 

0.5 

FIDELITY  MAGELLAN 

* 

Growth 

36441.5 

15 

3.00 

0.96 

-1.8 

-2.9 

0.2 

1 

FIDELITY  MARKET  INDEX 

Growth/income 

306.7 

2 

0.50* 

0.45 

1.0 

0.3 

2.3 

FIDELITY  NEW  MILLENNIUM 

Growth 

319.7 

16 

3.00 

1.32 

0.8 

0.2 

0.0 

FIDELITY  OTC 

* 

Growth 

1381.3 

3 

3.00 

0.88 

-2.7 

-3.0 

0.9 

1 

FIDELITY  OVERSEAS 

■» 

Foreign 

2194.1 

44 

3.00 

1.28 

1.3 

0.8 

0.0 

FIDELITY  PACIFIC  BASIN 

Pacific 

475.5 

-10 

3.00 

1.59 

-2.8 

-5.9 

0.1 

FIDELITY  PURITAN 

«"* 

Balanced 

11769.4 

31 

2.00 

0.79 

1.8 

-0.6 

3.5 

FIDELITY  REAL  ESTATE  INVESTMENT 

*-* 

Specialty 

555.7 

31 

No  load 

1.18 

2.0 

0.6 

4.8 

FIDELITY  RETIREMENT  GROWTH 

Growth 

3184.9 

12 

No  load 

1.12 

0.1 

-2.9 

1.2 

FIDELITY  SELECT  AMERICAN  GOLD 

Precious  metals 

314.2 

-14 

3.75* 

1.37 

-15.5 

-15.5 

0.0 

FIDELITY  SELECT  BIOTECHNOLOGY 

AVG 

Health  care 

396.1 

-29 

3.75* 

1.54 

-18.2 

-18.2 

0.0 

FIDELITY  SELECT  CHEMICALS 

-*  * 

Specialty 

167.8 

540 

3.75* 

1.52 

14.8 

14.0 

0.7 

FIDELITY  SELECT  COMPUTERS 

*  *  * 

Technology 

175.4 

185 

3.75* 

1.70 

20.5 

20.5 

0.0 

FIDELITY  SELECT  DEVELOPING  COMM. 

Technology 

276.1 

12 

3.75* 

1.57 

15.1 

12.7 

0.0 

FIDELITY  SELECT  ELECTRONICS  - 

Technology 

156.6 

243 

3.75* 

1.71 

17.2 

17  2 

0.0 

FIDELITY  SELECT  ENERGY 

Natural  resources 

96.7 

17 

3.75* 

1.79 

0.4 

-0.7 

0.7 

FIDELITY  SELECT  FINANCIAL  SVCS. 

AVG 

Financial 

94.2 

-25 

3.75* 

1.63 

-3.6 

-6.4 

1.2 

FIDELITY  SELECT  FOOD  &  AGRIC. 

Specialty 

85.5 

-51 

3.75* 

1.71 

6.1 

4.3 

0.2 

FIDELITY  SELECT  HEALTH  CARE 

Health  care 

796.1 

39 

3.75* 

1.38 

21.4 

18.6 

0.8 

FIDELITY  SELECT  HOME  FINANCE 

Financial 

130.2 

-18 

3.75* 

1.39 

2.7 

-1.8 

0.5 

FIDELITY  SELECT  INDUSTL.  EQUIP. 

AVG 

Technology 

104.2 

23 

3.75* 

1.69 

3.1 

2.9 

0.0 

FIDELITY  SELECT  INDUSTL.  MATER. 

AVG 

Natural  resources 

180,1 

388 

3.75* 

1.61 

8.2 

7.9 

0.8 

FIDELITY  SELECT  MEDICAL  DELIVERY 

Health  care 

247.6 

65 

3.75* 

1.44 

19.8 

18.4 

0.3 

FIDELITY  SELECT  NATURAL  GAS 

Natural  resources 

79.0 

44 

3.75* 

1.75 

-8.8 

-6.9 

0.2 

FIDELITY  SELECT  PAPER  &  FOREST 

Natural  resources 

76.3 

58 

3.75* 

2.00 

14.1 

12.3 

0.0 

FIDELITY  SEL.  PRECIOUS  METALS  X 

Precious  metals 

453.3 

-18 

3.75* 

1.48 

-1.1 

-1.5 

1.3 

FIDELITY  SELECT  REGIONAL  BANKS 

* 

Financial 

108.4 

-5 

3.75* 

1.50 

0.2 

-1.9 

1.5 

FIDELITY  SEL.  SOFTWARE  &  COMP. 

*  *  * 

Technology 

211.5 

28 

3.75* 

1.50 

0.4 

0.1 

0.0 

FIDELITY  SELECT  TECHNOLOGY 

Technology 

227.4 

-1 

3.75* 

1.57 

11.1 

10.0 

0.0 

FIDELITY  SELECT  TELECOMMUN. 

AVG 

Utilities 

363.8 

-12 

3.75* 

1.52 

4.3 

3.1 

1.4 

FIDELITY  SELECT  UTILITIES  GROWTH  (1) 

AVG 

Utilities 

202.4 

-27 

3.75* 

1.37 

-7.4 

-8.8 

3.1 

FIDELITY  SMALL  CAP  STOCK 

Small  company 

664.8 

0 

3.00 

0.95 

-3.3 

-3.4 

0.1 

FIDELITY  SOUTHEAST  ASIA 

Pacific 

660.9 

-44 

4.50* 

1.55 

-21.8 

-21.8 

0.0 

FIDELITY  STOCK  SELECTOR 

Growth 

786.7 

26 

No  load 

1.09 

0.8 

-0.7 

0.8 

FIDELITY  TREND 

♦ 

Growth 

1193.8 

-14 

No  load 

1.03 

-6.7 

-8.6 

0.3 

1 

FIDELITY  UTILITIES  (m) 

* 

Utilities 

1079.6 

-26 

No  load 

0.88 

-5.3 

-7.9 

3.9 

FIDELITY  VALUE 

Growth 

3720.4 

117 

No  load 

1.11 

7.6 

5.9 

0.4 

FIDELITY  WORLDWIDE 

World 

703.9 

107 

3.00 

1.40 

3.0 

1.4 

0.5 

59  V  ALL  ST  EUROPEAN  EQUITY 

Europe 

110.9 

25 

No  load 

1.50t 

-3.9 

-6.1 

0.0 

59  WALL  ST  PACIFIC  BASIN  EQUITY 

Pacific 

120.6 

30 

No  load 

1.50t 

-21.5 

-24.9 

0.0 

FIRST  SAGLE  FUND  OF  AMERICA 

AVG 

Growth 

105.1 

-3 

1.00* 

2.70 

-2.6 

-6.3 

0.0 

1 

FIRST  INVESTORS  BLUE  CHIP 

♦ 

Growth/income 

121.0 

4 

6.25 

1.58t 

-3.0 

-6.0 

0.6 

1 

FIRST  INVESTORS  GLOBAL 

World 

213.6 

8 

6.25 

1.88t 

-3.8 

-4J 

0.5 

FIRST  INVESTORS  SPFCIAL  SITUATION 

onidii  uunipdiiy 

88  6 

63 

6.25 

1 .72t 

-3.7 

-5.1 

0.0 

FIRST  OMAHA  EQUITY 

Growth 

145.2 

20 

No  load 

1.04t 

7.4 

5.8 

2.1 

FIRST  UNION  BALANCED  C  INVESTMENT 

Balanced 

100.0 

70 

5.00** 

1.39t 

-3.0 

-AA 

3.1 

FIRST  UNION  VALUE  B  INVESTMENT 

AVG 

Growth 

188.4 

1 

4.75 

0.92t 

1.9 

-0.4 

2.9 

FLAG  INVESTORS  TELEPHONE  INC.  A  ± 

Utilities 

436.2 

-7 

4.50 

0.92t 

-6.3 

-7.5 

3.1 

*  Includes  redemption  tee.  "  includes  deferred  sales  charge,  t  12(b)- 1  plan  in  effect.  +  Not  currently  accepting  new  accounts.  §  Holding  is  less  than  0.5%  of  assets. 
(I)  Formerly  Fidelity  Select  Utilities,  (m)  Formerly  Fidelity  Utilities  Income. 
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Equity  Funds 


INUAL  TOTAL  RETURNS  (%)  TREND      PORTFOLIO  DATA   RISK  TELEPHONE 


5  YEARS 

10  YEARS 

D\M  1  n  VC AD 

Tl  IDMA\jrO 

1  UKNUvtK 

%CASH 

P-E 

STYLE 

UNIAXtU 

LARGEST  HOLDING 

1  ULL-rKtt 

IN-SIAIt 

PRETAX  AFTERTAX 

PRETAX 

ANALYSIS 

RATIO 

GAINS  (%) 

COMPANY  (%  ASSETS) 

(800) 

18.4 

16.9 

mm 

Very  high 

10 

28 

MG 

7 

Oracle  Systems(3) 

Low 

544-8888 

3.6 

2.8 

LLUJ 
■  ■ 

Average 

5 

24 

MB 

-6 

American  Barrick  Resources(5) 

Average 

544-8888 

8.1 

5.4 

High 

16 

27 

MG 

2 

UAL(8) 

Average 

544-8888 

17.5 

16.2 

1  Q  c; 
1  o.o 

1 6.7 

Very  high 

1 5 

MR 

o 
o 

inieK/j 

Low 

^AA  QQQQ 

15.4 

1 1.5 

^1  A 
1  1  .H 

1 Q  1 

Average 

6 

17 

LB 

6 

FNMA(5) 

Average 

752-2347 

MA 

617-439-0547 

16.1 

12.9 

Average 

7 

17 

LB 

3 

FNMA(5) 

Average 

752-2347 

MA 

617-439-0547 

12.4 

10.6 

1  M  U 

High 

4 

16 

LB 

3 

ChevronO) 

Average 

544-8888 

High 

7 

27 

LV 

5 

Veba(2) 

544-8888 

ated 

1  1  1  1  1 
1  1  1  1  1 

Very  high 

1  / 

OA 

cr 

ob 

7 

LM  Ericsson  Telephone  (ADR)(4) 

^AA  QQQQ 

1  1  1  ■ 

Very  high 

4 

24 

MG 

10 

Compaq  Computer(5) 

544-8888 

NIB 

Very  high 

3 

30 

MG 

-4 

Telefonos  De  Mexico  L  (ADR)(2) 

544-8888 

9.2 

7.2 

12.5 

9.2 

Average 

8 

18 

LV 

8 

General  Electric(3) 

Low 

544-8888 

M  1  ■ 

Average 

12 

19 

LV 

1 

British  Petroleum  (ADR)(3) 

544-8888 

5.5 

4.9 

1  U_U 

Mill 

Average 

o 
o 

on 

MP 

IViD 

1  o 

Nokia  Free(4) 

Uinh 

Mign 

^AA  QQQQ 

ated 

Very  high 

7 

27 

MV 

-6 

Philips  Electronics(5) 

544-8888 

ated 

Mill 
Mill 

Very  high 

19 

29 

MB 

-1 1 

Sherrittd) 

544-8888 

12.5 

10.1 

High 

12 

19 

LB 

6 

General  Electric(3) 

Low 

544-8888 

13.5 

1 1.9 

17.0 

14.9 

1  u_u 

High 

5 

20 

LB 

3 

Compaq  Computer(5) 

High 

544-8888 

5.8 

5.1 

Very  high 

g 

LV 

—  1 

l^nninl/liil^o  DTT/0\ 

ivoninKiijKe  ri  i^^; 

Average 

^AA  QQQQ 

ated 

1 1 1 1 1 

Very  high 

6 

46 

MB 

-1 

Matsushita  Electric  lndl(3) 

544-8888 

ated 

1  1  1  1  1 
Mill 

High 

8 

21 

-18 

Grupo  Carso  CI  Al(5) 

544-8888 

18.9 

16.4 

Average 

25 

14 

SV 

8 

Welsh  Water  plc(l) 

Low 

544-8888 

1 2.0 

9.3 

18.0 

14.9 

High 

3 

21 

9 

Motorola(2) 

Average 

544-8888 

1  1  1  U 

Very  low 

n 
U 

1  R 
LD 

1  / 

benerai  tieciricv^j 

f^AA  QQQQ 

ated 

1  1  1  1  1 

Very  high 

8 

23 

MG 

9 

Herman  Miller(4) 

544-8888 

11.5 

9.2 

18.1 

15.6 

_  - 

Very  high 

12 

22 

MG 

6 

lntel(4) 

Average 

544-8888 

5.0 

3.3 

19.2 

16.8 

■  1  1—1 

Average 

13 

31 

LV 

9 

Deutsche  Bank(l) 

High 

544-8888 

•  3.8 

2.9 

1MB 

High 

1 

38 

MG 

9 

Nomura  Securities(2) 

Very  high 

544-8888 

10.7 

.  7.9 

1  o.  / 

1  n  n 

Average 

c 
D 

MR 

1 

Schlumberger(2) 

Low 

Cl/l/t  QQQQ 

1 1.8 

10.2 

Average 

8 

24 

SB 

0 

Equity  Residential  Ppty  Tr(6) 

Low 

544-8888 

12.1 

8.9 

15.7 

12.0 

_  - 

Average 

26 

20 

MB 

4 

IBM(2) 

Average 

544-8888 

2.6 

2.6 

M  1  ■ 

1  1  1  B 

Low 

1 1 

31 

MG 

-3 

American  Barrick  Resources(lO) 

Very  high 

544-8888 

16.2 

14.8 

M  ■  1 

Average 

27 

30 

SG 

-14 

Genentech(9) 

Very  high 

544-8888 

13.4 

1 1 .4 

Average 

D 

on 

MD 

Union  Carbide(7) 

Average 

CAA  QQQQ 

24.0 

23.2 

n:m 

Very  high 

7 

18 

MB 

9 

Advanced  Micro  Devices(8) 

Very  high 

544-8888 

1MB 
1  M  ■ 

Very  high 

8 

31 

MG 

13 

OSC  Communicatlons(9) 

544-8888 

23.1 

22.0 

rT~^B 

Very  high 

6 

17 

MB 

-1 

InteldO) 

High 

544-8888 

2.2 

0.9 

8.5 

7.3 

1  U  LJ 

High 

10 

27 

MB 

0 

British  Petroleum  (ADR)(9) 

High 

544-8888 

14.6 

12.4 

13  6 

1 2  0 

AV6r3g6 

c 
D 

1  n 

M\/ 
IVIV 

-7 
—  / 

oanK  or  new  lornwJ 

Very  high 

fkAA  QQQO 

12.4 

10.5 

High 

14 

16 

MB 

9 

Philip  Morris(lO) 

Low 

544-8888 

18.6 

15.7 

21.5 

19.8 

Very  high 

12 

22 

LG 

7 

Pfizer(IO) 

High 

544-8888 

23.6 

21.8 

High 

10 

1 1 

SV 

0 

Standard  Federal  Bank  (Ml)(4) 

High 

544-8888 

12.0 

1 1.7 

N  1  ■ 

High 

5 

18 

SV 

-4 

Caterplllar(IO) 

High 

544-8888 

10.7 

10.3 

1  LW 

1 — L.flH 

High 

1 U 

24 

MB 

—7 

Union  Carbide(9) 

Average 

044-0000 

17.8 

16.5 

Very  high 

17 

22 

MG 

9 

US  Healthcare(ll) 

Very  high 

544-8888 

ated 

Mill 
Mill 

High 

2 

25 

MB 

-16 

Burlington  Resources(5) 

544-8888 

11.6 

11.0 

1  1 

Very  high 

3 

24 

MB 

1 

Stone  Container(7) 

High 

544-8888 

5.6 

5.1 

8.0 

7.2 

lJ  1  B 

Low 

12 

28 

MG 

3 

American  Barrick  Resources(8) 

Very  high 

544-8888 

16.8 

14.3 

Uinh 
High 

J 

Q 

MV 

"7 
—  / 

NationsBank(7) 

High 

044-OOOO 

21 .6 

19.3 

High 

9 

27 

MG 

6 

Cabletron  Systems(8) 

Very  high 

544-8888 

22.3 

20.8 

10.6 

9.7 

U-HB 

High 

5 

22 

LG 

17 

lntel(7) 

High 

544-8888 

11.3 

10.0 

1  ■  ■ 
LH-B 

High 

8 

22 

LG 

2 

Ameritech(9) 

Average 

544-8888 

7.0 

4.7 

12.9 

11.0 

1  B_J  t 

Low 

3 

16 

LV 

-8 

Ameritech(6) 

Low 

544-8888 

ated 

1  1  1  II 
1  1  t  1  1 

High 

1 6 

20 

SB 

1 

AtmeK  J; 

544-0008 

3ted 

11  1  II 

Very  high 

2 

25 

MG 

-1 

Hutchison  Whampoa(4) 

544-8888 

M  1  U 

M  1  ■ 

Very  high 

4 

18 

LB 

1 

Philip  Morris(3) 

544-8888 

9.1 

7.4 

13.4 

10.7 

Low 

5 

23 

MG 

1 1 

Golden  West  Financial(4) 

High 

544-8888 

8.4 

6.1 

1    1    LJ  1 

High 

10 

18 

MV 

0 

Ameritech(4) 

Low 

544-8888 

12.0 

10.6 

13  6 

1  9  1 

1  LJ  m 

Very  high 

5 

22 

MB 

2 

British  Petroleum  {ADR){2) 

Low 

C  A  A  OOOO 

b44-88oo 

1  M  ■ 

Average 

32 

25 

MV 

-1 

Grupo  Tribasa  (ADR)(1) 

544-8888 

1  M  LJ 

1  M  y 

Average 

2 

20 

MV 

-1 

Cable  &  Wlreless(2) 

MA 

212-493-8100 

!  II  B 
M  1  B 

Average 

14 

23 

LB 

-7 

New  World  Development(4) 

MA 

212-493-8100 

8.4 

5.9 

High 

3 

17 

MV 

8 

Tejas  Gas(6) 

Average 

451-3623 

NY 

212-943-9200 

6.5 

5.1 

M  U  i 

Average 

c 
o 

1  Q 
1  o 

1  R 

0 

Motorola(5) 

Average 

Aoo  /inoc 

NY 

01  o  oco  onnn 
zl  2-ooo-oUUO 

2.9 

2.5 

14.4 

13.0 

KD 

Average 

6 

25 

LB 

1 

Broken  Hill  Proprietary(2) 

High 

423-4026 

NY 

212-858-8000 

1  1  1  ■ 

Average 

13 

23 

SG 

3 

Newbridge  Networks(2) 

423-4026 

NY 

212-858-8000 

ated 

1  II  1  1 

Low 

17 

21 

LB 

7 

Becton  Dickinson(4) 

662-4203 

ated 

1!  It  1 

10 

16 

LV 

1 

Phelps  Dodged) 

326-3241 

PA 

704-374-4343 

7.6 

5.6 

LUJJ 

Average 

3 

18 

LV 

1 

National  City(3) 

Low 

326-3241 

PA 

704-374-4343 

7.2 

5.7 

15.4 

12.4 

ULU 

Very  low 

2 

19 

LB 

18 

AT&T(6) 

Average 

767-3524 

DATA:  MORNINGSTAR  INC.,  CHICAGO,  IL. 
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MUTUAL  FUND  SCOREBOARD 


FUND  RATING 

OBJECTIVE 

SIZE 

FEES 

1994  RETURNS  (%) 

1 

$MIL, 

%  CHG 
1993-4 

SALES 
CHARGE (%) 

EXPENSE 
RATIO  (7o) 

PRE- 
TAX 

AFTER- 
TAX 

YIELD 

OH 

I 

H 

FLAG  INVESTORS  VALUE  BUILDER  A 

Balanced 

1 36.2 

14 

4.50 

1 .35t 

-0.4 

-1 .3 

3.1 

> 

1  i 

FLEX-FUNDS  MUIRFIELD 

Asset  allocation 

81.8 

26 

No  load 

1.25t 

2.7 

1.8 

2.6 

1 

1  ! 

rUKIISft  AUVArilAwit  AS>3t  1  ALLUC  A 

Asset  allocation 

1 16.3 

5 

4.50 

1.53t 

-0.8 

-1 .8 

2.8 

/ 

Ftf^DTIC  AnUAMTA^r  /^ADITAI    ADDD  A 

rUKIId  AUVArilAuc.  CAKIIAL  ArPK.  A 

^  ^  ^ 

Small  company 

68.9 

n 

4.50 

1.57t 

-7.2 

-7.2 

0.0 

A 

M  ■ 

PADTIC  ^ADITAI     A  * 

r  OK  1 19  CAKI 1  AL  A  ^ 

Growth 

237.7 

-3 

4.75 

1.21t 

2,5 

1.2 

0.3 

4! 

FORTIS  GROWTH  A  X 

Growth 

545.3 

-8 

4.75 

1.09t 

-8.2 

-8.7 

0.0 

21i 

FORTRESS  UTILITY 

-* 

Utilities 

781.1 

-21 

2.00* 

1.1 1 

-7.9 

-9.4 

5.4 

'\  ■ 

miiur\PDC  DAI  AU^Fn 
rOUNDtnS  BALANCED 

Balanced 

96.0 

32 

No  load 

1 .33t 

-1.9 

-2.6 

2.3 

A 

r/\iiiuncDC  Di  HIT  /^uid 
rUUPIUc.n3  oLUb  CnIK 

AVG 

Growth/income 

312.2 

2 

No  toad 

1.24t 

0.5 

-1.1 

0.9 

5' 

i 

rOUNLIcKs  UlsCOVtRT 

. 

Smalt  company 

187.5 

-17 

No  toad 

1.63t 

-7.7 

-7.7 

0.0 

FOUNDERS  FRONTIER 

AVG 

Small  company 

249.2 

-2 

No  load 

1 .63t 

-2.8 

-3.5 

0.0 

1 

FOUNDERS  GROWTH 

AVG 

Growth 

310.1 

-10 

No  load 

1 .301 

-3.3 

-4.1 

0.0 

16; 

FOUNDERS  SPECIAL 

AVG 

Maximum  growth 

300.9 

-30 

No  load 

1.35t 

-4.9 

-5.9 

0.0 

FOUNDERS  WORLDWIDE  GROWTH 

World 

104.9 

24 

No  load 

1.70t 

-2.2 

-2.9 

0.0 

FPA  CAPITAL  X 

Small  company 

180.8 

22 

6.50 

1.03 

10.4 

8.4 

0.2 

FPA  PARAMOUNT  X 

*-* 

Growth/income 

463.8 

37 

6.50 

0.90 

9.4 

6.0 

1.6 

FRANKLIN  BALANCE  SHEET  INVESMENT 

Growth 

137.4 

41 1 

1.50 

0.76t 

1.5 

0.8 

1.0 

5 

m 

rnANKLIN  OYNATtCH  ^ 

Technology 

69.5 

-1 

4.50 

I.OOt 

5.2 

4.7 

0.5 

FRANKLIN  EQUITY 

Growth 

281.2 

-13 

4.50 

0.79t 

-1.3 

-4.2 

1.1 

12 

rKAnl\LiN  bOUl  1  T-INCOMfc. 

E(]uity'inconi6 

92.7 

105 

4.50 

0.44t 

-0.3 

-2.2 

4.6 

FRANKLIN  GLOBAL  UTILITIES 

Utilities 

1 21 .8 

73 

4.50 

0.84t 

-8.9 

-10.6 

3.1 

FRANKLIN  GOLD  X 

Precious  metals 

379.1 

10 

4.50 

0.81 1 

-4.7 

-5.0 

1.0 

ft] 

rnANKLIN  UKOW  fn  ^ 

AVG 

Growth 

523.4 

-7 

4.50 

0.77t 

2.9 

2.6 

0.9 

4 

j'] 

rnANKLIN  INCOML  ^ 

Income 

4882.5 

17 

4.25 

0.64t 

-6.4 

-9.1 

8.5 

rnANKLIN  nIaING  DIVIULNDa 

Growth/income 

241.4 

-30 

4.50 

1.43t 

-5.2 

-5.7 

1.9 

12 

\i 

FRANKLIN  UTILITIES  X 

♦ 

Utilities 

2569.8 

-26 

4.25 

0.64t 

-1 1 .7 

-13.3 

6.2 

FREMONT  GLOBAL 

*- 

Asset  allocation 

436.8 

104 

No  load 

0.95 

-4.2 

-4.7 

1.0 

FT  IkJTITDUATIAUAl     mi  IITV  A 

FT  INTERNATIONAL  EQUITY  A 

♦  ♦  ♦ 

Foreign 

261.1 

35 

5.50 

1.60t 

0.5 

-0.9 

0.0 

FUNDAMENTAL  INVESTORS  X 

AVG 

Growth/income 

261 1.1 

32 

5.75 

0.65t 

1 .3 

-0.1 

2.5 

3 

■J 

^    Y     ^1  AD  A  1      AAAFDI^A    ^B<\U/VU    A  /n\ 

G.T.  GLOBAL  AMERICA  GROWTH  A  (n) 

AVG 

Small  company 

199.9 

68 

4.75 

1 .66t 

15.7 

12.3 

0.1 

G.T.  GLOBAL  EMERGING  MARKETS  A 

Foreign 

333.8 

17 

4.75 

2.09t 

-3.8 

-5.0 

0.0 

i\ 

G.T.  GLOBAL  EUROPE  GROWTH  A  (o) 

Europe 

647.3 

-24 

4.75 

1.74t 

-5.8 

-6.3 

0.5 

• 

C  T.  ULOdAL  grow  in  St  INCOMt  D 

World 

348.2 

66 

5.00" 

2.34t 

-4.2 

-5.2 

3.0 

G.T.  GLOBAL  HEALTH  CARE  A 

Health  care 

387.5 

-15 

4.75 

1.96t 

0.3 

-1.7 

0.0 

i 

G.T.  GLOBAL  INTL.  GRTH.  A  (p) 

Foreign 

431.0 

-18 

4.75 

1.7  It 

-7.8 

-10.3 

0.0 

4 

G.T.  GLOBAL  JAPAN  GROWTH  A  (q) 

Pacific 

100.3 

13 

4.75 

1.99t 

6.6 

6.0 

0.0 

G.T.  GLOBAL  NEW  PACIFIC  GROWTH  A  (r) 

Pacific 

405;9 

-19 

4.75 

1.81 1 

-1 9.7 

-20.8 

0.0 

G.T.  GLOBAL  TELECOMMUNICATIONS  A 

Utilities 

1481.0 

7 

4.75 

1.83t 

—4.4 

-5.8 

0.0 

B 

G.T.  GLOBAL  WORLDWIDE  GROWTH  A  (s) 

World 

182.2 

-6 

4.75 

1.78t 

-6.7 

-7.9 

0.0 

G.T.  LATIN  AMERICA  GROWTH  A 

Foreign 

283.1 

41 

4.75 

2.14t 

-6.6 

-8.6 

0.0 

GABELLI  ASSET 

Growth 

979.3 

6 

No  load 

1.33t 

-0.2 

-1 .6 

4.7 

9 

i 

GABELLI  GLOBAL  TELECOMMUNICATIONS 

Utilities 

138.9 

331 

4.50 

2.00t 

-3.7 

-4.0 

0.7 

1 

GABELLI  GROWTH 

AVG 

Growth 

493.2 

-27 

No  load 

1.41 1 

-3.4 

-6.8 

0.4 

16 

GABELLI  SMALL  CAP  GROWTH 

Small  company 

196.5 

-5 

4.50 

1.54t 

-2.9 

-4.6 

0.0 

GABELLI  VALUE 

Growth 

441.4 

-10 

5.50 

1 .52t 

0.0 

-3.7 

0.8 

g 

GALAXY  ASSET  ALLOCATION  RETAIL 

Asset  allocation 

67.7 

-39 

No  load 

1.18 

-2.5 

-3.3 

2.8 

GALAXY  EQUITY  GROWTH  RETAIL 

Growth 

68.1 

-84 

No  load 

0.90 

0.6 

-0.1 

1.2 

7 

GALAXY  EQUITY  VALUE  RETAIL 

-* 

Growth 

73.6 

-60 

No  load 

1 .03 

3.5 

0.4 

1.4 

3 

GALAXY  II  LARGE  COMPANY  INDEX  RET.  (t) 

Growth/income 

137.8 

-8 

No  load 

0.40 

1.0 

-0.4 

2.5 

4 

GALAXY  II  SMALL  COMPANY  INDEX  RET.  (u) 

Smalt  company 

230.7 

-13 

No  load 

0.40 

-3.7 

-5.4 

1.6 

GAM  INTERNATIONAL 

Foreign 

159.4 

98 

5.00 

1 .58 

-10.2 

-15.9 

3.1 

GATEWAY  INDEX  PLUS  X 

Growth/income 

161.1 

-23 

No  load 

1.11 

5.6 

3.3 

1 .6 

GEORGE  PUTNAM  FUND  OF  BOSTON  A 

Balanced 

895.9 

g 

5.75 

0.95t 

-0.4 

-2.3 

4.3 

GINTEL  X 

Growth 

88.3 

-35 

No  load 

2.20 

-1 6.5 

-1 6.8 

0.4 

23 

GLOBAL  UTILITY  B 

Utilities 

254.5 

g 

5.00** 

1.951 

-8.6 

-9.9 

2.6 

GOLDMAN  SACHS  CAPITAL  GROWTH 

Growth 

862.7 

1 1 

5.50 

1.37t 

-1.1 

-4.1 

0.1 

1 1 

GOLDMAN  SACHS  GROWTH  &  INCOME 

Growth/income 

169.5 

465 

5.50 

1.25t 

5.9 

4.7 

1.7 

1 

GOLDMAN  SACHS  INTL.  EQUITY 

Foreign 

312.8 

67 

5.50 

1.76t 

-6.9 

-7.8 

0.0 

1 

GOLDMAN  SACHS  SELECT  EQUITY 

Growt  ft/income 

91 .3 

g 

5.50 

1.28t 

1.3 

-0.8 

1.3 

3. 

Gi;:3MAN  SACHS  SMALL  CAP  EQUITY 

Small  company 

352.4 

88 

5.50 

1.39t 

-14.8 

-16.1 

0.0 

1 

GOV  VTT  EMERGING  MARKETS 

Foreign 

91.0 

73 

4.95 

2.18t 

-12.7 

-16.5 

0.0 

1 

GRAD!SON-MCDONALD  ESTAB.  VALUE  X 

AVG 

Growth 

260.2 

7 

No  load 

1 .20t 

0.2 

-1.0 

1.4 

8 

GRADI:>Of»-<VICDONALD  OPPORT.  VALUE  X 

AVG 

Small  company 

82.9 

-1 

No  load 

1 .381 

-2.2 

-3.1 

0.7 

GROWTH  rmo  OF  AMERICA  X 

AVG 

Growth 

5274.2 

4 

5.75 

0.78t 

0.0 

-1.3 

0.6 

9: 

GUARDiAN  PARK  AVENUE  X 

Growth 

640.7 

14 

4.50 

0.84t 

-1.4 

-2.8 

1.1 

12' 

HAr^COCk  CAPITAL  GROWTH  A  (v) 

Maximum  growth 

68.6 

-20 

5.75 

1 .46t 

-11.3 

-12.0 

0.0 

HANCOCK  EMERGING  GROWTH  B  (w) 

AVG 

Small  company 

268.4 

21 

5.00** 

2.28t 

-1.5 

-1.5 

0.0 

HANCOCK  f  REEOOM  GLOBAL  A 

World 

95.2 

9 

5.00 

2.01 1 

^.9 

-7.6 

0.0 

1 

HANCOCK  FREEDOM  REGIONAL  SANK  B 

Financial 

484.8 

186 

5.00** 

2.01 1 

-0.2 

-1.1 

1.2 

HANCOCK  GROWTH  &  INCOME  A  Is)  . 

Growth/income 

114.5 

-6 

5.75 

1.31t 

-8.5 

-9.1 

2.3 

13' 

•  Include'  '^ijempiion  lee.  *■  Includes  deferred  sales  charge,  t  12(b)-l  plan  m  effect,  t  Not  currently  accepting  new  accounts.  §  Holding  is  less  tfian  0.5%  of  assets, 
(n)  Forrnen,  C.  T,  America  Growth  A.  (o)  Formerly  G.T.  Europe  Growth  A.  (p)  Formerly  G.T.  International  Growth  A.  (q)  Formerly  G.T.  Japan  Growth  A.  (r)  Formerly  G.T.  Pacific 
(s)  Formerly  G  1  Worldwide  Growth  A.  (t)  Formerly  IBM  Large  Company  Index,  (u)  Formerly  IBM  Small  Company  Index,  (v)  Formerly  Transamerica  Capital  Growth  A  (w)  Formerly 
ica  Special  Ernerg.ng  Grth  B.  (x)  F^ormerly  Transamerica  Growth  &  Income  A. 
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Equity  Funds 


NNUAL  TOTAL  RETURNS  (%) 

TREND 

PORTFOLIO  DATA 

RISK 

TELEPHONE 

5  YEARS 

10  YEARS 

BW  10-YEAR 

TURNOVER 

%CASH 

P-E 

STYLE 

UNTAXED 

LARGEST  HOLDING 

TOLL-FREE 

IN-STATE 

<    PRETAX  AFTERTAX 

PRETAX 

ftCTCDTAV 

AMlKIAa 

ANALYoIci 

RATIO 

P  A  IMC  10/  \ 

UUfVlrANY  {/o  Abotib) 

(800) 

rated 

1  1  u 

Very  low 

5 

16 

LB 

2 

Conseco(2) 

767-3524 

9.7 

6.4 

1  [  ^ 
LLMd 

Very  tiigh 

30 

NA 

MB 

0 

Fidelity  Capital  Appreciation(6) 

Very  low 

325-3539 

OH 

614-766-7000 

8.5 

7.0 

High 

1 

24 

MG 

to 

Oracle  Systems(2) 

Low 

800-2638 

MN 

612-738-4000 

10.2 

9.7 

M  bJ 

Average 

28 

31 

SG 

26 

lnput/0utput(4) 

Very  high 

800-2638 

MN 

612-738-4000 

8.7 

6.6 

13.8 

1 1.5 

^Ba 

Average 

g 

25 

MG 

26 

Oracle  Systems(5) 

Average 

800-2638 

MN 

612-738-4000 

9.9 

8.2 

14.8 

13.1 

LBLJ 

Low 

18 

28 

MG 

32 

Oracle  Systems(5) 

Very  high 

800-2638 

MN 

612-738-4000 

8.0 

6.0 

Low 

5 

16 

MV 

-5 

British  Telecom  (ADR)(4) 

Very  low 

245-5051 

PA 

412-288-1900 

8.1 

6.2 

10.5 

7.7 

1  u  y 

Very  higti 

12 

15 

LV 

-1 

Gap(2) 

Very  low 

525-2440 

CO 

303-394-4404 

8.2 

4.8 

13.3 

8.6 

Very  high 

20 

18 

MB 

5 

Gap(3) 

Low 

525-2440 

CD 

303-394-4404 

16.7 

16.2 

High 

29 

23 

SB 

1 1 

Sterling  Software(2) 

High 

525-2440 

CO 

303-394-4404 

11.3 

10.2 

High 

33 

23 

SG 

13 

Maxim  Integrated  Products{2) 

High 

525-2440 

CD 

303-394-4404 

10.8 

9.0 

15.5 

12.8 

High 

24 

20 

MB 

8 

FNMA(3) 

High 

525-2440 

CO 

303-394-4404 

11.9 

8.7 

14.8 

11.7 

Very  high 

25 

20 

MB 

6 

Texas  InstrumentsO) 

High 

525-2440 

CO 

303-394-4404 

13.2 

12.6 

High 

26 

25 

MG 

11 

Nokia(4) 

Low 

525-2440 

CO 

303-394-4404 

17.3 

14.8 

18.1 

15.3 

Low 

2 

13 

SV 

35 

Green  Tree  FinancialO) 

Very  high 

982-4372 

CA 

310-473-0225 

12.9 

9.2 

15.2 

11.1 

□Hi 

Mil 

Average 

21 

31 

MG 

10 

Occidental  Petroleum{5) 

Low 

982-4372 

CA 

310-473-0225 

Low 

11 

13 

SV 

1 

USLife(4) 

342-5236 

CA 

415-312-2000 

10.5 

9.5 

11.8 

10.3 

LMU 

Very  low 

31 

23 

LG 

38 

Motorolad  1) 

Average 

342-5236 

CA 

415-312-2000 

5.1 

2.7 

1 1 .4 

8.8 

High 

5 

18 

MB 

0 

Chevron(2) 

Average 

342-5236 

CA 

415-312-2000 

9.2 

7.0 

U-JHi 

Low 

22 

20 

LB 

-1 

American  Home  Products(2) 

Low 

342-5236 

CA 

415-312-2000 

rated 

1  1  !  i 

Low 

12 

15 

LV 

-10 

Veba(3) 

342-5236 

CA 

415-312-2000 

2.4 

1.6 

9.7 

8.3 

Very  low 

8 

35 

MG 

22 

American  Barrick  Resources(t2) 

Very  high 

342-5236 

CA 

415-312-2000 

8.0 

7.2 

13.2 

12.1 

Very  low 

4 

22 

LB 

25 

Computer  Sciences(4) 

Low 

342-5236 

CA 

415-312-2000 

11.1 

7.7 

1 1 .9 

7.8 

UJLJ 

Low 

16 

14 

LV 

-5 

Bristol-Myers  Squibb(l) 

Very  low 

342-5236 

CA 

415-312-2000 

6.6 

5.9 

LJHLJ 

Low 

1 1 

15 

MV 

-4 

Philip  Morris{3) 

Low 

342-5236 

CA 

415-312-2000 

6.0 

4.0 

10.5 

7.8 

1 — 1 — \ — ] — 1 

i  yd 

Very  lov< 

2 

15 

MV 

-7 

Southern(4) 

Low 

342-5236 

CA 

415-312-2000 

7.0 

5.8 

Low 

8 

25 

LG 

4 

HSBC  Holdingsd) 

Very  low 

548-4539 

CA 

415-768-9000 

3.4 

2.8 

15.5 

12.9 

Average 

4 

33 

LB 

10 

DDI(2) 

High 

245-5051 

PA 

412-288-1900 

10.0 

7.5 

14.8 

1 1 .6 

Low 

8 

17 

LB 

12 

Time  WarnerO) 

Average 

421-4120 

CA 

415-421-9360 

12.8 

11.2 

High 

30 

19 

SB 

8 

Haggar(3) 

High 

824-1580 

CA 

415-392-6181 

rated 

i  1 1  ■ 

High 

4 

31 

MG 

8 

Brasileiras(3) 

824-1580 

CA 

415-392-6181 

-0.9 

-1.2 

LMJJ 

High 

8 

23 

LV 

-25 

Volkswagen(3) 

High 

824-1580 

CA 

415-392-6181 

rated 

1  1  1  M 

High 

9 

18 

LV 

3 

Elektrowatt  (BR)(2) 

824-1580 

CA 

415-392-6181 

9.7 

9.0 

Average 

9 

28 

MG 

16 

Roche  Holding  (GEN)(6) 

High 

824-1580 

CA 

415-392-6181 

2.5 

1.7 

1  ■  1  ! 

High 

6 

30 

MG 

5 

Autobacs  Seven(3) 

High 

824-1 580 

CA 

415-392-6181 

-5.0 

-5.3 

JJ 

Low 

1 

48 

MG 

11 

Nakamichi(5) 

Very  high 

824-1580 

CA 

415-392-6181 

3.6 

2.3 

15.7 

12.5 

High 

8 

23 

MB 

2 

State  Street  Boston(6) 

High 

824-1580 

CA 

415-392-6181 

rated 

11  1  ■ 

Average 

6 

26 

LG 

5 

Telebras  Pn(4) 

824-1580 

CA 

415-392-6181 

5.3 

4.5 

LB_y 

M  1  ■ 

High 

9 

29 

LB 

7 

Canon(2) 

Average 

824-1580 

CA 

415-392-6181 

High 

3 

25 

MG 

-2 

Grupo  Industrial  Alfa  CI  A(4) 

824-1580 

CA 

415-392-6181 

9.2 

7.9 

UkM 

MM! 

Low 

18 

20 

MG 

18 

American  Cyanamid(4) 

Low 

422-3554 

NY 

914-921-5100 

rated 

12 

26 

LG 

-A 

Airtouch  Commun.(4) 

422-3554 

8.1 

6.6 

Average 

2 

22 

MG 

1 1 

GenentechO) 

Average 

422-3554 

NY 

914-921-5100 

1  1  1  M 

Low 

1 

22 

SB 

14 

PIttway  CI  A(3) 

422-3554 

NY 

914-921-5100 

11.3 

8.6 

Low 

8 

16 

MB 

10 

Media  General  CI  Ad  4) 

Average 

422-3554 

NY 

914-921-5100 

1  1  1  u 

Very  low 

3 

18 

LB 

-1 

Citlcorp(3) 

628-0414 

1  1  1  u 

Low 

10 

21 

LB 

50 

Mobil(3) 

628-0414 

8.9 

6.8 

1  1 

Average 

15 

15 

LV 

25 

Becton  Dickinson(2) 

Low 

628-0414 

1  j  1  U 

Very  low 

4 

18 

LB 

12 

General  Electric(2) 

628-0414 

1  M  ■ 

Low 

0 

19 

MB 

6 

Microsottd) 

628-0414 

12.3 

8.8 

HJi 

High 

18 

40 

LG 

-6 

Northern  Ireland  Electric(2) 

Average 

426-4685 

NY 

212-407-4600 

9.1 

64 

10.6 

7.7 

Low 

0 

17 

LB 

6 

General  Electric(6) 

Very  low 

354-6339 

OH 

513-248-2700 

7.7 

5.1 

12.4 

8.8 

High 

4 

16 

LV 

-1 

JP  Morgand ) 

Very  low 

225-1581 

MA 

617-292-1000 

3.5 

1.8 

9.0 

6.3 

1  Mti  1 

Mill 
M  1  U 

Average 

13 

22 

SB 

-1 

FNMA(12) 

High 

243-5808 

CT 

203-622-6400 

Very  low 

1 

15 

LV 

0 

AT&T(4) 

1  00£ 

M  1  M 

Low 

7 

20 

MB 

7 

National  Medical  Enterprises(5) 

762-5035 

rated 

1  1  1  1  1 
1  1  1  1  1 

4 

20 

MV 

-2 

National  Medical  Enterprises(4) 

526-7384 

rated 

Average 

1 

17 

SG 

1 

Wolters  Kluwer(7) 

526-7384 

M  1  U 

High 

1 

16 

LB 

5 

PECO  Engery(4) 

762-5035 

rated 

Mill 
Mill 

Av6r3g6 

g 

18 

SV 

-15 

American  Publishing  CI  A(4) 

rated 

Mil 

High 

3 

22 

-8 

Telefonos  De  Mexico  CI  L(2) 

634-6838 

CA 

415-391-7494 

8.4 

7.1 

13.6 

11.6 

Average 

30 

15 

MV 

19 

Andrew(3) 

Average 

869-5999 

OH 

513-579-5700 

8.0 

6.7 

1 1.9 

10.6 

Average 

30 

15 

SV 

15 

Michaels  StoresO) 

Average 

869-5999 

OH 

513-579-5700 

9.9 

8.4 

14.7 

12.6 

iSI 

Low 

1 8 

22 

LG 

23 

Time  Warner(4) 

Average 

421-41  20 

CA 

415-421-9360 

11.1 

9.2 

15.2 

12.0 

Average 

6 

16 

M  V 

1  o 
(  z 

IDIVH  sj) 

Average 

221-3253 

5.1 

3.9 

LUJ 
CM 

High 

2 

19 

MB 

4 

Millipore(4) 

Very  high 

225-5291 

14.2 

14.1 

Low 

3 

22 

SB 

18 

3Com(l) 

High 

225-5291 

rated 

1  1  1  M 

High 

1 

28 

LG 

15 

Coca-Cola(2) 

225-5291 

18.2 

16.2 

Low 

10 

10 

MV 

2 

Mercantile  Bancorp(3) 

Average 

225-5291 

7.0 

5.2 

10.9 

8.0 

Very  high 

0 

17 

LB 

0 

Northrop  Grumm3n(4) 

Average 

225-5291 

DATA:  MORNINGSTAR  INC.,  CHICAGO,  IL. 
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Yoli  know  you  can  live  alone  and  love  it.  Tlie  question  is:  Can  you  live  a  lon^  tune  and 
ailord  it^  Can  you  depend  on  your  joLi'  Prolit  sliaring?  Pension;^  Social  security?  iVlaybe. 
So  should  you  talk  to  EcjuitaUe?  Absolutely. 

Lei  us  introduce  you  to  an  array  of  mutual  funds,  variable  annuities  and  lile  insurance  —  ideas 
tlial  ill  in  vou  plan  tlie  luture  —  some  that  even  lielp  defer  tiixes. 

II  you  ^vant  to  lind  out  more  about  tliese  products,  including  cliar^fes  and  expenses,  ask  your 
agent  lor  a  prospc  tus.  Be  sure  to  read  it  careluUy  belore  you  invest  or  pay  money. 

Aiui  Ke  sure  lo  do  it  soon.  It  may  be  tbe  single  most  important  tiling  you  do. 


%  EQUITABLE 


P 


o  w  e  r  over  tomorrow 


i 


MUTUAL  FUND  SCOREBOARD 


FUND 


RATING 


OBJECTIVE 


SIZE 


FEES 


1994  RETURNS  (%) 


ASSESTS 
$Mll 


%  CHG 
19934 


SALES 
CHARGE (%) 


EXPENSE 
RATIO  (%) 


PRE- 
TAX 


AFTER- 
TAX 


YIELD 


HANCOCK  GROWTH  A 
HANCOCK  SOVEREIGN  ACHIEVERS  B 
HANCOCK  SOVEREIGN  BALANCED  B 
HANCOCK  SOVEREIGN  INVESTORS  A  ± 
HANCOCK  SPECIAL  EQUITIES  A 


Growth 
Growth 
Balanced 
Growth/income 
Small  company 


145.8 
88.5 
78.7 
1081.0 
303.8 


-20 
-8 
7 

-12 
10 


5.00 
5.00* 
5.00* 
5.00 
S.OOt 


1.64t 
2.15t 
1.91t 
1.17t 
1.63t 


-7.6 
-6.0 
-A.2 
-1.9 
2.0 


-7.9 
-7.3 
-5.5 
-3.0 
2.0 


0.0 
0.2 
4.4 
3.2 
0.0 


HANCOCK  SPECIAL  OPPORTUNITIES  B 
HARBOR  CAPITAL  APPRECIATION 
HARBOR  GROWTH 
HARBOR  INTERNATIONAL 
HARBOR  INTERNATIONAL  GROWTH 


AVG 


Growth 
Growth 
Growth 
Foreign 
Foreign 


128.3 
226.9 
132.6 
2982.2 
71.8 


394 
59 

-31 
33 

754 


5.00" 
No  load 
No  load 
No  loadt 
No  load 


2.22t 

0.85 

0.89 

1.16 

0.97 


-9.4 
3.4 
-11.4 
5.4 

-7.7 


-9.4 
3.0 
-12.1 
4.0 

-7.9 


lAI  EMERGING  GROWTH 
lAI  GROWTH  &  INCOME 
lAI  INTERNATIONAL 
lAI  MIDCAP  GROWTH 
lAI  REGIONAL  X 


AVG 


Small  company 

Growth/Income 

Foreign 

Growth 

Grovrth 


292.9 
106.1 
157.3 
75.4 
513.2 


33 
-17 

50 
104 
-20 


No  load 
No  load 
No  load 
No  load 
No  load 


1.25t 
1.25t 
1.74t 
1.25t 
1.23t 


0.2 
-4.8 
-0.1 
5.7 
0.7 


-1.1 
-6.3 
-1.9 
4.4 
-1.2 


0.0 
0.2 
0.0 
1.0 
0.6 


HEARTLAND  VALUE  X  Small  company  325.0  82  No  load  1.49t          1.7  0.7  0.0 

HERITAGE  CAPITAL  APPRECIATION  AVG      Growth  69.5  -10  4.00  1.55t  -2.4  -AJ  0.4 

HIGHMARK  INCOME-EQUITY  FID  ^  AVG      Equity-income  202.7  -4  No  load  1.06  -0.6  -2.7  3.6 

HOMESTEAD  VALUE  Growth/income  90.1  71  No  load  1.25  2.5  1.7  2.0 

HOTCHKIS  &  WILEY  EQUITY-INCOME  (y)  ♦      Equity-income  106.7  29  No  load  1.00  -3.5  -5.0  3.0 


0.0 
0.8 
0.0 
0.0 
0.9 


IDEX 
IDEX  3 

IDEX  II  GLOBAL  A 
IDEX  II  GROWTH  A 
IDS  BLUE  CHIP  ADVANTAGE  A 


Growth 
Growth 
World 
Growth 

Growth/income 


270.2 
143.3 
84.3 
412.4 
146.9 


-21 
-25 
223 
-21 
3 


8.50 

8.50* 

5.50 

5.50 

5.00 


1.29 

1.24 

2.14t 

1.76t 

0.91 


-7.6 
-7.4 

0.9 
-8.3 

1.2 


-8.1 
-7.8 
-0.1 
-8.5 
-1.4 


0.6 
0.8 
0.0 
0.0 
1.8 


IDS  DISCOVERY 

IDS  DIVERSIFIED  EQUITY-INCOME 
IDS  EQUITY  PLUS  X 
IDS  GLOBAL  GROWTH 
IDS  GROWTH 


AVG 


Small  company 

Equity-income 

Growth/income 

World 

Growth 


647.0 
945.9 
580,4 
640.4 
1007.0 


23 
52 
-10 
97 
2 


5.00 
5.00 
5.00 
5.00 
5.00 


0.97 
0.87 
0.72 
1.38 
0.83 


-7.8 
-3.7 
-8.0 
-7.3 
2.9 


-7.8 
-5.7 
-9.4 
-7.7 
0.5 


0.0 
2.8 
1.0 
0.7 
0.2 


iUS  INTERNATIONAL  - 

IDS  MANAGED  RETIREMENT 

IDS  MUTUAL  X 

IDS  NEW  DIMENSIONS 

IDS  PRECIOUS  METALS 


World 

Growth/income 

Balanced 

Growth 

Precious  metals 


769.8 
2248.7 
2924.8 
4458.4 
69.8 


51 

15 
1 

19 
-5 


5.00 
5.00 
5.00 
5.00 
5.00 


1.30 
0.81 
0.79 
0.90 
1.51 


-2.2 
-4.6 
-3.0 
-3.0 
-9.6 


-3.9 
-6.9 
-5.6 
-A.2 
-9.7 


0.2 
1.2 
4.9 
0.9 
0.5 


IDS  PROGRESSIVE  «  Growth  278.0 

IDS  STOCK  ■»■  Growth/income  2259.2 

IDS  STRATEGY  AGGRESSIVE  EQUITY  Maximum  growth  726.0 

IDS  STRATEGY  EQUITY  ■*  Growth/income  1192.3 

IDS  STRATEGY  WORLDWIDE  GROWTH  9-9-9-  World  316.6 


18 
93 


5.00 

5.00 

5.00* 

5,00* 

5.00* 


1.09 

0.76 

1.71t 

1.56t 

2.45t 


14 
-2.8 
-6.9 
-3.3 
-2.8 


-04 
-6.0 
-7.2 
-5.2 
-3.2 


1.8 
3.3 
0.0 
2.0 
0.0 


IDS  UTILITIES  INCOME 
INCOME  FUND  OF  AMERICA  X 
INTERNATIONAL  EQUITY 
INVESCO  DYNAMICS 
INVESCO  EMERGING  GROWTH 


AVG 


Utilities 
Income 
Foreign 

Maximum  growth 
Small  company 


585.9 
10502.7 
174.6 
313.0 
171.1 


-26 
2 

^9 
1 

-19 


5.00 
5.75 
No  load 
No  load 
No  load 


0.82 

0.63t 

1.03 

1.17t 

1.37t 


-8.5 
-2.5 
-0.3 
-1.9 
-3.7 


-10.2 
-4.5 
-3.5 
-7.0 
-9.5 


INVESCO  STRATEGIC  FINCL.  SERVICES 
INVESCO  STRATEGIC  GOLD 
INVESCO  STRATEGIC  HEALTH  SCIENCE 
INVESCO  STRATEGIC  LEISURE 
INVESCO  STRATEGIC  TECHNOLOGY 


AVG 


Financial 
Precious  metals 
Health  care 
Specialty 
Technology 


239.7 
208.7 
473.7 
271.8 
312.2 


-28 
-26 
-16 
-12 
25 


No  load 
No  load 
No  load 
No  load 
No  load 


1.03 
0.97 
1.16 
1.14 
1.13 


-5.9 
-27.9 

0.9 
-5.0 

5.3 


-6.6 
-27.9 

0.9 
-6.1 

4.3 


3.6 
6.3 
0.0 
0.0 
0.0 


INVESCO  EUROPEAN                                              Europe  2724  12  No  load  1.28  -3.0  -3.4  1.3 

INVESCO  GROWTH  AVG      Growth  457.9  -8  No  load  1.03t  -8.8  -11.5  0.7 

INVESCO  INDUSTRIAL  INCOME                                Equity-income  3768.1  1  No  load  0.92t  -3.9  -6.3  3.7 

INVESCO  INTERNATIONAL  GROWTH                         Foreign  119.2  30  No  load  1.43  0.6  -1.1  0.5 

INVESCO  PACIFIC  BASIN                                         Pacific  272.1  9  No  load  1.26  4.7  1.3  0.3 


24 
0.0 
0.0 
0.0 
0.0 


INVESCO  STRATEGIC  UTILITIES 
INVESTMENT  COMPANY  OF  AMERICA  X 
IVY  GROWTH  A 
IVY  INTERNATIONAL  A 

JANUS 


AVG 
AVG 


Utilities 

Growth/income 

Growth 

Foreign 

Growth 


126.4 
19279.6 
229.9 
228.5 
9400.6 


-28 

1 

-11 
53 
2 


No  load 
5.75 
5.75 
5.75 

No  load 


1.06 

0.59t 

1.37t 

1.64t 

0.92 


-9.9 
0.2 

-3.1 
3.9 

-1.1 


-10.9 
-1.6 
-4.6 
2.6 

-1.7 


34 
2.6 
0.8 
0.9 
0.0 


117, 


JANUS  BALANCED 
JANUS  ENTERPRISE 
JANUS  GROWTH  &  INCOME 
JANUS  MERCURY 
JANUS  TWENTY 


AVG 


Balanced 
Growth 

Growth/income 

Growth 

Growth 


934 
354.1 
456.5 
690.1 
2504.3 


21 
37 
-11 
444 
-29 


No  load 
No  load 
No  load 
No  load 
No  loadt 


141 
1.24 
1.21 
1.48 
1.04 


-0.8 
8.9 

-4.9 
15.9 
-6.7 


-2.0 
7.7 
-5.1 
15.2 
-6.8 


4.0 
2.2 
0.7 
1.2 
0.3 


JANUS  VENTURE 
JANUS  WORLDWIDE 
,!APAN 
KAUFMANN 

HEMPER  BLUE  CHIP  A  . 


Small  company 

World 

Pacific 

Maximum  growth 
Growth/income 


1496.1 
1 542.6 

600.8 
1590.6 

142.6 


-16 
65 
30 
65 

-25 


No  loadt 
No  load 
No  load 
0.20* 
5.75 


0.96 

1.19 

1.12 

2.48t 

1.38 


5.5 
3.6 

10.0 
9.0 

-5.2 


3.8 
1.8 
7.7 
9.0 
-5.7 


0.1 
2.1 
0.0 
0.0 
1.7 


Includes  redemption  fee.  "  Inrludes  deterred  sales  charge,  t  12(b)-l  plan  m  effect,  }  Not  currently  accepting  new  accounts, 
lyi  Formerly  Olympic  Equity-lnccr 


Holding  IS  less  than  0,5%  of  assets. 


126  BUSINESS  WEEK  /  FEBRUARY  6,  1995 


Equity  Funds 


NUAL  TOTAL  RETURNS  (%) 

TREND 

PORTFOLIO  DATA 

RISK 

TELEPHONE 

5  YEARS 

10 

YEARS 

BW  lO^YEAR 

lUKNOvtK 

%CASH 

P-E 

STYLE 

UNTAXED 

LAnbLol  nULUIliu 

lOLL-rKtt 

IN -STATE 

PRETAX  AFTERTAX 

PRETAX 

AFTERTAX 

ntirtLI  010 

RATIO 

Unll«0  \  'o I 

VvlVirnM  1   \  /ci  nOOL  1  O) 

(800) 

10.4 

7.5 

12.4 

9.7 

■LW 

Average 

12 

26 

MG 

22 

MotorolaO) 

High 

225-5291 

5.4 

3.8 

1  ]  I  1 
Mill 

Average 

9 

18 

MB 

-A 

Norwest(3) 

Average 

225-5291 

ated 

Average 

5 

16 

LB 

-6 

Exxon(2) 

225-5291 

8.7 

6.8 

1 2.8 

1 0.0 

Average 

o 

1 7 

LB 

0 

General  Electric(3) 

Very  low 

21 .8 

21 .4 

Low 

8 

33 

1  Q 

Viking  Office  Products(4) 

Very  high 

225-5291 

ated 

if!!] 
II  M  1 

15 

21 

MG 

-8 

Motorola(3) 

225-5291 

14.1 

1 1.9 

Average 

3 

24 

LG 

16 

United  Healthcare(4) 

High 

422-1050 

OH 

419-247-2477 

6.6 

4.4 

1  i  LJ  1 

High 

4 

23 

MB 

6 

Pittston  Services  Group(2) 

Very  high 

422-1050 

OH 

419-247-2477 

10.9 

10.0 

1  1  1  ™ 

Low 

/ 

LV 

17 

Anglo  American  of  SA  (ADR)(2) 

Average 

/100  1  ni^n 
4zz- 1 UOU 

OH 

419-247-2477 

ated 

1  1  1  i  1 
1  1  1  1  1 

Low 

4 

18 

1  f; 

LU 

7 

—  / 

Kimberly-Clark  Oe  Mexico  A(5) 

422-1050 

OH 

dlQ  OAI  04-7-7 

16.4 

14.7 

16.1 

14.0 

Average 

6 

15 

SV 

4 

CMAC  InvestmentO) 

Average 

432-7856 

Wl 

414-347-7777 

8.8 

6.1 

Average 

19 

20 

MB 

16 

FHLMC(5) 

Average 

421-4184 

FL 

813-573-8143 

7.5 

5.2 

1    1    t    1  1 

|_1_«BB 

Low 

4 

18 

LV 

-2 

Dow  Chemical{4) 

Low 

433-6884 

1  1  !  U 
1  M  ■ 

Very  low 

1 5 

1 8 

LV 

7 

Kmart(2) 

ZOO- JUsiU 

7,0 

5.3 

1 — 

Low 

5 

14 

LV 

1 

roro  moior^u^ 

Average 

346-7301 

CA 

01*1  coo  -700*5 
Z  1 0-DZ3-  /o33 

1  1  1  ■ 
1MB 

Average 

13 

35 

MG 

10 

American  Power  Conversion(3) 

945-3863 

MN 

612-376-2600 

5.2 

2.5 

1 1.3 

8.0 

1  1 

Very  high 

3 

20 

MB 

1 

Philip  Morris(3) 

Average 

945-3863 

MN 

612-376-2600 

5.9 

4.6 

[sa 

Average 

2 

26 

LV 

5 

Kamigumi(3) 

High 

945-3863 

MN 

612-376-2600 

ated 

Average 

4 

MG 

9 

Minerals  Technologies(3) 

MN 

612-376-2600 

8.9 

6.7 

15.8 

12.2 

High 

8 

22 

MB 

moioroiaiz) 

Average 

945-3863 

MN 

CIO  0-7C  ocnn 
0  1  z-o  /b-ZoUU 

9.1 

7.0 

High 

9 

18 

LB 

1 1 

Lowe's(5) 

High 

851-9777 

FL 

813-585-6565 

9.2 

6.6 

High 

4 

18 

LB 

15 

Lowe's(6) 

High 

851-9777 

FL 

813-585-6565 

ated 

LJHLJ 

High 

6 

22 

LB 

2 

Telefonos  De  Chile  (ADR)(3) 

851-9777 

FL 

813-585-6565 

8.7 

6.6 

Average 

/ 

1  Q 

LG 

8 

Lowe's(6) 

High 

851 -9777 

FL 

813-585-6565 

M  1  u 

1 — I — i — JH 

High 

4 

19 

1  R 

1 
1 

Koyai  uuicn  reiroieuin^D; 

328-8300 

MN 

CIO  c-7 1  0-700 

D  1  Z-D  /  1  -  J  /  JO 

10.9 

9.7 

1 1.9 

10.1 

Average 

6 

27 

MG 

15 

HB0(2) 

High 

328-8300 

MN 

612-671-3733 

!   :   1  ■ 

Average 

19 

19 

MV 

-4 

Dow  Chemical(2) 

328-8300 

MN 

612-671-3733 

8.3 

6.1 

13.4 

10.4 

■    LJ  , 

■mLJ 

M  LJ 
!  1  M 

Average 

3 

19 

MB 

16 

Nucor(3) 

Average 

328-8300 

MN 

612-671-3733 

Low 

1  o 

£.  1 

MB 

-2 

Castorama  Dubois(2) 

ozo-ooUU 

MN 

612-671-3733 

12.9 

7.5 

15.8 

11.5 

Average 

3 

26 

MG 

UOCd-UOmloJ 

Mign 

328-8300 

MN 

CIO  CO  1  oooo 
0  1  Z-D  /  1  -  J  /  33 

5.0 

3.6 

14.4 

12.4 

■  1  LJ 

■  1  ■ 

Average 

9 

34 

LV 

2 

Telefonica  De  Espana  (ADR)(2) 

High 

328-8300 

MN 

612-671-3733 

11.9 

9.1 

1     1  1 

Average 

5 

20 

LB 

5 

Dow  Chemical(3) 

Average 

328-8300 

MN 

612-671-3733 

8.0 

5.0 

12.1 

8.1 

Average 

13 

16 

MV 

-3 

Arco  Chemicald ) 

Low 

328-8300 

MN 

612-671-3733 

1 3.1 

1 1 .0 

n  I 
1  /  .o 

1/11 

1  4.  1 

Ihh 

Average 

1  o 

22 

LG 

1 1 

Motorola(3) 

Average 

328-8300 

MN 

612-671-3733 

1 .8 

1 .5 

!  ■ 

Average 

6 

39 

MP 

on 

American  Barrick  Resources(8) 

Very  high 

328-8300 

MN 

CIO  CO  1  0000 
b  1  z-b  /  1  -3/33 

7.0 

5.4 

10.7 

7.6 

Average 

13 

18 

SV 

1 

Mercantile  Bancorp(3) 

Average 

328-8300 

MN 

612-671-3733 

9.5 

6.0 

13.6 

9.7 

Average 

17 

19 

LB 

1 

Minnesota  Mining  &  Mfg(l) 

Low 

328-8300 

MN 

612-671-3733 

8.4 

6.7 

13.9 

12.7 

Average 

13 

27 

MG 

13 

lntel(3) 

High 

328-8300 

MN 

612-671-3733 

8.9 

6.6 

1  n  A 

Average 

1  Q 
1  O 

1 5 

LV 

-1 

Johnson  &  Johnson(l) 

Low 

328-8300 

MN 

612-671-3733 

2.4 

2.3 

1  1  1  Li 

Average 

12 

30 

1  R 
LD 

z 

Lemex  ui  d  ^mukaZJ 

High 

328-8300 

MN 

CIO  Co  1  0000 
b  1  z-b/  1-3/33 

7.5 

5.1 

M    U  1 

High 

7 

18 

LV 

-A 

AT  &  T(4) 

Low 

328-8300 

MN 

612-671-3733 

8.4 

5.9 

12.1 

8.8 

'  1 

Low 

5 

17 

LV 

-2 

Eli  Lillyd) 

Very  low 

421-4120 

CA 

415-421-9360 

5.3 

3.8 

u  ■ 

■ 

Average 

5 

32 

LG 

17 

Orix(l) 

High 

344-8332 

NY 

212-841-3841 

1 5.6 

1 3.0 

1  *+.  1 

1 1 

High 

1 6 

25 

MG 

5 

Office  Depot(2) 

High 

525-8085 

CO 

303-930-6300 

M  1  ■ 

Very  high 

35 

21 

CP 

Q 

— y 

Insignia  Financial  Grp  CI  A(2) 

525-8085 

CO 

ono  Qon  conn 
3U3-93U-b300 

3.9 

3.3 

1  I  i  H 

Average 

1 

21 

LV 

-1 

Fiat(2) 

High 

525-8085 

CO 

303-930-6300 

9.2 

6.7 

1 1.6 

8.6 

LJ    LJ  1 

Average 

15 

17 

LB 

5 

Telefonos  De  Mexico  L  (ADR)(3) 

Average 

525-8085 

CO 

303-930-6300 

1 2.2 

9.3 

15.5 

1 1 .6 

Average 

3 

17 

LV 

-1 

El  Paso  Natural  Gas(2) 

Low 

525-8085 

CO 

303-930-6300 

0.6 

0.1 

Average 

2 

30 

LB 

-1 

Fiatd ) 

High 

525-8085 

CO 

303-930-6300 

1 .3 

15.0 

13.2 

Low 

2 

36 

1  R 
LD 

3 

Asani  o3nK(z> 

Very  high 

525-8085 

CO 

ono  Qon  conn 
3U3-93U-b3U0 

18.0 

15.7 

Very  high 

25 

9 

MV 

-6 

Citlcorp(6) 

High 

525-8085 

CO 

303-930-6300 

^.0 

-A.O 

1 .9 

1 .6 

High 

7 

31 

SG 

-20 

Industries  Penoles  CI  A2(5) 

Very  high 

525-8085 

CO 

303-930-6300 

14.4 

1 3.6 

20.8 

19.6 

Average 

8 

27 

SG 

7 

United  Healthcare(4) 

High 

525-8085 

CO 

303-930-6300 

1 6.7 

1 4.4 

1  Q  Q 

1  T  0 

High 

1 1 

26 

MG 

5 

La  Quinta  lnns(2) 

Average 

525-8085 

CO 

303-930-6300 

22.5 

20.2 

18.9 

17.5 

Very  high 

9 

24 

luir 

IVIu 

1  o 

General  lnstrument(3) 

High 

525-8085 

CO 

303-930-6300 

6.8 

4.5 

Very  high 

6 

15 

MV 

-12 

Southern  New  England  Telecom(3) 

Low 

525-8085 

CO 

303-930-6300 

8.8 

7.1 

14.4 

1 1.6 

Low 

9 

18 

LB 

16 

FNMA(2) 

Low 

421-4120 

CA 

213-486-9200 

4.8 

1 1 .8 

8.5 

Average 

2 

20 

MB 

1 

Fluor(3) 

Average 

456-5111 

FL 

407-393-8900 

Q  A 

8.5 

Low 

9 

23 

LV 

21 

Swire  Pacific  CI  A(3) 

High 

456-51 1 1 

FL 

407-393-8900 

10.7 

9.3 

15.1 

12.1 

High 

42 

20 

1  r 
Lu 

D 

General  Motors(3) 

Low 

525-8983 

ated 

M  •(  M 
M  M  1 

Very  high 

35 

19 

LB 

0 

Mannesman  (ADR)(4) 

525-8983 

ated 

]  1  M  I 
(MM 

M  M  1 
M  I  LJ 

Very  high 

17 

28 

SG 

12 

ExidedO) 

525-8983 

High 

4 

21 

LG 

5 

Lowe's(4) 

525-8983 

ated 

1  M  M 

V6ry  high 

46 

21 

MG 

6 

Analog  Devices(6) 

COC  QQQO 
0ZU-030O 

10.9 

10.4 

High 

13 

22 

LG 

9 

Merrill  Lynch(5) 

Hiah 

525-8983 

12.7 

10.9 

High 

13 

23 

SG 

15 

Wisconsin  Central  Transport(4) 

Low 

525-8983 

i  i  i  ■ 

High 

16 

28 

LG 

5 

Mannesmann  (Germany)(7) 

525-8983 

-0.5 

-2.1 

15.6 

11.2 

■~H 

Average 

2 

50 

MB 

4 

Nichiei(5) 

Very  high 

535-2726 

MA 

617-439-4640 

19.3 

19.0 

Average 

3 

25 

SG 

22 

Microchip(3) 

High 

237-0132 

NY 

212-922-0123 

7.5 

6.3 

Very  high 

3 

23 

LG 

1 

General  Electric(3) 

Average 

621-1048 

1L 

312-781-1121 

DATA:  MORNINGSTAR  INC.,  CHICAGO,  IL. 
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MUTUAL  FUND  SCOREBOARD 


FUND  RATING 

OBJECTIVE 

SIZE 

FEES 

1994  RETURNS  (%) 

]^ 

ASSESTS 

%  CHG 

SALES 

EXPENSE 

PRE- 

AFTER- 

RANI' 

(9 

SMIL 

1993-4 

CHARGE  (%) 

RATIO  (%) 

TAX 

TAX 

YIELD 

OBJ 

UiOWin 

1  u  J  1  -D 

O 

— O 

3.  /□ 

1 .09 

R  Q 

— O.a 

0.0 

191 

!l 

w  tin  ft  It  in  t  tnnHi  ivriHL  m  .zi^ 

Foreign 

353.6 

8 

5.75 

1.40 

—^.yj 

-5.7 

0.0 

11 

ntiTiftn  nt  1  intmtn  i  i  ^-■n:^ 

Balanced 

99.4 

-18 

s.oot 

0.91 

— D.O 

Q  1 

-y.  1 

3.9 

KEMPER  RETIREMENT  II  A 

Balanced 

163.8 

-19 

s.oot 

0.90 

-6.8 

-9.5 

4.8 

c 

KEMPER  RETIREMENT  III 

Balanced 

116.9 

-19 

5.00^ 

0.95 

-7.3 

-9.4 

4.5 

c 

ntiTirtn  nt  i  intintn  i  iv 

Balanced 

141  5 

-18 

□.uu 

n  Q7 

ft  0 

— a.o 

A 

UPMPPD  CMAI  1    f*AP  millTV  A 

AVG 

Small  company 

476.8 

-2 

5.75 

1.37 

—J.J 

A  Q 

0.0 

E 

UPMPPP  TPf^UMm  A 
ntini'tn  1  twnni.f  LVu  ■  H 

Technology 

662.0 

6 

5.75 

0.83 

110 
1  1  .z 

~l  1 
/.  1 

0.0 

» 

KEMPER  TOTAL  RETURN  A  X 

AVG 

Balanced 

1640.4 

12 

5.75 

1.05 

-9.2 

-9.9 

2.6 

I 

KEYSTONE  AMER.  GLOBAL  OPPORT.  B 

World 

135.9 

256 

3.00** 

2.23t 

1.9 

1.9 

0.0 

* 

UPVCT/\IJP  AMPD    UADTUUPI  1    PM            A  f 

^  ^ 

Small  company 

1214 

—J  1 

D./D 

1 .94t 

—  1  .u 

0.0 

UPVCTrkUP  AMPD    /MUPf^A  A 
l\tT9lUnt  MITItlt.  l^nitUiA  H 

AVG 

Maximum  growth 

98.9 

15 

5.75 

1.46t 

—0.  / 

— O.  / 

0.0 

upVQTnup  pii^TnniAM  u-i  <[ 
ntisiunt         1  ui^iMn  n  i 

AVG 

Balanced 

1294.8 

-14 

4.00*' 

1.71t 

— t.  / 

— O.  1 

4.0 

KEYSTONE  CUSTODIAN  K-2 

AVG 

Growth 

414.5 

8 

4.00** 

1.80t 

-3.0 

-6.1 

0.0 

15E 

KEYSTONE  CUSTODIAN  S-1 

Growth/income 

188.9 

-16 

4.00" 

2.07t 

-5.9 

-7.8 

1.8 

12E 

! 

upvcTnup  f^iiCTnniAM 

ntT9lUnt  (^UdlWUIArl  9^ 

Ul  UWlll 

231  1 

-17 

1  IRr 
t  .OD  1 

— *T.  / 

7  0 

n  7 
u.  / 

1 

UPVCTniklP  /^IIGTOmAM  C-^ 

nt  19  1  unit  i^U9  1  Uwinn  a  4 

Maximum  growth 

1171.0 

14 

4.00** 

1.73t 

— *.u 

0.0 

1 

upVQTnMP  PitMn  np  tup  ampripa^  r 
nt  19  1  unt  r  uni/  \jt  i  nt  MintniwMd  d 

World 

141.9 

644 

3.00** 

2.60t 

— 3.0 

-10  0 

2.3 

« 

KEYSTONE  INTERNATIONAL 

Foreign 

142.9 

17 

4.00** 

2.39t 

-6.2 

-9.1 

0.9 

A 

f 

KEYSTONE  PRECIOUS  METALS  HLDG.  X 

Precious  metals 

199.5 

7 

4.00** 

2.25t 

-13.3 

-13.5 

0.5 

1 

f 

uinnpR  pPARonv  tit  arae  paiiitv  a 

World 

1 69  6 

_^ 

5  75 

1  R7t 
1  .u  /  1 

— z.o 

A  C 
—H.J 

n  n 
u.u 

i 

1  AUnUADU  DAI  AMf^Pn 

Balanced 

227.4 

-14 

4.75 

1.02t 

O  1 

—o.U 

2.9 

2 

i 

LAnLlnnHnn  t^UI  1  ■ 

Growth 

184.0 

-8 

4.75 

1.05t 

—U.H 

—  1.6 

1.2 

102 

1 

LEGG  MASON  SPECIAL  INVESTMENT 

* 

Small  company 

605.7 

19 

No  load 

1.93t 

-13.1 

-13.4 

0.0 

8 

LEGG  MASON  TOTAL  RETURN 

♦ 

Growth/income 

193.3 

10 

No  load 

1.93t 

-7.1 

-9.0 

2.3 

130 

1  Pf^A  MACAM  \/AI  IIP  i. 
LtwiU  ITIAavn  VAI-Ut  Jk. 

browin 

/  .J 

C 

o 

No  load 

1  A 

1  0 

n  Q 
U.o 

60 

1  PYlMHTmU  f^nRPORATP  1  PAnPRC 

AVG 

Growth/income 

154.6 

8 

No  load 

0.62 

—0  8 

— a.o 

3.7 

80 

ii 

1  pviM/^TrkiJ  fi  rkDAi 

LtAinO  1  Un  uUUDAI. 

World 

72.8 

-16 

No  load 

1.60 

1  s 

— O.D 

0.0 

1 

LEXINGTON  GOLDFUND 

Precious  metals 

151.2 

14 

No  load 

1.60t 

-7.3 

-7.4 

0.4 

LEXINGTON  GROWTH  &  INCOME  _ 

Growth/income 

125.0 

-6 

No  load 

1.30t 

-3.1 

-5.4 

1.1 

103 

IPVIM/^X/\IJ  CTDATP/^I/^  iMUPCTMPIUTC 

ttAinviivn  9inAitviii#  in vt9 1  (ntri  1 9 

4^  ^  ^ 

Precious  metals 

30. U 

5.75 

1 .76t 

1  1  .o 

mo 

1 .2 

11 

1  pviij/^x/\iu  u//\Di  nuump  pmpd/^iki/^ 
tt Ainu  1  vn  wunLi^wiut  tnntnuinu 

Foreign 

332.2 

195 

No  load 

1.71 

1  Q  P 

—  1  O.O 

1  ^  Q 

0.0 

6 

» 

1  IRPRTV  PrkltlTV-IMPOMP  A 

tiDtni  I  ti^uii  T  initf^/mt  A 

Equity-income 

100.0 

67 

5.50 

1.03t 

T  ft 

— 3.U 

4.1 

2 

LIBERTY  FINANCIAL  UTILITIES 

Utilities 

248.3 

-17 

4.50 

1.09t 

-6.9 

-8.5 

5.3 

J 

LIBERTY  UTILITY  A 

Utilities 

737.8 

-19 

5.50 

1.10 

-8.0 

-10.7 

5.2 

1 

3 

Linii/ntn  & 

Growth 

1 503.0 

2 

2.00* 

0.65 

— U.  / 

1 .5 

1 08 

s 

1  iKinMPR  niuinPMn  t 
tinuntn  uiviutnu  ^ 

Income 

1605.2 

17 

2.00* 

0.64 

— O.J 

— D.  1 

7.7 

i 

I  AMAI  PAP  PARTKIPRC 

L-vnuttAr  fAK  1  ntn9  \Zt 

Growth 

753.5 

90 

No  load 

1.21 

Q  n 

D.o 

0.9 

10 

) 

LONGLEAF  PARTNERS  SMALL-CAP  (aa) 

Small  company 

99.6 

17 

No  load 

1.38 

3.7 

2.3 

0.0 

3 

! 

LOOMIS  SAYLES  INTL.  EQUITY 

Foreign 

71.6 

27 

No  load 

1.50 

-1.8 

-4.1 

1.1 

1 

1  /imUiC  CAVI  PC  CMAI  1  AD 
L.U\/ITII9  9ATtt9  9lT1ALt  IfAf 

Small  company 

74. 1 

9 

no  loao 

1 .29 

—ft  1 

— O.J 

—O.D 

0.0 

8 

1  f\Dr\  ADDPXT  nPUPI  i\Dlhif*  /^DnUUTU 
LUnL/  ADDt  1  1  LItVttur'inui  lanUW  1  n 

Small  company 

130.3 

-2 

5.75 

1.34t 

•J  Q 

0.0 

1 

1  rkDn  ADDPTT  r*  1  /\dai  pmiiTV 

LvlKLf  AUDt  1  1   iaLUDAL.  tl^UI  1  T 

World 

84.2 

30 

5.75 

1.68t 

n  1 

— U.  1 

0.8 

1 

i 

LORD  ABBETT  VALUE  APPRECIATION 

AVG 

Growth 

186.4 

-4 

5.75 

1.22t 

-3.2 

-5.5 

1.3 

161 

1 

MAINSTAY  CAPITAL  APPRECIATION  B 

*  * 

Growth 

501.1 

46 

5.00** 

1.80t 

-1.5 

-1.7 

0.0 

129 

J 

MAIMCTAV  TATAI    DPTIIDkl  D 

ivlAindlAT  lUIAl.  nt  1  Unn  0 

Balanced 

648.6 

1 7 

5.00** 

1 .70t 

O  A 

'3  1 
— 1 

2.4 

3 

S 

MAIMCTAV  \/AI  IIP  R 
■TlHin9IAl    VAtUt  D 

Growth/income 

472.0 

52 

5.00** 

1.90t 

— u.z 

1  R 
—  1 .0 

0.6 

69 

! 

MAMAf^PR^  PAPITAI  APPRPPIATiDM 
mAnHutn9  ^ArllAL  Arr nti^lA  1  lun 

Growth 

87.6 

28 

No  load 

1.27 

—  1  .J 

—J.J 

0.5 

128 

MANAGERS  INTERNATIONAL  EQUITY 

Foreign 

88.4 

61 

No  load 

1.45 

2.0 

1.8 

0.2 

1 

5 

3 

MANAGERS  SPECIAL  EQUITY 

AVG 

Small  company 

1 12.0 

19 

No  load 

1.62 

-2.0 

-3.0 

0.0 

l 

MAMMIIU/*'  fi.  MADIPD  CMAI  1        A  D 

iviAnninu  <k  nAritn  9itiall.  x^fKr 

Small  company 

1 00.7 

NM 

No  load 

1.13 

Q  Q 

2.8 

a 

MADIKIPD  TnXAl    DPTIIDkl  PAIIITV 

nriAnintn  II^IAI.  ntiunn  tvUI  1  T 

AVG 

Growth/income 

71.3 

-8 

5.00 

0.71 1 

o  n 
— o.U 

— 

2.4 

101 

I 

MADUPTIA/AT^U  PAIIIXV  (hh\ 

nriAnnt  i  vva  i    n  t^ui  it  idd; 

Growth/income 

103.2 

-4 

4.50 

1.34t 

-  I  .D 

1.8 

82 

1 

MARQUIS  GROWTH  &  INCOME  A 

Balanced 

67.9 

NM 

3.50 

0.85 

-1.8 

-2.9 

3.6 

2 

K 

MARSHALL  STOCK 

Growth/income 

220.6 

-19 

No  load 

0.99 

-5.8 

-6.0 

0.7 

127 

i 

MADCUAI  1    UAI  lie  millTV 
mAndnALL  VALUt  tljUl  1  Y 

Growth/income 

211.1 

NM 

No  load 

1  nn 
1  .UU 

2. 1 

1 .3 

1  c 
1 .3 

1 

M  ACC  A/^UIICPXTC  IMUPCTtf^DC  A 
1?: A99 A^nU9t  1  l9  inVt9  1  Un9  A 

AVG 

Growth/income 

1535.2 

-6 

5.75 

0.69t 

1  n 

—4.0 

2.2 

81 

! 

MASSACHUSETTS  INV.  GROWTH  A 

Growth 

965.9 

-15 

5.75 

0.7  It 

-6.7 

-9.4 

0.0 

196 

] 

MATHERS  X 

AVG 

Growth 

293.3 

-33 

No  load 

0.89 

-5.9 

-7.2 

5.0 

190 

3 

MENTOR  GROWTH 

AVG 

Growth 

189.5 

9 

5.00'* 

1.97t 

-4.5 

-6.5 

0.0 

183 

MENTOR  STRATEGY 

Asset  allocation 

176.4 

70 

5.00** 

2.04t 

-3.4 

—3.4 

0.0 

1 

MERGER 

*** 

Growth 

171.2 

528 

No  load 

1.76t 

7.1 

5.6 

0.0 

15 

1 

MERIDIAN  X 

Small  company 

256.6 

60 

No  load 

1.22 

0.6 

—0.4 

0.7 

2 

) 

MERRILL  LYNCH  BALANCED  INV.  &  RET.  B  AVG 

Balanced 

324.2 

-60 

4.00** 

1.81t 

-7.4 

-10.0 

1.5 

5 

1 

MERRILL  LYNCH  BASSC  VALUE  B 

AVG 

Growth/income 

1797.2 

16 

4.00** 

1.55t 

0.9 

-0.7 

2.0 

46 

5 

MSftRlLL  LYNCH  CAP!  AL  B 

-* 

Growth/income 

loci  c 

Q 
9 

A  nn*  * 

1  .ODT 

-0.1 

-2.5 

•i.c 

67 

1 

MEI$?!tLL  LYKCH  DRA&UN  B 

Pacific 

950.7 

40 

4.00** 

2.35t 

-17.0 

-17.7 

0.8 

1 

I 

l»ERR!LL  LYFijCH  EUROFUND  B 

Europe 

991.0 

26 

4.00** 

1.93t 

3.2 

0.0 

0.0 

! 

MERRILL  L\  m'H  FD  FOR  TOMORROW  B  .1 

Growth 

139.4 

-65 

4.00** 

1.94t 

-8.5 

-10.2 

1.7 

222 

i 

MERRILL  LYNCH  Sl.OBAL  ALLOC.  B 

*  *  * 

Asset  allocation 

6266.1 

38 

4.00** 

1.86t 

-2.9 

^.3 

2.5 

2 

I 

Includes  redemption  tee.  *'  Includes  deferred  sales  charge,  t  12(b)-l  plan  in  effect,  t  Not  currently  accepting  new  accounts,  §  Holding  is  less  than  0.5%  of  assets, 
(z)  Formerly  Southeastern  Asset  t-'grnt  Value,  (aa)  Formerly  Southeastern  Asset  Mgmt  Small-Cap.  (bb)  Formerly  CFB  MarketWatch  Equity. 
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Equity  Funds 


NUAL  TOTAL  RETURNS  (%)  TREND      PORTFOLIO  DATA   RISK  TELEPHONE  

5  YEARS  10  YEARS     BW  10-YEAR    TURNOVER    %CASH  P-E    STYLE  UNTAXED     LARGEST  HOLDING   TOLL-FREE  IN-STATE " 

PRETAX  AFTERTAX    PRETAX  AFTERTAX    ANALYSIS  RATIO  GAINS  (%)    COMPANY  (%  ASSETS)  (800) 


10.3 

9.0 

13.7 

10.7 

High 

2 

23 

LG 

6 

Nucor(2) 

High 

621  -1 048 

312-781-1 121 

4.6 

2.9 

15.3 

1 2.6 

■iLy 

1  M  U 

High 

D 
O 

uO 

1  R 
LD 

CTCT/9\ 

nign 

C91  1  fiAft 

DZ  1  -  1  U*tO 

•319  70 1,1101 

Average 

3 

24 

MG 

2 

Nucord) 

621-1048 

312-781-1121 

M  1  U 

Average 

2 

24 

MG 

0 

Nucor(l) 

621-1048 

IL 

312-781-1121 

3ted 

1  t  i  U 

Average 

3 

24 

MG 

-2 

Nucord) 

621-1048 

312-781-1121 

ited 

Mill 

Average 

4 

22 

MG 

-14 

Promusd) 

621-1 048 

312-781-1 121 

1 2.6 

1  U.o 

1 1  7 
1  J.  / 

1  n  7 
1 U.  / 

1  1 

Average 

1  T 

^0 

ou 

9"^ 
Zu 

Viking  Office  Products(4) 

nign 

C91  _  1  r\Aft 

919  701  1191 

OIZ-/OI-I  IZI 

12.2 

8.8 

13.4 

9.7 

High 

10 

25 

MG 

23 

Compaq  Computer(4) 

High 

621-1048 

IL 

312-781-1121 

8.7 

6.6 

11.3 

8.9 

Very  high 

8 

20 

MB 

0 

Promus(2) 

Low 

621-1048 

IL 

312-781-1121 

3ted 

1 1 1 1 1 

6 

26 

SG 

4 

Goldman  Sachs  Group(6) 

343-2898 

MA 

617-338-3400 

13.1 

12.0 

17.0 

15.0 

High 

4 

39 

SG 

27 

General  Datacomm  IndustriesdO) 

Very  high 

343-2898 

MA 

617-338-3400 

ion 

O.U 

m  7 
1  u.  / 

mgn 

1 9 

23 

MG 

CIUlp/9\ 

Hiah 
nign 

OHO  Z  030 

MA 

c  1  7  990  94nn 
D  1  /-OOO-OHUU 

5.8 

3.9 

10.4 

7.5 

LUJJ 

High 

3 

18 

LB 

6 

General  Electric(3) 

Low 

343-2898 

MA 

617-338-3400 

9.4 

6.5 

13.0 

9.9 

Average 

1 

24 

MG 

11 

EMC(4) 

Average 

343-2898 

MA 

617-338-3400 

4.9 

2.5 

10.3 

7.8 

M  U  i 

Average 

5 

20 

LB 

7 

General  Electric(4) 

Average 

343-2898 

MA 

617-338-3400 

7.2 

4.7 

1 1.2 

8.2 

1  1  1  1  1 

Average 

1 1 

21 

MG 

12 

lntel(2) 

High 

343-2898 

MA 

617-338-3400 

1  ^  Q 

1  ^  Q 

1  ^.  1 

yiH 

Average 

c 
O 

9R 

Ivtb 

97 

Vfiry  high 

940  9QQQ 

oto-zouo 

MA 

CI  7  990  94nn 

Dl  /-000"0*tUU 

3ted 

1  1  1  i  1 

4 

27 

MG 

-12 

TelebrasO) 

343-2898 

1.7 

0.5 

11.6 

9.6 

LLU 

Average 

8 

32 

LB 

2 

HSBC  Holdings  New(8) 

High 

343-2898 

MA 

617-338-3400 

3.8 

3.5 

8.6 

7.7 

M±m 

Average 

3 

32 

SG 

5 

Franco-Nevada  Mining(6) 

Very  high 

343-2898 

MA 

617-338-3400 

!   1   i  ■ 

Average 

3 

24 

LB 

9 

Astra  CI  B  Free(3) 

854-2505 

NY 

212-656-1737 

1  1  U  1 

nign 

9 

9n 
zu 

1  R 

9 

— U 

uciierai  ticcirtcvzj 

Low 

MA 

919  RRQ  7117 

z  1  z-ooy-  /II/ 

1  1  1  U 

Low 

21 

20 

LB 

3 

Home  Depot(3) 

MA 

212-559-71 17 

11.8 

10.3 

UJH 

Very  low 

8 

22 

SB 

8 

Caesars  World(4) 

Average 

822-5544 

MD 

410-539-0000 

7.2 

5.9 

LLLU 

Average 

8 

13 

MV 

-3 

Grupo  Finan  Serfin  (ADR)(4) 

Average 

822-5544 

MD 

410-539-0000 

7.1 

6.6 

1 1.1 

9.6 

Very  low 

3 

13 

LV 

32 

FNMA(6) 

Average 

822-5544 

MD 

410-539-0000 

1  n  n 

1  o 

LV 

IVIODIIvyj 

Low 

C9C  nn'=i7 

Ml 

9ni  ftd^  79nn 

ZU  1  -0**  J-  /  ouu 

4.5 

2.5 

LLU 
■  •  ■ 

High 

5 

30 

MB 

-3 

Telefonos  De  Mexico  L  (ADR)(2) 

High 

526-0057 

NJ 

201-845-7300 

0.5 

0.3 

8.9 

8.5 

Low 

3 

34 

MG 

0 

Newcrest  Mining(5) 

Very  high 

526-0057 

NJ 

201-845-7300 

6.7 

4.1 

10.7 

7.2 

U  I  u 

Average 

9 

21 

MB 

-1 

lngersoll-Rand(2) 

Average 

526-0057 

NJ 

201-845-7300 

-5.5 

-5.9 

-2.5 

-4.0 

\\\m 

Low 

5 

14 

-80 

Western  Areas  Geld  Mine  A0R(12) 

Very  high 

526-0057 

NJ 

201-845-7300 

7  n 

1  9  Q 

1  n  1 

1  U.  1 

Average 

1  u 

9R 

IVIU 

c 
— D 

ouctcudQ  Mnoninid  ihukk^J 

nign 

R9C  nnR7 

M 1 

9ni  Q/iR  79nn 
ZU  1  -O'lo-  /ouu 

9.5 

7.3 

1  M  U 

Average 

4 

17 

LV 

-6 

Sprint(2) 

Low 

245-5051 

PA 

412-288-1900 

Average 

8 

15 

LV 

-7 

Powergen  (ADR)(3) 

872-5426 

MA 

617-722-6000 

8.2 

5.8 

LLMJ 

Low 

5 

16 

MV 

-6 

Sonat(3) 

Very  low 

245-5051 

PA 

412-288-1900 

8.0 

6.0 

12.3 

8.8 

ULU 

Average 

7 

22 

SB 

9 

Minorco  (A0R)(2) 

Low 

MO 

314-727-5305 

/.u 

1  1  "7 

Q  n 

O.U 

□■y 

□n 

Average 

U 

RAD 

— y 

Telefonos  De  Mexico  L  (ADR)(2) 

Very  low 

MO 

11/1  "70T  t^mc? 

13.3 

11.3 

Low 

5 

15 

MB 

8 

Knight-Ridder(6) 

Low 

445-9469 

TN 

901-761-2474 

3.2 

2.4 

Lmi 

1  1  1  u 

Very  low 

6 

22 

SV 

8 

Helene  Curtis  lndustries(7) 

Average 

445-9469 

TN 

901-761-2474 

High 

1 

16 

MV 

1 

Tessenderlo  Chemied) 

633-3330 

MA 

617-482-2450 

1  1  I  ■ 

Average 

7 

21 

SB 

-2 

IntI  Cabletel(2) 

633-3330 

MA 

617-482-2450 

1  1  1 

o.o 

Low 

Q 

ou 

30 

Applied  Materials(7) 

High 

D7/1  9799 
0  /4-0  /OO 

NY 

Z  1  £-o4o- 1  oUU 

4.5 

3.4 

LLU* 

Very  high 

12 

26 

LV 

2 

Orixd) 

Average 

874-3733 

NY 

212-848-1800 

8.8 

6.8 

12.3 

9.2 

njm 

Low 

8 

17 

MV 

22 

Kerr-McGee(3) 

Average 

874-3733 

NY 

212-848-1800 

16.9 

15.3 

Low 

8 

19 

MB 

12 

3Com(3) 

High 

522-4202 

9.9 

8.8 

LL-HI 

Very  high 

5 

19 

MB 

5 

3Com(2) 

Low 

522-4202 

1  ^.H 

1  n 

1  U.%J 

L^M 

Average 

/ 

1  o 

MV 

—1 

Occidental  Petroteum(2) 

Low 

R99  yt9n9 

Dzz-4zUz 

11.7 

8.7 

14.7 

10.4 

High 

20 

21 

MB 

3 

Motorola(2) 

Average 

835-3379 

CT 

203-857-5321 

9.4 

8.6 

LU-I 

Low 

13 

33 

LB 

13 

Sap(2) 

Average 

835-3879 

CT 

203-857-5321 

11.0 

8.6 

15.1 

12.3 

JU 

Average 

12 

21 

SB 

11 

Airborne  Freight(2) 

High 

835-3879 

CT 

203-857-5321 

3ted 

M  1  ■ 

Very  low 

NA 

NA 

13 

NA 

466-3863 

8  n 
o.u 

u.o 

!  HiU 

Very  low 

1 

22 

LB 

-2 

txxoniz) 

Average 

D04-ZDOb 

CO 

3ub-4^i-oo7o 

3ted 

1  1  1  1  1 

12 

16 

MB 

-1 

Mattel(3) 

232-9091 

3ted 

1   1   1  1  1 

Very  low 

17 

14 

MV 

-6 

Textron(t) 

462-951 1 

3ted 

1   1   1  1  1 

Average 

7 

18 

LB 

-1 

Shaw  lndustries(4) 

236-8560 

PA 

414-287-8500 

3ted 

Mill 
1  M  M 

8 

NA 

-4 

NA 

236-8560 

PA 

414-287-8500 

8  3 

4  2 

Q  1 

Average 

1  / 

LB 

1  9 

General  Electric(2) 

Low 

C97  9Q9Q 

bo  /-zyzy 

MA 

b  1  /-yo4-ouuu 

9.5 

6.8 

12.8 

9.0 

Average 

4 

24 

LG 

23 

Home  Depot(6) 

High 

637-2929 

MA 

617-954-5000 

3.7 

2.1 

10.8 

6.8 

High 

4 

16 

SV 

-12 

Nature's  Bounty(6) 

Very  low 

962-3863 

IL 

708-295-7400 

11.2 

9.4 

LLkU 

Average 

14 

21 

SB 

19 

Swift  Transportation(2) 

High 

825-5353 

VA 

804-649-231 1 

3ted 

Mill 
1  1  1  1  1 

21 

20 

MB 

-1 

First  USAd ) 

825-5353 

VA 

804-649-231 1 

9.4 

7.5 

LL^ 

Very  high 

7 

1 9 

SV 

Q 

PnlnnisI  nrniinf 
UiUIUIIIdl  UIUU|J\H/ 

very  low 

949.00^0 

0H0-0303 

NY 

18.6 

15.0 

15.0 

12.9 

Average 

29 

26 

SG 

5 

Service  lnternational(3) 

Average 

446-6662 

CA 

415-461-6237 

5.6 

3.1 

i  1  u  i 

Average 

8 

19 

MB 

12 

SIngerO) 

Low 

637-3863 

NJ 

609-282-2800 

7.6 

6.0 

LLLy 

Low 

19 

16 

LV 

13 

Sears  Roebuck(4) 

Average 

637-3863 

NJ 

609-282-2800 

7.6 

5.6 

LLUJ 

Average 

2 

16 

LV 

0 

NatlonsBank(2) 

Low 

637-3863 

NJ 

609-282-2800 

ated 

INI 

8 

25 

MG 

19 

San  Miguel  CI  B(2) 

637-3863 

NJ 

609-282-2800 

7.0 

6.1 

LLLy 

High 

5 

22 

LV 

2 

BBC  Brown  Boveri  (BR)(3) 

High 

637-3863 

NJ 

609-282-2800 

5.0 

2.4 

10.7 

8.1 

Average 

4 

19 

LB 

20 

Chrysler(5) 

Average 

637-3863 

NJ 

609-282-2800 

10.7 

8.2 

Average 

3 

20 

LV 

-A 

Chemical  Bankingd ) 

Very  low 

637-3863 

NJ 

609-282-2800 

DATA:  MORNINGSTAR  INC.,  CHICAGO,  IL. 
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MUTUAL  FUND  SCOREBOARD 


FUND  RATING 

nRJFrTiVF 

SIZE 

FEES 

1994  RETURNS  (%) 

 r 

III 

ASSESTS 
$MiL 

%  CHG 
1993-4 

SALES 
CHARGE  (%) 

EXPENSE 
RATIO  {%) 

PRE- 
TAX 

AFTER- 
TAX 

YIELD 

RAN 
08 

MERRILL  LYNCH  GLBL.  RESOURCES  B  (cc) 

Natural  resources 

223.5 

14 

4.00" 

1.95t 

0.2 

0.1 

0.2 

i 

MERRILL  LYNCH  GLOBAL  UTILITY  B 

Utilities 

459.2 

-23 

4.00" 

1.59t 

-10.6 

-1 1.5 

3.2 

• 

I 

MERRILL  LYNCH  GROWTH  INV.  &  RET.  B 

AVG 

Growth 

1321.9 

27 

4.00" 

1.80i 

0.7 

0.2 

0.0 

7! 

MERRILL  LYNCH  INTL.  EQUITY  B 

Foreign 

1039.4 

161 

4.00" 

2.07t 

-0.6 

-2.1 

0.4 

1' 

MERRILL  LYNCH  LATIN  AMERICA  B 

Foreign 

937.6 

208 

6.00'" 

2.39t 

-15.9 

-16.7 

0.0 

MERRILL  LYNCH  PACIFIC  B 

Pacific 

909.3 

98 

4.00" 

1.87t 

1.8 

1.1 

0.2 

i 

MERRILL  LYNCH  PHOENIX  B 

AVG 

Growth 

347.8 

36 

4.00" 

2.24t 

-7.4 

-10.4 

0.2 

201 

: 

MERRILL  LYNCH  SPECIAL  VALUE  B 

Small  company 

169.4 

101 

4.00** 

2.19t 

2.8 

0.2 

0.0 

MERRILL  LYNCH  STRATEGIC  OIV  B 

Equity-income 

138.3 

-36 

4.00** 

1.88t 

-0.2 

^.9 

2.6 

t 

MERRILL  LYNCH  TECHNOLOGY  B 

Technology 

572.0 

322 

4.00** 

2.36t 

25.5 

22.9 

1.2 

V 

METLIFE-STATE  ST  RES.  CAP.  APPR.  A  (dd) 

Maximum  growth 

254.1 

14 

4.50 

1.50t 

-2.5 

-3.7 

0.0 

i 

METLIFE-STATE  ST  RES  MGD.  ASSET  A  (ee) 

* 

Asset  allocation 

179.7 

41 

4.50 

1.25t 

-5.9 

-6.9 

2.0 

it 

MFS  CAPITAL  GROWTH  B 

AVG 

Growth 

394.9 

-13 

4.00** 

2.19t 

-0.9 

-2.3 

0.4 

11 

! 

MFS  EMERGING  GROWTH  B  « 

*  * 

Small  company 

801.4 

18 

4.00**t 

2.23t 

4.0 

3.6 

0.0 

* 

MFS  GROWTH  OPPORTUNITIES  A 

Growth 

588.8 

-17 

5.75 

0.85t 

-4.2 

-6.4 

0.3 

17 

£ 

MFS  MANAGED  SECTORS  B 

Growth 

197^ 

-17 

4.00" 

2.26t 

-3.5 

-5.6 

0.0 

161 

S 

MFS  RESEARCH  A 

* 

Growth 

321.4 

8 

5.75 

0.91 1 

0.0 

-2.7 

0.1 

9 

MFS  TOTAL  RETURN  A 

Balanced 

1825.1 

5 

4.75 

0.79t 

-2.7 

-3.9 

4.3 

MFS  VALUE  A 

AVG 

Growth 

142.8 

3 

5.75 

1.34t 

-2.5 

-4.5 

0.0 

14! 

1 

MFS  WORLD  EQUITY  B 

♦ 

World 

163.7 

4 

4.00** 

2.61 1 

-3.7 

-6.3 

0.0 

MFS  WORLD  GROWTH  B 

World 

229.7 

153 

4.00" 

2.57f 

2.0 

1.8 

0.0 

MFS  WORLD  TOTAL  RETURN  A 

World 

95.4 

26 

4.75 

1.78t 

-3.1 

-4.6 

1.9 

4 

L 

MONETTA 

-* 

Small  company 

364.9 

-30 

No  loadi 

1.36 

-6.2 

-6.3 

0.0 

i 

MONTGOMERY  EMERGING  MARKETS 

Foreign 

878.0 

44 

No  load 

1.85 

-7.7 

-9.1 

0.0 

MONTGOMERY  GLOBAL  COMMUNICATIONS 

Utilities 

216.4 

-2 

No  load 

1.94 

-13.4 

-13.5 

0.0 

• 

MONTGOMERY  GROWTH 

Growth 

592.7 

NM 

No  load 

1.49 

20.9 

20.6 

0.4 

I 
i 

MONTGOMERY  SMALL  CAP 

Small  company 

202.5 

-22 

No  loadt 

1.35 

-10.0 

-11.5 

0.0 

i 

MORGAN  STANLEY  ASIAN  GROWTH  A 

Pacific 

158.5 

22 

4.75 

1.90t 

-14.2 

-15.0 

0.0 

1 

MUTUAL  BEACON  « 

-*« 

Growth/income 

2056.4 

94 

No  load 

0.72 

5.6 

3.9 

3.3 

1 

MUTUAL  DISCOVERY 

Small  company 

725.8 

33 

No  loadt 

0.99 

3.6 

1.4 

5.1 

1 

MUTUAL  QUALIFIED  X  -* 

Growth/income 

1788.8 

16 

No  load 

0.76 

5.7 

3.7 

2.8 

{ 

MUTUAL  SHARES  X 

Growth/income 

3745.3 

6 

No  load 

0.73 

4.5 

2.4 

3.0 

u 

li 

NATIONS  EQUITY-INDEX  TR.  A 

Growth 

123.1 

NM 

No  load 

0.35 

1.0 

-0.2 

2.6 

6'; 

1 

NATIONWIDE 

AVG 

Growth/income 

636.8 

-13 

4.50 

0.63 

0.6 

-2  2 

1.9 

5C 

9 

NATIONWIDE  GROWTH  X 

AVG 

Growth 

439.8 

2 

4.50 

0.68 

1.5 

0.3 

1.7 

57 

1 

NEUBERGER  &  BERMAN  FOCUS  (ff) 

Growth 

603.1 

2 

No  load 

0.85 

0.9 

-1.2 

0.9 

7C 

1 

NEUBERGER  &  BERMAN  GENESIS 

AVG 

Small  company 

108.0 

-13 

No  load 

1.36 

-1.8 

-2.9 

0.0 

NEUBERGER  &  BERMAN  GUARDIAN  X 

*•* 

Growth/income 

2423.8 

21 

No  load 

0.80 

1.4 

0.4 

2.2 

3C 

! 

NEUBERGER  &  BERMAN  MANHATTAN 

♦ 

Growth 

462.2 

-12 

No  load 

0.96 

-3.6 

-5.4 

0.1 

16£ 

! 

NEUBERGER  &  BERMAN  PARTNERS 

* 

Growth 

1 245.2 

10 

No  load 

0.81 

-1.9 

-4.2 

0.5 

13£ 

i 

NEW  ECONOMY  X 

AVG 

Growth 

2594.4 

23 

5.75 

0.85t 

-8.1 

-9.7 

1.2 

217 

NEW  ENGLAND  BALANCED  A  (gg) 

AVG 

Balanced 

197.5 

25 

5.75 

1.43t 

-2.6 

^.0 

2.9 

1 

NEW  ENGLAND  CAPITAL  GROWTH  A  (hh) 

Growth 

95.7 

-3 

5.75 

1.66t 

-1.6 

-1.6 

0.0 

131 

« 

NEW  ENGLAND  GROWTH  A  (ID  X 

♦ 

Growth 

989.0 

-17 

6.501 

1.18t 

-7.1 

-9.3 

1.2 

20< 

1 

NEW  ENGLAND  GROWTH  OPPORT  A  (jj) 

AVG 

Growth/income 

103.5 

-A 

5.75 

1.33t 

1.0 

0.1 

1.7 

41 

1 

NEW  ENGLAND  INTL  EQUITY  A  (kk) 

Foreign 

140.6 

102 

5.75 

1.75t 

8.1 

7.0 

0.0 

jl 

NEW  ENGLAND  VALUE  A  (II) 

Growth/income 

195.4 

3 

5.75 

1.38t 

-1.4 

-3.2 

1.0 

87 

1 

NEW  PERSPECTIVE  X 

* 

World 

6540.2 

29 

5.75 

0.84t 

3.0 

0.9 

1.5 

K 

NEW  USA  MUTUAL 

Growth 

183.0 

-34 

5.00 

2.1  It 

-3.6 

-3.6 

0.0 

16£ 

i 

NEW  YORK  VENTURE  A  X 

* 

Growth 

1 090.5 

16 

4.75 

0.87t 

3.2 

0.4 

2.0 

3£ 

I 

NFWPORT  TICFR 

Pacific 

455.9 

15 

5.00 

1.56 

-12.0 

-12.3 

0.3 

1 

NICHOLAS  X 

AVG 

Growth 

2820.2 

-1 1 

No  load 

0.80 

-2.8 

-5.0 

1.4 

153 

1( 

NICHOLAS  II 

AVG 

Small  company 

603.9 

-14 

No  load 

0.67 

1.0 

-1.2 

0.8 

2 

i 

NICHOLAS  LIMITED  EDITION 

*"* 

Small  company 

142.6 

-21 

No  loadt 

0.88 

-3.0 

-4.6 

0.6 

i( 

NICHOLAS-APPLEGATE  CORE  GR.  B 

Growth 

134.8 

5 

1.00** 

2.17t 

-11.5 

-11.5 

0.0 

232 

K 

NirHOL  A^-APPI  Ff^ATF  FMFRf^   (iff  R 

Small  company 

143.8 

NM 

2.00***t 

2.34t 

-4.7 

-A.7 

0.0 

7 

R 

NICHOLAS-APPLEGATE  GRTH.  EQ.  B 

Maximum  growth 

254.5 

12 

5.00" 

2.22t 

-10.2 

-10.9 

0.0 

3 

S 

NICHOLAS-APPLEGATE  WORLD  GR.  B 

World 

77.6 

69 

1.00** 

2.44t 

1.9 

1.5 

0.3 

r 

NORTH  AMERICAN  ASSET  ALLOC.  C 

Asset  allocation 

82.2 

-20 

No  load 

1.99t 

-2.8 

-A.8 

2.3 

2 

NORTH  AMERICAN  GLOBAL  GROWTH  C 

World 

95.5 

26 

No  load 

2.40t 

1.2 

0.3 

0.0 

1 

j 

NORTH  AMFRirAN  GROWTH  C 

Growth 

69.3 

-2 

No  load 

1.99t 

-2.2 

-3.7 

0.0 

141 

NWNL  NORTHSTAR  INCOME  &  GROWTH  A 

Balanced 

69.4 

NM 

4.75 

1.46t 

-3.6 

^.5 

3.3 

3 

K 

li 

OAKMARK 

Growth 

1626.9 

34 

No  load 

1.25 

3.3 

1.3 

0.9 

35 

OAKMARK  INTERNATIONAL 

Foreign 

1079.7 

-3 

No  load 

1.32 

-9.1 

-11.1 

0.0 

5 

K 

OBERWEIS  EMERGING  GROWTH 

AVG 

Small  company 

90.1 

-1 1 

No  load 

1.78t 

-3.5 

-3.5 

0.0 

6 

il 

OLD  WESTBURY  INTERNATIONAL 

Foreign 

89.6 

100 

4.50 

1.50t 

-11.1 

-11.3 

0.8 

5 

11 

OPPENHEIMER  A 

AVG 

Growth 

246.1 

10 

5.75 

1.16t 

0.3 

-2.6 

0.2 

81 

,1 

OPPFNHEIMER  ASSET  ALLOCATION  A 

* 

Asset  allocation 

240.2 

-12 

5.75 

1.14t 

-1.6 

-A.e 

4.3 

1 

OPPENHEIMER  DISCOVERY  A 

Small  company 

592.0 

1 

5.75 

1.20t 

-11.2 

-12.3 

0.0 

8 

OPPENHEIMER  EQUITY-INCOME  A 

AVG 

Equity-income 

1715.8 

-7 

5.75 

0.90t 

-2.8 

-A.l 

5.2 

2 

*  Incluc;^;  redemption  fee.   "  Includes  deferred  sales  charge,  t  12(bj-l  plan  in  effect,  t  Not  currently  accepting  new  accounts,  §  Holding  is  less  than  0.5%  of  assets, 
(cc)  Forrnertv  Merrill  Lynch  Natural  Resources  B.  (dd)  Formerly  tvletLife-State  Street  Capital  Appr  A.  (ee)  Formerly  MetLife-State  Street  Managed  Assets  A.  (ff)  Formerly  Neubei 
Berman  Selected  Sectors,  (gg)  Formerly  TNE  Balanced  A.  (hh)  Formerly  TNE  Capital  Growth  A.  (ii)  Formerly  TNE  Growth  A.  (jj)  Formerly  TNE  Growth  Opportunities  A.  (kk)  Forr 
International  Equity  A  (il)  Formerly  TNE  Value  A. 
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Equity  Funds 


INUAL  TOTAL  RETURNS  (%)  TREND      PORTFOLIO  DATA 


RISK 


TELEPHONE 


5  YEARS  10  YEARS     BW  10-YEAR    TURNOVER    %CASH  P-E    STYLE  UNTAXED 

PRETAX  AFTERTAX    PRETAX  AFTERTAX    ANALYSIS  RATIO  GAINS  (%) 


LARGEST  HOLDING 
COMPANY  (%  ASSETS) 


TOLL-FREE 
(800) 


IN-STATE 


2.7  2.0 


Average 

  Very  low 

LMJi  Low 


Low 


13 
4 
4 

14 
9 


27 
16 
31 
31 
25 


MB 
LV 
SG 
LV 


-1 1 
-3 
17 

~9 


Weyerhaeuser(5) 
China  Light  &  Power(3) 
Applied  Materials(9) 
Canon(2) 

Grupo  Carso  (ADR)(4) 


Average 
High 


637-3863 
637-3863 
637-3863 
637-3863 
637-3863 


609-282-2800 
609-282-2800 
609-282-: 
609-282-: 
609-282-; 


2800 
2800 
2800 


5.1 
9.8 
8.2 
4.2 
rated 


3.4 

5.8 
7.1 
2.0 


Very  low 
Average 
Average 

Low 
Very  high 


11 
9 
25 
10 
57 


35 
18 
18 
18 
17 


LB 
SV 
SV 
LV 
MG 


10 

-9 
-1 
9 
2 


Toyo  Seikan  Kaisha(4) 
ADT(3) 

Charter  One  FinancialO) 
Sonat(4) 

Micron  Technology(20) 


High 
High 
High 
Low 


637-3863 
637-3863 
637-3863 
637-3863 
637-3863 


NJ  609-282 

NJ  609-282 

NJ  609-282 

NJ  609-282 

NJ  609-282 


2800 
2800 
2800 
2800 
2800 


14.5  13.0 

7.7  5.7 

7.4  5.7 

21.4  20.8 

7.0  4.6 


10.5  7.4 


High  2  25  MG  9  Hospitality  Franchise  SystemO)  Very  high  882-3302  MA  617-357 

High  9  24  MB  -5  United  Healthcare(  1)  Very  low  882-3302  MA  617-357 

Average  2  16  LV  10  Norwest(3)  Average  637-2929  MA  617-954 

Average  3  26  SG  31  Oracle  Systems(6)  Very  high  637-2929  MA  617-954 

Average  6  21  MG  6  lntel(4)  Average  637-2929  MA  617-954 


7800 
7800 
5000 
5000 
5000 


7.4 
11.0 
7.9 
9.5 
5.2 


5.7 
8.3 
6.0 
6.7 
4.2 


13.8  10.2 
12.8  9.9 
13.7  10.4 


Average  4  25  MG  5  Rogers  Comm  CI  B(7)  High  637-2929  MA  617-954- 

Average  7  22  MG  12  Lin  Broadcasting(2)  Average  637-2929  MA  617-954 

High  23  17  LV  8  Royal  Dutch  Petroleumd )  Very  low  637-2929  MA  617-954 

High  11  21  SB  4  First  Interstate  BancorpO)  Average  637-2929  MA  617-954 

Average  5  21  MB  8  Astra  CI  B(3)  Average  637-2929  MA  617-954 


5000 
5000 
5000 
5000 
5000 


15  33  MG  2  Fiat(2) 

High         13  20  LB  0  DSM(l) 

Very  high      16  24  MB  -6  Glenayre  Technologies(3) 

Average      12  30  MG  7  Korea  Electric  Power(l) 

Low          3  23  MG  -6  Tele  Danmark(3) 


Average 


637-2929 
637-2929 
666-3882 
572-3863 
572-3863 


MA  617-954 

MA  617-954 

IL  708-462 

CA  415-627 

CA  415-627 


5000 
5000 
9800 
2400 
2400 


9.6 


15.4  13.1 


High 
Very  low 
Average 

High 


23 
4 
5 

14 
6 


25 
22 
26 
16 
14 


MG 
SB 
LG 
MV 
SV 


6 
1 1 
2 
6 
3 


Xerox(4) 

ALC  Communications(6) 
Hutchison  Whampoa(3) 
Sunbeam-0ster(2) 
Sears  Roebuck(2) 


Very  low 


572-3863 
572-3863 
282-4404 
553-3014 
553-3014 


CA  415-627-2400 


NJ  201-912-2100 
NJ  201-912-2100 


11.6 
10.9 
rated 
7.6 
8.6 


9.3 
8.6 


5.5 
7.0 


15.1  11.9 
14.8  11.6 


14.0  10.8 

13.1  10.4 


Average      11  16  MV  16  Sunbeam-0ster(7)  Low  553 

Average      10  17  MV  18  Sunbeam-0ster(7)  Low  553 

4  NA  -2  NA  321 

Low          1  18  MG  24  FordMDtor(4)  Low  848 

Very  low      14  22  LB  20  Grand  Metropolitan  (ADR)(4)  Average  848 


3014 
3014 
7854 
0920 
0920 


NJ  201-912-2100 
NJ  201-912-2100 


OH  614-249-7855 
OH  614-249-7855 


10.8 
8.9 

12.1 
8.5 
9.3 


8.5 
8.0 
10.5 
5.9 
6.8 


13.1  9.7 


14.3 
13.9 
13.2 


11.1 
11.2 
9.8 


Average 
Average 

Low 
Average 
Average 


14 
15 
16 
17 
16 


LV 
SV 
LV 
MB 
MB 


21 
12 
15 
7 
2 


Capital  Cities/ABC(3) 
DH  TechnolDg7(3) 
Texas  lnstruments(2) 
Wells  Fargo(3) 
Progressive{3) 


Average 
Average 
Average 

High 
Average 


877 
877 
877 
877 


9700 
9700 
9700 
9700 


877-9700 


NY  212-476-8800 

NY  212-476-8800 

NY  212-476-8800 

NY  212-476-8800 

NY  212-476-8800 


10.3 
7.9 
ated 
9.7 
8.3 


8.1 
6.6 


7.3 
6.6 


15.3 
10.4 


13.2 
11.9 


12.8 

7.9 


10.4 
9.0 


■  1 


Low  26  24  MG  13  Tele-Communications  CI  A(5)  Average  421-4120  CA  213-486-9200 

Average  1  15  LB  2  Pfizer(l)  Low  225-7670  MA  617-578-1400 

Average  3  23  MG  6  First  Bank  System(3)  225-7670  MA  617-578-1400 

High  1  11  LV  0  Chemical  Banking(6)  High  225-7670  MA  617-578-1400 

Very  low  4  18  LB  27  AT&T(2)  Average  225-7670  MA  617-578-1400 


6.2 


10.4 


12.6  9.6 
16.0  13.3 


17.4  13.6 


High  10  36  LV  4  Mitsukoshi(2)  225-7670  MA  617-578-1400 

Low  3  15  LV  10  Praxair(2)  High        225-7670  MA  617-578-1400 

Low  20  22  LB  17  Telefonos  Oe  Mexico  L  (ADR)(2)  Average      421-4120  CA  213-486-9200 

Very  high  30  36  SG  4  Microtouch  Systems(4)  222-2872 

Very  low  1  17  LV  16  Sunamerica(3)  Average      279-0279  NM  505-983-4335 


15.0 
9.4 
9.1 

11.7 
rated 


14.8 
8.0 
7.6 

10.2 


12.7  10.7 
13.0  11.4 


Very  low       9  21  LG  20  Swire  Pacific  CI  A(4)                        High  776-5455 

Low         12  17  MB  23  FNMA(3)  Average  \N\  414-272-6133 

Low          6  19  SB  31  Health  Management  Assoc  CI  A(4)  Average  Wl  414-272-6133 

Very  low       6  18  SB  31  Keane(6)  Average  Wl  414-272-6133 

6  23  MB  -9  Compuware(3)  551-8043 


2.8 


mm 


Very  low       1  22  SB  -3  Danka  Business  Systems  (ADR)(2) 

High          3  23  MB  3  Georgia  Gulf(2) 

4  25  MB  2  Empresas  La  Moderna  (ADR)(1) 

Very  high       1  19  MV  -1  National  Medical  Enterprises(3) 

Average        4  29  LB  4  Fiat(3) 


551-8043 
225-1852 
551-8043 
872-8037 
872-8037 


MA  617-266-6004 
MA  617-266-6004 


6.3  5.9 


Average  1 1 

m-m  9 

1MB         Low  9 

mm         Low  5 

Average  3 


19  MV  5 
1 5  LV  -6 
18  MB  8 

20  MV  -9 
26  SG  13 


National  Medical  Enterprises(5) 

General  Motors(4) 

Philip  Morris(6) 

Banco  Popular  Espanol(5) 

US  RoboticsO) 


Average  872-8037 


MA  617-266-6004 
CT  203-863-6215 


625-6275 
625-6275 

Very  high     323-6166      IL  708-897-7100 


rated 

9.0  6.8 

7.3  5.6 

12.3  11.2 

6.6  4.5 


10.6  7.9 


11.9  8.9 


5 

Average  10 
Low  9 

Average  14 
Low  3 


19 
20 
20 
26 
15 


MV 
MB 
MB 
SG 
LV 


-7 
16 
5 


Western  Mining(3) 
lntel(2) 
Inteld) 
EMC(2) 

Philip  Morris(2) 


Low 
Very  low 
High 
Low 


545-1074 
525-7048 
525-7048 
525-7048 
525-7048 


CO  303-671-3200 

CO  303-671-3200 

CO  303-671-3200 

CO  303-671-3200 


DATA:  MORNINGSTAR  INC  ,  CHICAGO.  IL. 
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MUTUAL  FUND  SCOREBOARD 


FUND 


RATING 


OBJECTIVE 


SIZE 


FEES 


1994  RETURNS  (%) 


ASSESTS 
SMIL 


%  CHG 
1993-4 


SALES 
CHARGE (%) 


EXPENSE 
RATIO  (%) 


PRE- 
TAX 


AFTER- 
TAX 


YIELD 


OPPENHEIMER  GLOBAL  A 
OPPENHEIMER  GLBL.  EMERG.  GRTH.  (mm) 
OPPENHEIMER  GLOBAL  GRTH  &  INC.  A 
OPPENHEIMER  GOLD  &  SPEC.  MIN. 
OPPENHEIMER  GROWTH  A  (nn) 


AVG 


World 
World 
World 

Precious  metals 
Growth 


1879.5 
169.3 
124.1 
175.5 
678.6 


27 
-22 
26 
8 
-8 


5.75 
5.75 
5.75 
5.75 
5.75. 


1.12t 
1.73t 
I.48t 
1.31t 
1.07t 


-3.1 
-27.5 

-6.0 
2.4 


-6.0 
-27.5 
-7.0 
-6.1 
-0.7 


OPPENHEIMER  MAIN  ST.  INC.  &  GRTH.  A 
OPPENHEIMER  TARGET  A 
OPPENHEIMER  TIME 
OPPENHEIMER  TOTAL  RETURN  A 
OPPENHEIMER  VALUE  STOCK  A 


AVG 
AVG 


Growth/income 
Maximum  growth 
Growth 

Growth/income 
Growth/income 


1187.9 
303.6 
313.9 

1230.8 
89.9 


997 

-18 
-21 
6 
3 


5.75 
5.75 
5.75 
5.75 
5.75 


1.23t 
1.07t 
0.94t 
0.93t 
1.41t 


-1.5 
0.5 
-12.8 

-7.9 
3.3 


-2.2 
-3.0 
-15.2 
-8.6 
1.8 


0.0 
0.0 
2.8 
0.5 
0.9 


2.1 
0.8 
0.0 
2.7 
2.2 


PACIFIC  EUROPEAN  GROWTH 
PACIFIC  HORIZON  AGGRESSIVE  GRTH. 
PACIFICA  BALANCED 
PACIFICA  EQUITY  VALUE 
PAINEWEBBER  ASSET  ALLOCATION  A 


Foreign 

Maximum  growth 

Balanced 

Growth 

Asset  allocation 


165.7 
125.5 
99.1 
157.4 
173.5 


12 
-27 
-13 
1 

-16 


4.00 
4.50 
4.50 
4.50 
4.50 


1.81t 

1.48 

1.09t 

0.99t 

1.19t 


-3.6 
-11.5 
-3.8 
-1.7 
-9.9 


-5.5 
-15.8 
-6.2 
-3.9 
-13.4 


0.0 
0.0 
4.2 
2.0 
2.2 


PAINEWEBBER  ATLAS  GLOBAL  A 
PAINEWEBBER  DIVIDEND  GROWTH  B  ^ 
PAINEWEBBER  EUROPE  GROWTH  A  A 
PAINEWEBBER  GROWTH  A 
PARAGON  GULF  SOUTH  GROWTH 


World 

Growth/income 
Europe 
Growth 
Growth 


189.8 
251.0 

73.4 
127.5 

77.5 


2 

-38 
-21 
-9 
3 


4.50 
5.00* 
4.50 
4.50 
4.50 


1.39t 
1.97t 
1.64t 
1.211 
0.97 


-12.8 
-6.6 
-8.2 

-10.9 
-7.7 


-13.5 
-8.3 
-8.2 

-10.9 
-8.4 


0.0 
0.4 
0.0 
0.0 
0.0 


PARAGON  VALUE  EQUITY-INCOME 
PARAGON  VALUE  GROWTH 
PARKSTONE  HIGH-INC.  EQUITY  INV.  A 
PARNASSUS  X 
PASADENA  GROWTH  A 


Growth/income 
Growth 

Equity-income 

Growth 

Growth 


103.4 
196.6 
71.3 
151.8 
391.8 


1 

15 
7 
60 
-27 


4.50 
4.50 
4.50 
3.50 
5.50 


0.93 

0.94 

1.40t 

1.26 

1.60t 


-2.9 
-3.6 
-8.3 
12.0 
-3.8 


-6.0 
-6.3 
-9.1 
9.5 
-3.8 


2.6 
1.5 
2.8 
1.3 
0.0 


PASADENA  NIFTY  FIFTY  A 
PAX  WORLD  X 

PBHG  EMERGING  GROWTH  (oo) 

PBHG  GROWTH 

PELICAN 


Growth 
Balanced 
Small  company 
Small  company 
Growth/income 


100.6 
388.3 
142.7 
657.9 
105.8 


-25 
-16 
339 
745 
10 


5.50 
No  load 
2.00* 
2.00* 
No  load 


1.90t 

0.99t 

1.41 

1.40 

1.10 


1.1 

2.6 
23.8 
4.8 
3.1 


1.1 
1.5 
23.7 
4.7 
0.8 


0.0 
3.7 
0.0 
0.0 
3.1 


PENN  SQUARE  MUTUAL 
PENNSYLVANIA  MUTUAL  X 
PEOPLES  INDEX 
PEOPLES  S&P  MIDCAP  INDEX 
PERMANENT  PORTFOLIO  X 


AVG 
AVG 
AVG 


Growth/income 
Small  company 
Growth/income 
Growth 

Asset  allocation 


241.8 
785.8 
233.8 
73.4 
72.0 


-A 
-24 
-18 
8 

-7 


4.75 
1.00* 
1.00' 
1.00* 
No  load 


0.99t 

0.97 

0.39 

0.09 

1.25t 


0.2 
-0.7 

0.7 
-4.0 
-2.9 


-2.0 
-3.6 
-2.5 
-5.7 
-3.3 


2.1 
1.4 
2.7 
1.7 
1.3 


PHILADELPHIA 

PHOENIX  BALANCED  A 

PHOENIX  CAPITAL  APPRECIATION  A 

PHOENIX  EQUITY  OPPORTUNITIES  A 

PHOENIX  GROWTH  A 


AVG 


Growth/income 

Balanced 

Growth 

Growth 

Growth 


80.5 
2502.5 
419.8 
173.9 
2036.6 


-15 
-19 
-1 
-21 
-18 


No  load 
4.75 
4.75 
4.75 
4.75 


1.70t 
0.98t 
1.36t 
1.26t 
1.18t 


-8.6 
^.6 
-3.8 
-5.1 
-1.6 


-9.1 
-5.5 
-5.4 
-7.1 
-3.1 


1.5 
3.2 
0.6 
1.2 
1.4 


PHOENIX  INCOME  &  GROWTH  A 
PHOENIX  INTERNATIONAL  A 
PHOENIX  TOTAL  RETURN  A 
PHOENIX  U.S.  STOCK  A  (pp) 
PHOENIX  WORLDWIDE  OPPORTUN.  A 


Balanced 
Foreign 

Asset  allocation 

Growth 

World 


499.9 
168.0 
337.0 
132.5 
137.9 


-14 
84 
196 

-7 
39 


4.75 
4.75 
4.75 
4.75 
4.75 


1.23t 
1.56t 
1.17t 
1.31t 
1.50t 


-6.3 
-0.2 
-2.3 
-3.9 
0.0 


-9.2 
-2.2 
-2.9 
-6.3 
-An 


5.5 
0.0 
2.1 
1.7 
0.3 


PIC  ENDEAVOR  GROWTH 
PIERPONT  CAPITAL  APPRECIATION 
PIERPONT  EQUITY 
PIERPONT  INTERNATIONAL  EQUITY 
PILGRIM  MAGNACAP 


AVG 


Growth 

Small  company 
Growth/income 
Foreign 

Growth/income 


70.8 
177.3 
235.1 
200.2 
198.1 


-1 
-26 
-1 
23 
-2 


No  load 
No  load 
No  load 
No  load 
5.00 


1.00 
0.90 
0.90 
1.38 
1.53t 


-2.2 
-5.9 
-0.6 
5.7 
4.1 


-2.2 
-8.1 
-AA 
4.3 
2.2 


0.2 
1.0 
1.6 
0.0 
1.2 


PIMCO  ADV  EQUITY-INCOME  C  (qq) 
PIMCO  ADV  GROWTH  C  (rr) 
PIMCO  ADV  INTERNATIONAL  C  (ss) 
PIMCO  ADV  OPPORTUNITY  C  (tt) 
PIMCO  ADV  TARGET  C  (uu) 


AVG 
AVG 


Equity-income 

Growth 

Foreign 

Maximum  growth 
Growth 


168.7 
1062.7 
274.6 
539.7 
557.2 


48 
1 

50 
-8 
60 


1.00** 

1.00** 

1.00** 

1.00**t 

1.00** 


2.001 
1.90t 
2.20t 
1.90t 
2.00t 


-5.1 
-0.7 
-8.2 
-4.7 
3.1 


-5.6 
-2.3 
-8.7 
-5.6 
2.7 


2.0 
0.0 
0.0 
0.0 
0.0 


PIONEER 

PIONEER  CAPITAL  GROWTH  A 
PIONEER  EQUITY-INCOME  A 
PIONEER  GROWTH 

PIO^jEER  II  ,1 


Growth/income 
Growth 

Equity-income 
Small  company 
Growth/income 


2010.9 
437.8 
175.0 
132.6 

4335.1 


-2 
115 
17 
-2 
-5 


5.75 
5.75 
5.75 
5.75 
5.75 


0.95t 
I.29t 
1.25t 
1.38t 
0.90t 


-0.6 
14.8 
-1.3 
-2.6 
-1.7 


-2.8 
13.0 
-3.0 
-10.0 
-4.8 


2.2 
0.0 
3.5 
0.0 
1.5 


PI0N.^:ER  INCOME  *      Income  259.9  -12  4.50  1.07t  -4.3  -6.4  7.4 

PIONEER  INTERNATIONAL  GROWTH  A  Foreign  281.4  122  5.75  1.98t  -5.4  -6.8  0.0 

PIONEER  THREE  AVG      Small  company  970.9  -9  5.75  0.87t  -5.7  -7.7  1.2 

PIPER  JAFFRAY  EMERGING  GROWTH  Small  company  209.2  1  4.00  1.24t  ^.9  ^.9  0.0 

PIPER  JAFFRAY  EQUITY  STRATEGY  (vv)  AVG      Maximum  growth  70.1  -19  4.00  1.32t  -2.5  -2.6  0.5 


PIPER  JAFFRAY  VALUE  1 
PORTICO  BALANCED  RET. 
PORTICO  EQUITY  INDEX  RET. 
PORTICO  GROWTH  &  INCOME  R£T. 
PORTICO  MIDCORE  GROWTH  RET. 


AVG 
AVG 


Growth 

Balanced 

Growth/income 

Growth/income 

Growth 


176.1 
1034 
106.5 
162.3 
112.6 


-28 
19 
39 
-2 
17 


4.00 
No  load 
No  load 
No  load 
No  load 


1.23t 

0.74 

0.50 

0.89 

0.86 


-3.5 
^.3 
1.0 
0.1 
-5.3 


-3.7 
^.9 
0.2 
-1.2 
-5.4 


0.4 
2.1 
24 
1.9 
0.3 


'  Includes  redemption  fee,  "  Includes  defeired  sales  charge,  t  12(b)-l  plan  in  effect.  X  Not  currently  accepting  new  accounts  %  Holding  is  less  tfian  0.5%  of  assets, 
(mm)  Formeilv  Oppenheimer  Global  Bio-Tecfi  (nn)  Formerly  Oppenheimer  Special  A.  (oo)  Formerly  Pilgrim  Baxter  Emerging  Growth,  (pp)  Formerly  Phoenix  Stock,  (qq)  Formerly 
son  ttiuity-lncome  B  'rr)  Formerly  Thomson  Growth  B.  (ss)  Formerly  Thomson  International  B.  (tt)  Formerly  Thomson  Opportunity  8.  (uu)  Formerly  Thomson  Target  B.  (vv)  Forn 
Piper  Jatfray  Sector  Performance. 


i 
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Equity  Funds 


NUAL  TOTAL  RETURNS  {%)  TREND       PORTFOLIO  DATA 


RISK 


TELEPHONE 


10  YEARS 
PRETAX  ARERIAX 


BW  10-YEAR 
ANALYSIS 


TURNOVER 


%CASH  P-E 
RATIO 


STYLE  UNTAXED 
GAINS  (%) 


LARGEST  HOLDING 
COMPANY  (%  ASSETS) 


TOLL-FREE 
(800) 


l-STATE 


8.4 
6.7 


6.6 
6.6 


-0.2 
9.3 


18.1  15.3 


12.7  11.0 
1 1 .3  8.9 


High  1 1 

Average  28 

High  5 

Low  5 

Low  15 


22 
36 
24 
36 
17 


MB 
SG 
MB 
MG 
LB 


12 
-22 
1 

9 
26 


Philips  Gloeilampen(2) 
Amgen(4) 

Philips  Gloeilampen(l) 
Placer  Dome(4) 
MicrosottO) 


High 
Very  high 

Very  high 
Average 

Average 
Average 

High 
Average 

Low 


525-7048 
525-7048 
525-7048 
525-7048 
525-7048 


CO 
CO 
CO 
CO 
CO 


303-671-3200 
303-671-3200 
303-671-3200 
303-671-3200 
303-671-3200 


19.3 
8.2 
3.8 
8.4 
7.1 


LTm 


11.1  9.1 
13.1  9.8 
15.0  11.6 


Very  high 

Low 
Average 

High 

Low 


11 
19 
15 
2 

10 


21 
16 
22 
21 
16 


MB 
MB 
MG 
MB 
LV 


-1 
16 
14 
3 
14 


Philip  Morrisd) 
United  Healthcare(3) 
Advanta  CI  B(2) 
Houston  Industriesd ) 
AMP(3) 


525-7048 
525-7048 
525-7048 
525-7048 
525-7048 


CO  303-671-3200 

CO  303-671-3200 

CO  303-671-3200 

CO  303-671-3200 


15.6  13.9 


rrra 


Average        3  37  LB  11  Mitsubishi  Petrochemical(2)  866-7778  MN  612-342-6223 

Average        1  27  MG  10  IntI  Game  Technology(4)  Very  high  332-3863 

Low          3  15  MV  -2  General  MolorsO)  662-8417  NY  212-309-8400 

Average        7  15  MV  4  General  Molors(3)  662-8417  NY  212-309-8400 

Low          9  15  LB  -7  Mirage  Resorts(3)  647-1568  NY  201-902-7341 

2  21  MB  -1  Hopewell  Holdings(4)  High        647-1568  NY  201-902-7341 

4  17  MB  -2  FNMA{3)  647-1568  NY  201-902-7341 

16  24  MV  -14  Montedison(6)  647-1568  NY  201-902-7341 

17  23  MG  14  Viking  Office  Products(2)  Average      647-1568  NY  201-902-7341 
9  22  SB  18  LDDS  Communications  CI  A(5)  777-5143 


2.7      1 .5 


8.5  7.5 


15.0  12.4 


TLM 


Very  high 

High 
Very  high 

Low 
Average 

Average 
Average 
Average 

Low 

Low 


6.1 
9.2 


14.7 
8.1 


13.3  11.8 


12 
2 
2 
2 
6 


14 
19 
18 
19 
22 


LV 
LB 
LB 
SV 
LG 


5 
14 

3 
13 

9 


Entergy(4) 
Home  Depot(4) 
American  Express(4) 
Wellman(6) 
Wal-Mart  Stores(4) 


Average 
Average 

High 
High 


777-5143 
777-5143 
451-8377 
999-3505 
882-2855 


CA 
CA 


415-362-3505 
818-351-4276 


4.2 


10.3  7.5 


Very  low 
Low 


21 
16 
30 
32 
19 


LG 
MB 
SG 
SG 
MV 


13 


15 


Berkshire  Hathaway(8) 
Merck(7) 
Cobra  Golf(2) 
America  0nline{2) 
Eastman  Kodak(3) 


Very  low 

Very  high 
Low 


882-2855 
767-1729 
433-0051 
433-0051 


CA  818-351-4276 
NH  603-431-8022 


MA  617-330-7500 


8.2 
8.5 
7.9 


5.8 
6.5 
6.4 


12.3  9.1 
12.1  9.2 


3.6 

2.8 

6.4 

3.8 

2.6 

9.6 

7.9 

5.8 

12.4 

15.3 

13.9 

7.7 

4.7 

12.6 

7.8 

5.7 

13.3 

7.9 

5.4 

12.7 

4.8 

3.7 

9.9 

7.4 

7.1 

4.8 

11.4 

6.5 

5.1 

9.0 

18  LB  12  Royal  Dutch  Petroleum(2)  Low  523-8440  PA  215-670-1031 

19  SV  21  Farmer  Brothersd)  Low  221-4268  NY  212-355-7311 

18  LB  5  General  Electric(2)  Average  645-6561  NY  718-895-1206 

19  MB  1  General  Motors  CI  E(2)  645-6561  NY  718-895-1206 
21  MB  1  Property  Trust  Americad)  Very  low  531-5142 

18  MB  15  Wells  Fargo(6)  Average  749-9933  FL 

18  LB  -3  DuPont(2)  Very  low  243-4361  CT 

19  LB  1  McDonald's(2)  Low  243-4361  CT 

20  LB  -1  Procter  &  Gamble(3)  Average  243-4361  CT 
18  LB  1  American  International  Group(2)  Low  243-4361  CT 

17  LB  -8  Eastman  Kodak(3)  Very  low  243-4361  CT  203-253-1000 

30  MB  0  Daiwa  Securities(2)  High  243-4361  CT  203-253-1000 

21  LB  -1  Eastman  Kodak(2)  Very  low  243-4361  CT  203-253-1000 
20  LB  -2  Schlumberger(3)  Average  243-4361  CT  203-253-1000 
37  MB  -5  California  Federal  Bank  CI  A(2)  High  243-4361  CT  203-253-1000 


407-395-2155 
203-253-1000 
203-253-1000 
203-253-1000 
203-253-1000 


8.4  6.8 


m: 


12.8  10.6 


23 
20 
18 
34 
21 


LG 
SB 
LV 
LV 
LB 


6 
-3 
-6 

3 
30 


Wal-Mart  Stores(4) 
Sbarro(2) 
General  Motors(2) 
Tokai  Bank(2) 
AFLAC(8) 


Very  high 
Low 

Average 


576-8229 
521-5411 
521-5411 
521-5411 
334-3444 


CA  310-551-0833 


5.8 
7.5 
1.6 

19.4 


15.3  12.8 
18.8  16.5 


21 
20 
30 
28 
22 


LB 
LG 
LB 

SG 
MG 


1 

9 
-3 
26 

9 


Amoco(4) 
1BM(4) 

La  Rinascented ) 
EMC(8) 

DSC  Communications(4) 


Average 
Average 
High 
High 


426-0107 
426-0107 
426-0107 
426-0107 
426-0107 


CT  203-352-4900 

CT  203-352-4900 

CT  203-352-4900 

CT  203-352-4900 

CT  203-352-4900 


7.3     4.6      11.8  8.6 


9.7 
7.2 


7.1 
4.5 


cms 


14.2  11.7 
12.0  8.8 


19  MB  26  National  City(2) 

24  SB  7  Sottkey  Software  Products(2) 

16  MV  -2  Phelps  Dodge(3) 

32  SG  -5  lntervoice{5) 

18  MV  6  Healthtrust(3) 


Very  high 
Low 


225-6292 
225-6292 
225-6292 
225-6292 
225-6292 


MA  617-742-7825 

MA  617-742-7825 

MA  617-742-7825 

MA  617-742-7825 

MA  617-742-7825 


10.1  6.9 
12.0  9.5 


19 
23 
17 
22 
21 


LB 
LV 
SV 
SG 
MB 


-A 
-5 
18 
23 
4 


Atlantic  Richfield(2) 
Astra  CI  A  Free(5) 
Interpublic  Group(2) 
Cisco  Sy$tems{2) 
United  Healthcare(2) 


Very  low 
Average 
Average 


225-6292 
225-6292 
225-6292 
866-7778 
866-7778 


MA  617-742-7825 

MA  617-742-7825 

MA  617-742-7825 

MN  612-342-6223 

MN  612-342-6223 


6.9 
5.2 


20  LB  25  United  Healthcare(4) 

19  MB  3  Magma  Powerd) 
18  LB  15  General  Electric(3) 

20  MB  5  May  Department  Stores(3) 

21  MB  2  Great  Lakes  Chemical(3) 


Average 

Average 
Low 


866-7778 
228-1024 
228-1024 
228-1024 
228-1024 


MN  612-342-6223 

Wl  414-287-3808 

Wl  414-287-3808 

Wl  414-287-3808 

Wl  414-287-3808 
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MUTUAL  FUND  SCOREBOARD  i 

 ,  __i  - 


FUND  RATING      OBJECTIVE         SIZE   FEES   1994  RETURNS  (%)  


ASSESTS 

%  CHG 

SALES 

EXPENSE 

PRE- 

AFTER- 

RANt 

$M1L 

1993-4 

CHARGE (%) 

RATIO  (%) 

TAX 

TAX 

YIELD 

OBI 

PORTICO  SPECIAL  GROWTH  RET. 

Growth 

388.5 

9 

No  load 

0.87 

-2.0 

-2.2 

0.1 

13? 

II 

PRA  REAL  ESTATE  SECURITIES 

Specialty 

103.4 

-17 

No  load 

1.15 

3.0 

-1.3 

5.6 

U 

PREFERRED  GROWTH 

Growth 

241.1 

67 

No  load 

0.94 

-1.1 

-1.3 

0.1 

lie 

.« 

PREFERRED  INTERNATIONAL 

Foreign 

107.8 

61 

No  load 

1.36 

3.3 

1.9 

1.1 

1 

f 

PREFERRED  VALUE 

Growth/income 

148.6 

21 

No  load 

0.94 

0.5 

-0.4 

1.8 

52 

i« 

T.  ROWE  PRICE  BALANCED 

Balanced 

386.7 

18 

No  load 

1.00 

-2.1 

-3.7 

3.8 

19 

T.  ROWE  PRICE  CAPITAL  APPREC. 

*•* 

Growth 

648.1 

24 

No  load 

1.1 1 

3.8 

1.4 

2.7 

27 

li 

T.  ROWE  PRICE  EQUITY  INDEX 

Growth/Income 

266.4 

69 

No  load 

0.45 

1.0 

-0.2 

2.7 

3£ 

(i 

T.  ROWE  PRICE  EQUITY-INCOME 

*  -* 

Equity-income 

3143.9 

13 

No  load 

0.91 

4.5 

2.0 

3.5 

11 

T.  ROWE  PRICE  EUROPEAN  STOCK 

Europe 

355.5 

41 

No  load 

1.25 

4.1 

3.6 

1.0 

IJ 

T.  ROWE  PRICE  GROWTH  &  INCOME 

AVG 

Growth/income 

1219.8 

8 

No  load 

0.83 

-0.1 

-1.8 

3.1 

6<: 

|j 

T.  ROWE  PRICE  GROWTH  STOCK  ± 

AVG 

Growth 

2054.8 

9 

No  load 

0.83 

0.9 

-1.7 

0.9 

6{ 

ii3 

T.  ROWE  PRICE  INTL  DISCOVERY 

♦  ♦ 

Foreign 

467.1 

40 

2.00' 

1.50 

-7.6 

-9.1 

0.4 

!J 

T.  ROWE  PRICE  INTL  STOCK  . 

Foreign 

5982.0 

60 

No  load 

0.96 

-0.8 

-2.5 

1.0 

J 

U 

T.  ROWE  PRICE  JAPAN 

Pacific 

177.8 

160 

No  load 

1.50 

15.1 

12.7 

0.0 

(, 

T.  ROWE  PRICE  LATIN  AMERICA 

Foreign 

195.4 

NM 

2.00* 

1.99 

-15.9 

-15.9 

0.0 

E 

K 

T.  ROWE  PRICE  MID-CAP  GROWTH 

Growth 

96.4 

69 

No  load 

1.25 

0.3 

-0.4 

0.0 

8C 

T.  ROWE  PRICE  NEW  AMERICA  GROWTH 

AVG 

Growth 

636.8 

6 

No  load 

1.19 

-7.4 

-8.0 

0.0 

205 

T.  ROWE  PRICE  NEW  ASIA 

Pacific 

2061.7 

20 

No  load 

1.22 

-19.2 

-21.6 

0.8 

1 

T.  ROWE  PRICE  NEW  ERA  JL 

Natural  resources 

987.7 

34 

No  load 

0.82 

5.2 

3.4 

1.8 

T.  ROWE  PRICE  NEW  HORIZONS 

AVG 

Small  company 

1617.3 

3 

No  load 

0.95 

0.3 

-2.2 

0.0 

3 

T.  ROWE  PRICE  OTC  SECURITIES 

♦ 

Small  company 

190.2 

-4 

No  load 

1.15 

0.1 

-2.8 

0.2 

3 

T.  ROWE  PRICE  SCIENCE  &  TECH. 

-*  *  * 

Technology 

844.7 

81 

No  load 

1.21 

15.8 

15.3 

0.0 

T.  ROWE  PRICE  SMALL-CAP  VALUE 

** 

Small  company 

415.8 

-4 

No  loadt 

0.98 

-1.4 

-3.4 

1.0 

4 

T.  ROWE  PRICE  SPECTRUM  GROWTH 

Growth 

862.4 

59 

No  load 

0.00 

1.4 

-0.8 

1.4 

5S 

1, 

T.  ROWE  PRICE  SPECTRUM  INCOME 

Income 

622.6 

8 

No  load 

0.00 

-1.9 

-4.2 

6.7 

L 

PRINCOR  CAPITAL  ACCUMULATION  JL 

Growth 

282.9 

12 

5.00 

0.83t 

0.2 

-0.9 

2.0 

8E 

1 

PRINCOR  EMERGING  GROWTH 

** 

Maximum  growth 

94.8 

73 

5.00 

1.74t 

3.0 

2.8 

0.1 

I 

PRINCOR  GROWTH 

*-* 

Growth 

117.2 

36 

5.00 

1.30t 

3.2 

2.3 

0.9 

38 

PRINCOR  WORLD 

♦ 

Foreign 

115.1 

48 

5.00 

1.74t 

-5.3 

-6.1 

0.5 

4 

\i 

PRUDENTIAL  ALLOCATION  CONSERV.  B  (ww) 

Asset  allocation 

427.6 

18 

5.00** 

2.00t 

-3.6 

-4.8 

2.3 

2 

I 

PRUDENTIAL  ALLOCATION  STRATEGY  B  (xx)  « 

Asset  allocation 

326.0 

-10 

5.00** 

2.03t 

-5.2 

-6.5 

1.6 

2 

PRUDENTIAL  EQUITY  B 

* 

Growth 

1891.0 

10 

5.00** 

1.66t 

1.6 

0.0 

0.9 

55 

i 

PRUDENTIAL  EQUITY-INCOME  B 

* 

Equity-income 

919.0 

59 

5.00** 

1.75t 

-0.8 

-2.6 

2.4 

1 

I, 

PRUDENTIAL  GLOBAL  B 

World 

388.2 

45 

5.00** 

2.08t 

-5.5 

-5.9 

0.0 

3 

PRUDENTIAL  GLOBAL  GENESIS  B 

World 

183.4 

91 

5.00** 

2.25t 

-8.9 

-9.0 

0.2 

4 

PRUDENTIAL  GLOBAL  NATURAL  RES.  B 

Natural  resources 

76.3 

75 

5.00** 

2.65t 

-5.6 

-5.6 

0.0 

1 

i> 

PRUDENTIAL  GROWTH  OPPORTUNITY  B 

AVG 

Small  company 

379.1 

-1 

5.00** 

2.06t 

-3.9 

-5.8 

0.0 

6 

11 

PRUDENTIAL  MULTI-SECTOR  B 

Growth 

164.5 

51 

5.00" 

2.16t 

2.7 

-0.1 

0.0 

47 

U 

PRUDENTIAL  PACIFIC  GROWTH  B 

Pacific 

418.7 

53 

5.00- * 

2.12t 

-9.5 

-9.6 

0.0 

1 

I 

PRUDENTIAL  STRATEGIST  B  (yy) 

Asset  allocation 

164.3 

-20 

5.00** 

2.13t 

-7.0 

-8.3 

0.0 

3 

i 

PRUDENTIAL  UTILITY  B 

Utilities 

3660.4 

-23 

5.00** 

1.59t 

-8.5 

-10.4 

2.8 

1 

1 

PUTNAM  ASIA  PACIFIC  GROWTH  A 

Pacific 

149.7 

205 

5.75 

1.53t 

-0.5 

-1.4 

0.0 

I! 

PUTNAM  CORPORATE  ASSET 

*  * 

Income 

118.6 

-17 

2.50 

0.80 

-3.8 

-6.1 

7.9 

1. 

PUTNAM  EQUITY  INCOME  A 

Equity-income 

303.7 

-7 

5.75 

1.16t 

1.3 

0.1 

3.8 

I 

PUTNAM  EUROPE  GROWTH  A 

Europe 

82.1 

163 

5.75 

1.50T 

6.4 

6.1 

0.0 

1 

PUTNAM  FUND  FOR  GROWTH  &  INC.  A 

Growth/income 

5768.2 

11 

5.75 

0.95t 

-0.3 

-2.1 

3.0 

72 

t, 

PUTNAM  GLOBAL  GROWTH  A 

World 

1442.3 

55 

5.75 

1.31t 

-0.9 

-1.8 

0.0 

2 

1! 

PUTNAM  HEALTH  SCIENCES  A 

AVG 

Health  care 

793.0 

2 

5.75 

1.12t 

15.2 

14.3 

0.8 

I 

PUTNAM  INVESTORS  A 

♦ 

Growth 

766.3 

-7 

5.75 

0.99t 

-3.2 

-5.7 

0.0 

160 

a 

PUTNAM  MANAGED  INCOME  A 

-* 

Income 

437.8 

-18 

5.75 

1.09t 

-1.2 

-3.0 

6.1 

SI 

PUTNAM  NATURAL  RESOURCES  A  (ZZ) 

♦  ♦  ♦ 

Natural  resources 

1 19.6 

2 

5.75 

1.24t 

-2.8 

-3.3 

1.7 

IS 

PUTNAM  NEW  OPPORTUNITIES  A 

Growth 

855.7 

82 

5.75 

1.23t 

3.4 

3.1 

0.0 

32 

it 

PUTNAM  OTC  EMERGING  GROWTH  A 

Small  company 

495.5 

22 

5.75 

1.16t 

2.2 

0.1 

0.0 

2 

1 

PUTNAM  UTILITIES  GROWTH  &  INC.  A 

Utilities 

522.4 

-20 

5.75 

1.08t 

-7.0 

-8.5 

5.3 

PUTNAM  VISTA  A 

* 

Growth 

656.8 

34 

5.75 

1.09t 

-3.8 

-4.0 

0.0 

173 

n 

PUTNAM  VOYAGER  A  X 

Maximum  growth 

3362.9 

24 

5.75 

i.iot 

0.4 

-0.7 

0.0 

u 

QUEST  FOR  VALUE  A 

AVG 

Growth 

223.0 

-7 

5.50 

1.73t 

0.9 

-1.3 

0.7 

69 

Si 

QUEST  FOR  VALUE  GLOBAL  EQUITY  A 

World 

148.0 

8 

5.50 

1.95t 

3.2 

0.7 

0.0 

u 

QUEST  FOR  VALUE  OPPORTUNITY  A 

*•* 

Asset  allocation 

163.6 

31 

5.50 

1.78t 

4.9 

3.8 

0.6 

13 

QUEST  FOR  VALUE  SMALL  CAP  A 

-*--* 

Small  company 

1 16.3 

13 

5.50 

1.83t 

-0.3 

-1.0 

0.0 

3 

IJ 

REICH  &  TANG  EQUITY 

* 

Growth 

92.8 

-13 

No  load 

1.15t 

1.7 

-2.4 

1.4 

54 

li 

RIGHTIME 

** 

Growth/income 

143.0 

-14 

No  load 

2.48t 

0.8 

-3.2 

1.2 

48 

RIGHTIME  BLUE  CHIP 

* 

Growth/income 

221.1 

1 

4.75 

2.15t 

2.2 

-3.2 

1.4 

24 

IS 

RIGHTIME  MIDCAP 

Growth/income 

67.8 

9 

4.75 

2.26t 

1.9 

0.9 

1.6 

28 

ij 

RIVERSIDE  CAPITAL  VALUE  EQUITY  (aaa) 

Growth 

75.5 

-6 

4.50 

1.36t 

-3.2 

-5.1 

0.7 

159 

1.4 

ROBERTSON  STEPHENS  CONTRARIAN 

Asset  allocation 

485.7 

201 

No  load 

NA  t 

-5.5 

-6.1 

0.0 

3 

ID 

ROBERTSON  STEPHENS  EMERGING  GRTH 

AVG 

Small  company 

176.1 

4 

No  load 

1.60t 

8.0 

4.7 

0.0 

IS 

ROBERTSON  STEPHENS  VALUE  f  GRTH.  (bbb) 

Small  company 

132.5 

474 

No  load 

1.55 

23.1 

22.7 

0.0 

K 

ROYCE  EQUITY-INCOME 

* 

Equity-income 

81.7 

0 

1.00* 

1.28 

-3.3 

^.8 

3.5 

2 

is 

I  '  includes  redemption  tee.  "  Includes  deferred  sales  charge,  i  12{b)-l  plan  in  effect,  t  Not  currently  accepting  new  accounts.  §  Holding  is  less  than  0.5%  of  assets. 

i  'vjw)  Foimei:y  Prudential  FlexiFund  Conserv  Mgd  B.  (xx)  Formerly  Prudential  FlexiFund  Strategy  B.  (yy)  Formerly  Prudential  Growth  B.  (zz)  Formerly  Putnam  Energy  Resources 

I  (eida)  Fo.--nerly  Riverside  Capital  Equity,  (bbb)  Formerly  Robertson  Stephens  Value  Plus. 
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Equity  Funds 


INUAL  TOTAL  RETURNS  (%) 

TREND 

PORTFOLIO  DATA 

RISK 

TELEPHONE 

5  YEARS 

10  YEARS 

BW  10-YEAR 

TURNOVER 

%CASH 

P-E 

STYLE 

UNTAXED 

LARGEST  HOLDING 

TOLL-FREE 

in-state" 

PRETAX  AFTERTAX 

PRETAX 

AFTERTAX 

ANALYSIS 

RATIO 

GAINS  (%) 

COMPANY  (%  ASSETS) 

(800) 

12.6 

1 1.9 

LUU 

Average 

1 1 

20 

SB 

16 

Cardinal  Health(3) 

Average 

228-1024 

Wl 

414-287-3808 

"7  n 
/.U 

J. 9 

LLLJi 

High 

0 

25 

SB 

-7 

South  Vl/est  Property  Trust(6) 

High 

435-1405 

ated 

1  1  1  i  1 

1 

24 

LG 

13 

United  Healthcare(4) 

662-4769 

ated 

1  1  1  U 

7 

25 

MV 

7 

Hyundai  Motor(2) 

662-4769 

ated 

Mill 

16 

16 

LB 

8 

Monsanto(3) 

662-4769 

9.3 

7.0 

1  0 

ft  7 

Average 

7 

20 

LB 

3 

General  Electricd) 

Very  low 

638-5660 

MD 

410-547-2308 

Average 

20 

23 

MB 

4 

Philip  Morris(3) 

Very  low 

638-5660 

MD 

410-547-2308 

II !  y 

Very  low 

15 

18 

LB 

5 

General  Electric(2) 

638-5660 

MD 

410-547-2308 

9.9 

7.7 

Uktd 

1  1  1  u 

Average 

9 

18 

LB 

6 

Philip  Morris(2) 

Low 

638-5660 

MD 

410-547-2308 

Low 

4 

23 

LB 

8 

Elsevier  (Netherlands)(3) 

638-5660 

MD 

410-547-2308 

8.7 

7.1 

1  n  Q 

1  U.3 

Q  1 
O.  1 

lUM 

Low 

8 

20 

LB 

10 

Calfed  Bank  CI  A(3) 

Average 

638-5660 

MD 

410-547-2308 

zJ.D 

/ .  / 

1  T  "7 

Average 

9 

21 

LG 

23 

FHLMC(5) 

Average 

638-5660 

MD 

410-547-2308 

4.1 

3.4 

Average 

4 

24 

SB 

-1 

Philippine  Lg  Dist  Tel  (A0R)(1) 

High 

638-5660 

MO 

410-547-2308 

7.2 

5.7 

18.0 

14.6 

Low 

4 

30 

LB 

6 

Vt/olters  Kluwer  (Netherlands)(2) 

High 

638-5660 

MD 

410-547-2308 

1  M 

Average 

5 

42 

MB 

-2 

Sekisui  Chemical(2) 

638-5660 

MD 

410-547-2308 

_  

ated 

1  1  1  II 

Very  low 

9 

19 

-24 

Telefonos  De  Mexico  A  (ADR)(16) 

638-5660 

ated 

INI 

Average 

9 

25 

SG 

10 

Smith  lnternational(3) 

638-5660 

MD 

410-547-2308 

!1.2 

10.4 

Low 

5 

23 

MG 

19 

cue  lnternational(4) 

High 

638-5660 

MD 

410-547-2308 

INI 

Average 

6 

25 

MG 

-6 

United  Overseas  Bank(3) 

638-5660 

MD 

410-547-2308 

5.3 

3.3 

11.6 

8.8 

Low 

16 

28 

LG 

19 

W/al-Mart  Stores(6) 

Low 

638-5660 

MD 

410-547-2308 

13.2 

10.5 

119 

9  1 

Average 

2 

27 

SG 

27 

cue  lntl.(3) 

High 

638-5660 

MD 

410-547-2308 

ft 

10  8 

7  6 

'  1  !■ 

Low 

8 

19 

SB 

19 

Selective  Insurance  Group(2) 

Average 

638-5660 

MD 

410-547-2308 

22.0 

20.2 

High 

8 

31 

MG 

21 

Autodesk(5) 

Very  high 

638-5660 

MD 

410-547-2308 

11.8 

10.5 

LlMi 

Low 

5 

18 

SV 

13 

La  Quinta  lnns(3) 

Low 

638-5660 

MD 

410-547-2308 

1 II  y 

Very  low 

0 

NA 

LG 

0 

T  Rowe  Price  IntI  Stock  Fd(20) 

638-5660 

MD 

410-547-2308 

1  1  1  u 

Low 

15 

NA 

-6 

T  Rowe  Price  High-Yield  Fund(22) 

638-5660 

MD 

410-547-2308 

7  6 

5  8 

1 9  n 

Q  1 
3.  J 

KJJJ 

irm 

Low 

3 

17 

MV 

5 

Ford  Motor(3) 

Average 

451-5447 

lA 

515-247-6833 

13.7 

13.2 

Very  low 

10 

19 

SB 

17 

Health  Systems  InternationalO) 

Average 

451-5447 

lA 

515-247-6833 

13.5 

12.3 

14.5 

12.2 

Very  low 

6 

20 

MB 

23 

Health  Systems  lnternational(4) 

Average 

451-5447 

lA 

515-247-6833 

7.8 

7.1 

12.3 

9.4 

Very  low 

3 

19 

MV 

9 

Svenska  Handelsbanken  Free(4) 

Average 

451-5447 

lA 

515-247-6833 

7.9 

5.8 

LLUJ 

High 

15 

18 

MB 

0 

Dean  Witter  Discoverd) 

Very  low 

225-1852 

6.8 

5.0 

LLMJ 

High 

38 

17 

LB 

I 

Royal  Dutch  Petroleum(2) 

Low 

225-1852 

10.4 

8.0 

14.3 

12.0 

Low 

13 

16 

LV 

1 1 

Scott  Paper(4) 

Average 

225-1852 

8.9 

7.2 

■xa 

Average 

4 

21 

MV 

-2 

TennecoO) 

Low 

225-1852 

4.4 

4.3 

13.1 

12.2 

Average 

1 

27 

MG 

13 

Nichiei(2) 

High 

225-1852 

6.8 

6.7 

Low 

12 

26 

SG 

5 

Liu  Chong  Hing  lnvestment(2) 

High 

225-1852 

1  8 

;    :    1  i 

Low 

4 

31 

MG 

2 

Tejas  Gas(3) 

High 

225-1852 

10.7 

8.9 

12.2 

10.1 

i    '  M 

Average 

2 

19 

SV 

4 

Trinity  lndustries(3) 

Average 

225-1852 

I    II  W 

Average 

8 

20 

MB 

2 

Motorola(2) 

225-1852 

ated 

MM! 

Average 

7 

33 

MG 

4 

Nichlei(3) 

225-1852 

3.0 

1 .4 

1 0.2 

8.6 

■  Ml 

Very  high 

18 

20 

MB 

5 

First  Financial  Management(4) 

Average 

225-1852 

5  1 

2  9 

1 3  3 

10  4 

Low 

4 

15 

MV 

3 

Telefonos  De  Mexico  L  {ADR)(3) 

Low 

225-1852 

Mil 

Average 

4 

37 

MB 

1 

Daiwa  Securities(2) 

225-1581 

7.5 

4.8 

7.9 

4.2 

^MJ 

High 

4 

15 

LV 

-144 

Philip  Morris(l) 

Very  low 

225-1581 

MA 

617-292-1000 

7.6 

5.3 

9.8 

6.0 

M  1  y 

High 

2 

17 

LV 

-45 

JP  Morgan(2) 

Low 

225-1581 

MA 

617-292-1000 

M  1  y 

Average 

10 

21 

MV 

8 

BASF(3) 

225-1581 

MA 

617-292-1000 

9.3 

6  8 

13.9 

10.0 

Average 

4 

17 

LB 

0 

Philip  Morris(3) 

Low 

225-1581 

MA 

617-292-1000 

7.0 

5.9 

16.6 

14.6 

Average 

7 

24 

MB 

9 

Sime  Darby  (SingaporeXl) 

Average 

225-1581 

MA 

617-292-1000 

12.1 

10.6 

17.0 

14.4 

Low 

3 

21 

LG 

24 

Abbott  L3boratories(6) 

High 

225-1581 

MA 

617-292-1000 

8.9 

5.5 

13.1 

8.5 

High 

0 

18 

LB 

6 

General  ElectricO) 

Average 

225-1581 

MA 

617-292-1000 

8.3 

5.3 

Lkyyy 

Very  high 

3 

16 

LV 

-6 

Xerox(l) 

Low 

225-1581 

MA 

617-292-1000 

3  7 

1  2 

9.4 

7  4 

LLU 

Very  high 

4 

27 

MB 

-7 

Exxon(3) 

High 

225-1581 

MA 

617-292-1000 

M  ;  ■ 

Average 

6 

31 

SG 

16 

Hospitality  Franchise  System(2) 

225-1581 

MA 

617-292-1000 

14.1 

12.0 

17.7 

15.8 

Average 

3 

32 

SG 

24 

Liberty  Media  CI  A(2) 

Very  high 

225-1581 

MA 

617-292-1000 

i  !  :  U 

High 

4 

14 

LV 

-10 

Entergy(4) 

225-1581 

MA 

617-292-1000 

1 1.2 

8.6 

14  8 

116 

High 

8 

21 

MG 

7 

First  Interstate  Bancorp(2) 

Average 

225-1581 

MA 

617-292-1000 

13.8 

12.0 

18  1 

15  5 

Average 

9 

26 

MG 

18 

Lin  Broadcastlng(3) 

High 

225-1581 

MA 

617-292-1000 

9.4 

7.9 

12.2 

10.2 

Low 

10 

17 

MB 

9 

Exel(5) 

Average 

232-3863 

NY 

212-667-7587 

Average 

15 

25 

LB 

1 1 

FHLMC(3) 

232-3863 

NY 

212-667-7587 

12.7 

11.7 

Low 

21 

15 

MB 

5 

McDonnell  Douglas(6) 

Low 

232-3863 

NY 

212-667-7587 

12.9 

1 1 .5 

Average 

14 

22 

SB 

6 

Stratus  Computer(3) 

Average 

232-3863 

NY 

212-667-7587 

9.4 

7.2 

Ly^ 

Low 

6 

17 

MB 

14 

American  Cyanamid(6) 

Low 

676-6779 

NY 

212-830-5220 

8.4 

5.7 

LLyj 

Very  low 

100 

NA 

-1 

Columbia  Special  Fund(2) 

Very  low 

242-1421 

PA 

215-887-81 1 1 

7.3 

5.2 

1  II  u 

Very  low 

100 

18 

LB 

-2 

General  Electricd) 

Very  low 

242-1421 

PA 

215-887-81 1 1 

Average 

100 

19 

MB 

-1 

General  Motors  CI  E  § 

242-1421 

PA 

215-887-8111 

Illy 

Average 

9 

18 

SV 

2 

AmdahKS) 

874-8376 

ated 

Mill 

6 

34 

SG 

-10 

Santa  Fe  Pacific(5) 

766-3863 

CA 

415-781-9700 

14.4 

12.8 

Very  high 

4 

26 

SG 

6 

Community  Health  Systems(2) 

Very  high 

766-3863 

CA 

415-781-9700 

ated 

Mia 

Very  high 

1 

21 

MG 

12 

Vencor(6) 

766-3863 

CA 

415-781-9700 

7.6 

5.4 

High 

5 

17 

SV 

-5 

Argonaut  Groupd) 

Low 

221-4268 

NY 

212-355-7311 

DATA:  MORNINGSTAR  INC..  CHICAGO,  IL. 
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MUTUAL  FUND  SCOREBOARD 


FUND 


RATING  OBJECTIVE 


SIZE 


FEES 


1994  RETURNS  (%) 


ASSESTS 
SMIL 


%  CHG 
19934 


SALES 
CHARGE (%) 


EXPENSE 
RATIO  (%) 


PRE- 
TAX 


AFTER- 
TAX 


YIELD 


ROYCE  PREMIER 
ROYCE  VALUE  Jt 

RSI  RETIREMENT  CORE  EQUITY  X 
SAFECO  EQUITY  i 
SAFECO  GROWTH 


AVG 
AVG 


Small  company 
Small  company 
Growth/income 
Growth/income 
Small  company 


196.1 
166.7 
141.3 
449.1 
150.2 


445 

-9 
-3 
132 
-8 


1.00* 
1.00* 
No  load 
No  load 
No  load 


1.46 

1.90t 

0.99 

0.85 

0.95 


3.3 
-1.6 
1.3 
9.9 
-1.6 


2.6 
-3.0 
1.3 
8.1 
^.6 


0.8 
0.5 
0.0 
1.9 
0.0 


SAFECO  INCOME  ± 
SALOMON  BROS.  CAPITAL 
SALOMON  BROS.  INVESTORS 
SALOMON  BROS.  OPPORTUNITY  X 
SBSF  X 


AVG 
AVG 
AVG 


Equity-income 
Growth 

Growth/income 
Growth 

Growth/income 


180.7 
87.5 
353.3 
108.8 
108.0 


-10 
-23 
-9 
-7 
-11 


No  load 
No  load 
No  load 
No  load 
No  load 


0.86 
1.28 
0.66 
1.22 
1.19 


-1.1 
-14.2 
-0.8 
0.8 
-5.6 


-2.9 
-17.4 
^.3 
-0.9 
-7.5 


4.8 
0.2 
2.2 
1.2 
1.4 


SCHAFER  VALUE 
SCHWAB  1000 

SCHWAB  INTERNATIONAL  INDEX 
SCHWAB  SMALL  CAP  INDEX 
SCUDOER  CAPITAL  GROWTH  X 


Growth 

Growth/income 
Foreign 

Small  company 
Growth 


71.7 
554.0 
137.7 

67.5 
1294.5 


210 
5 
30 
NM 

-9 


No  load 
0.50* 
0.75* 
0.50* 

No  load 


1.48 

0.51 

0.84 

0.55t 

0.97 


^.3 
-0.1 
3.8 
-3.1 
-9.9 


-5.8 
-0.7 
3.5 
-3.3 
-10.8 


0.9 
2.1 
1.1 
0.6 
0.0 


SCUDDER  DEVELOPMENT 
SCUDDER  GLOBAL 

SCUDDER  GLOBAL  SMALL  COMPANY 

SCUDDER  GOLD 

SCUDDER  GROWTH  &  INCOME 


AVG 


Small  company 

World 

World 

Precious  metals 
Growth/income 


589.5 
1131.3 
239.3 
125.7 
1988.7 


-22 
29 
22 
30 
26 


No  load 
No  load 
No  load 
No  load 
No  load 


1.27 
1.45 
1.67 
1,69 
0.87 


-5.3 
-A.2 
-7.7 
-7.4 
2.6 


-7.1 
-A.l 
-7.8 
-9.0 
0.2 


0.0 
0.5 
0.0 
2.0 
2.9 


SCUDDER  INTERNATIONAL  X 
SCUDDER  LATIN  AMERICA 
SCUDDER  PACIFIC  OPPORTUNITIES 
SCUDDER  QUALITY  GROWTH 
SEAFIRST  RETIREMENT  ASSET  ALLOC. 


Foreign 
Foreign 
Pacific 
Growth 

Asset  allocation 


2299.8 
799.3 
447.7 
108.5 
144.6 


26 
150 

35 
-11 

-5 


No  load 
2.00* 
No  load 
No  load 
No  load 


1.19 
2.01 
1.93 
1.25 
0.94 


-3.0 
-9.4 
-17.1 
-1.3 
-0.2 


^.5 
-10.4 
-17.3 
-3.5 
-2.4 


0.0 
0.0 
0.6 
1.0 
3.3 


SEAFIRST  RETIREMENT  BLUE  CHIP 
SECURITY  EQUITY  A  .f. 
SELECTED  AMERICAN 
SELIGMAN  CAPITAL  A 
SELIGMAN  COMMON  STOCK  A 


AVG 
AVG 


Growth 
Growth 

Growth/income 
Maximum  growth 
Growth/income 


141.7 
349.9 
503.0 
172.3 
541.1 


14 
-5 
11 
-16 
-3 


No  load 
5.75 

No  load 
4.75 
4.75 


0.95 

1.06 

1.32t 

1.13t 

0.84t 


2.1 
-2.6 
-3.3 
-7.1 
-1.9 


-0.5 
-4.6 
-5.3 
-9.9 
-^.3 


1.5 
0.0 
1.6 
0.0 
2.9 


SELIGMAN  COMMUNICATIONS  &  INFO.  A 
SELIGMAN  GROWTH  A 
SELIGMAN  INCOME  A 
SENTINEL  BALANCED  X 
SENTINEL  COMMON  STOCK 


AVG 


Technology 

Growth 

Income 

Balanced 

Growth/income 


250.9 
557.5 
309.3 
228.0 
842.0 


204 

-9 

-1 
-1 
-7 


4.75 
4.75 
4.75 
5.00 
5.00 


1.58t 
0.89t 
0.99t 
1.16t 
l.Olt 


35.3 
-3.8 
-5.4 
-3.6 
-1.2 


32.3 
-6.6 
-7.1 
^.8 
-3.2 


0.0 
0.2 
5.7 
4.1 
2.9 


SENTINEL  EMERGING  GROWTH  (ccc) 

SENTRY  « 

SEQUOIA 

SEVEN  SEAS  MATRIX  EQUITY 
SEVEN  SEAS  S&P  500  INDEX 


Small  company 
Growth 
Growth 
Growth 

Growth/income 


90.0 
75.7 
1548.3 
138.3 
302.3 


-17 
-1 
2 
55 
-2 


5.00 
No  load 
No  loadt 
No  load 
No  load 


1.56t 
0.87 
1.00 
0.58t 
0.1 5t 


0.1 
-1.1 

3.7 
-0.4 

1.3 


-4.4 
-2.9 

3.0 
-1.2 

0.3 


0.0 
1.2 
1.1 
2.3 
2.8 


1784  GROWTH  &  INCOME 
SIERRA  EMERGING  GROWTH  A 
SIERRA  GROWTH  &  INCOME  A 
SIERRA  GROWTH  A 
SIERRA  INTERNATIONAL  GROWTH  A 


Growth/income 
Small  company 
Growth/income 
Growth 
Foreign 


193.1 
146.3 
152.2 
122.1 
122.3 


79 
29 
91 
40 
48 


No  load 
4.50 
4.50 
5.75 
4.50 


0.35t 
1.66t 
1.50t 
1.75t 
1.69t 


-0.2 
-0.3 
0.1 
0.7 
-1.3 


-0.7 
-1.0 
-2.1 
0.6 
-2.7 


1.1 
0.0 
1.0 
0.1 
0.4 


SIFE  TRUST  X 

SIT  GROWTH  X 

SKYLINE  SPECIAL  EQUITIES 

SKYLINE  SPECIAL  EQUITIES  II 

SMALLCAP  WORLD 


AVG 


Financial 
Growth 

Small  company 
Small  company 
World 


410.2 
300.2 
202.0 
89.5 
3482.7 


-1 
-6 
-8 
64 
28 


6.25 
No  load 
No  loadt 
No  load 

5.75 


1.02 
0.82 
1.50 
1.50 
1.15t 


0.5 
-0.5 
-1.2 
-1.5 
-2.9 


-1.5 
-2.8 
-A.2 
-2.8 
-4.6 


4.2 
0.0 
0.0 
0.2 
0.5 


SMITH  BARNEY  AGGRESSIVE  GRTH.  A  (ddd)  Maximum  growth  176.4  -A  5.00  1.42t  -1.6  -2.5  0.0 

SMITH  BARNEY  APPRECIATION  A  (eee)  J..      AVG  Growth  1697.6  7  5.00  1.02t  -0.8  -2.8  1.7 

SMITH  BARNEY  CAPITAL  APPREC.  C  (fft)  Growth  71.3  -20  1.00**  2.17t  -8.5  -8.5  0.0 

SMITH  BARNEY  FUNDAMENTAL  VALUE  B  (ggg)  Growth  361.6  137  5.00**  2.06t  1.1  -3.2  1.2 

SMITH  BARNEY  GROWTH  &  INCOME  A  (hhh)  Growth/income  95.0  2140  5.00  1.49t  ^.3  -5.2  2  0 


SMITH  BARNEY  INCOME  &  GROWTH  A  X 
SMITH  BARNEY  INTL  EQUITY  A 
SMITH  BARNEY  PREM.  TOTAL  RET.  B  (ill)  * 
SMITH  BARNEY  PRINCIPAL  RET.  1996  (jjj) 
SMITH  BARNEY  PRINCIPAL  RET.  1998  (kkk) 


AVG 


Growth/income 

Foreign 

Equity-income 

Balanced 

Balanced 


559.6 
519.2 
1386.6 
72.5 
101.5 


-10 
81 
-2 
-21 
-26 


5.00 

5.00 

5.00** 

S.OOt 

5.00t 


0.91 1 

1.29t 

1.66t 

0.75 

l.Olt 


-A.2 
-8.9 
2.9 
-0.3 
-3.9 


-5.5 
-9.3 
0.5 
-4.2 
-6.9 


3.6 
0.7 
7.9 
6.3 
5.4 


SMITH  BARNEY  PRINCIPAL  RET.  2000  (III)                Balanced  74.8  -23  5.00  1.14t  1.5  0.4  3.3 

SMITH  BARNEY  SPEC.  EQUITIES  B  (mmm)                   Small  company  93.2  -29  5.00**  2.25t  -6.3  -6.3  0.0 

SMITH  BARNEY  STRAT  INVESTORS  B  (nnn)  •*      Asset  allocation  219.5  -30  5.00**  2.02t  -2.1  -3.7  1.7 

SMITH  BARNEY  TELECOMM  GROWTH  B  (000)            Technology  191.1  42  5.00**  2.07t  -7.2  -7.3  0.3 

SMITH  BARNEY  TELECOMM  INCOME  (ppp)                  Utilities  67.8  -5  5.00t  0.95  -1.9  -A.l  4.0 


SMITH  BARNEY  UTILITIES  B  (qqq) 
SMITH  BARNEY  UTILITY  A 
SOG£N  INTERNATIONAL  X 
SOG£N  OVERSEAS 
SOUTKTRUST  VULCAN  STOCK 


Utilities 
Utilities 

Asset  allocation 

Foreign 

Growth 


1501.6 
69.3 

1822.5 
437.9 
118.9 


-42 

28 
1119 
221 


5.00** 

5.00 

3.751: 

3.75 

5.50* 


1.54t 
l.OOt 
1.26t 
1.37t 
0.48 


-10.1 
-8.6 
2.5 
7.8 
-1.7 


-11.8 
-10.7 
1.6 
7.6 
-2.3 


6.3 
7.1 
O.G 
0.4 
1.9 


inclii'lps  redemption  fee.  "  Includes  deferred  sales  charge,  t  12(b)-l  plan  in  effect.  }  Not  currently  accepting  new  accounts.  §  Holding  is  less  than  0.5%  of  assets,  (ccc 
S(  nt'nei  Ajjoressive  Growth,  (ddd)  Formerly  Smith  Barney  Shearson  Aggr  Growth  A.  (eee)  Formerly  Smith  Barney  Shearson  Appreciation  A.  (fff)  Formerly  Smith  Barney  Capital  / 
tion  J.  <^,^s)  Formerly  Smith  Barney  Shearson  FundmntI  Val  B.  (hhh)  Formerly  Smith  Barney  Shearson  Growth  &  Inc  A  (in)  Formerly  Smith  Barney  Shearson  Prem  Tot  Ret  B.  (, 
merly  Sni  rh  Barney  J.hearson  Prin  Ret  1996.  (kkk)  Formerly  Smith  Barney  Shearson  Prin  Ret  1998.  (Ill)  Formerly  Smith  Barney  Shearson  Prin  Ret  2000.  (mmm)  Formerly  Sm 
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Equity  Funds 


lUAL  TOTAL  RETURNS  (%) 

TREND 

PORTFOLIO  DATA 

RISK 

TELEPHONE 

5  YEARS 

10  YEARS 

BW  10-YEAR 

TIIRNnVFR 

%CASH 

P-E 

1  IMTAYCn 
UI1  IHAlU 

LARGEST  HOLDING 

TOLL-FREE 

IN-'^TATF 

PRETAX  AFTERTAX 

PRETAX  ARERTAX 

ANALYSIS 

RATIO 

GAINS  (%) 

COMPANY  (%  ASSETS) 

(800) 

i  1  1  ■ 

Average 

£.0 

on 
ZU 

sv 

1 

UldllC  ^  OlUlCd^£^ 

22 1  -4268 

NY 

21 2-355-731 1 

7.4 

5.6 

10.8 

8.5 

Low 

1 0 
1  z 

1 Q 

sv 

1 9 

A 1  Ipahsnu^  1  ^ 
HMcgiidiiyv  1  / 

Low 

22 1  -4268 

NY 

212-355-731 1 

7.1 

7.0 

13.4 

13.3 

Very  low 

4 

1 7 

LB 

1 3 

f;TFf71 

Average 

779  'iRI  ^ 
/  / JD  1  3 

13.0 

10.8 

16.2 

12.8 

Low 

5 

19 

MB 

1 0 

udiidwdy  uuMv^jy 

Aupraop 

nVCi  age 

426-6730 

WA 

10.0 

7.5 

1 1 .9 

8.9 

Average 

5 

20 

SB 

23 

Callaway  Golf(12) 

Very  high 

426-6730 

WA 

206-545-5530 

6.4 

4.6 

11.2 

8.6 

III  il  1,1  u 

Low 

0 

1  Q 

LV 

7 

u  1  tit; 

HZO-D  /  JU 

WM 

20G-545-5530 

5.0 

3.2 

9.3 

6.5 

U  U  1 

High 

4. 

1 5 

MV 

~3 

UccI  cI*t; 

Hiah 

■70c  cccc 

/Zu-OODD 

n  T 

?i  0.783-2081 

8.2 

4.7 

1 2.0 

/.y 

Average 

1 

1 7 

LB 

1 0 

Aupraop 

701^  CCCC 

7.3 

5.8 

12.1 

9.7 

Very  low 

7 

16 

mV 

40 
fZ 

Phiihh/ 1  n^ 

unuDOl  1  u; 

Average 

725-6666 

NY 

01  o.7fto.i  om 

z  1  z*  /  OO'  1  ou  1 

7.0 

4.1 

1 1 .4 

8.6 

ULU 

Average 

1 

22 

MB 

7 

American  International  Group(6) 

Low 

422-7273 

NY 

212-903-1200 

12.3 

9.3 

Low 

0 

1 3 

MV 

_2 

rinaprhiit/O^ 
r  1 1  igci  iiuiv 

Average 

Oyio  n/iQi 
o*+o-U*t(S  1 

NY 

212-644-1800 

1  1  1  u 

Very  low 

1 

19 

LB 

1  n 

ucncidi  cicciridz; 

c;oc  Qcnn 

ted 

MM! 

t  LJ — LJ 

1 

JZ 

1  R 

LD 

*> 

Dntf^l  niitr*h  Datrnlpiim  /RDWO^ 

noyai  uuicn  rciroicuin  vDnA^; 

ROK  Rf^nn 

ted 

MM! 

20 

SB 

_3 

miMldVCII  ^ 

526-8600 

6.6 

4.2 

14.2 

1 1 .3 

Average 

1 

23 

MG 

7 

Time  Vi/arner(5) 

High 

225-2470 

MA 

617-439-4640 

12.0 

10.2 

11.9 

10.0 

Average 

3 

25 

ou 

on 
ou 

Cabletron  Systems(5) 

Very  lllgll 

oo(^  o/i"7n 
ZZ0-Z4/U 

MA 

fil  7-4'^Q-4.R4.n 

7.5 

6.4 

I — ■bJH 

j  1  {  u 

Average 

9 

28 

LV 

1  n 
1  u 

P  mnn/ O  \ 

uanonvz; 

Low 

ZZ0-Z4  /U 

MA 

Average 

7 

31 

e 

0 

Tihhaft  J?   Rrtffan  Rmiin/0\ 

MuDcu  o(  Dtiuen  uroup^o; 

ooR  Ovion 
ZZD-Z'*-/U 

M  A 
IVIA 

0.8 

0.3 

1  r  1  ■ 

1  1 — UaflB 

Average 

0 

29 

z 

Pioneer  Group(4) 

Vioru  hinh 
vciy  Mlglt 

225-2470 

MA 

1 0.2 

8.0 

1  >1  o 

1  n  o 

Average 

5 

22 

MB 

8 

United  TechnologiesO) 

Low 

225-2470 

MA 

617-439-4640 

5.6 

4.2 

16.2 

13.4 

Average 

1 

LB 

1 0 

Mabucht  Motor(  1 ) 

Hiah 

OOR  OAICX 
ZZ J-Zf /U 

IVIM 

ted 

M  M  1 

Low 

Q 

00 

Zo 

MG 

_7 

Tplpfnnnc  flp  Mpvirn  1  /AnPU4^ 

zz J-Z4 /U 

MA 
IVIM 

:ed 

QID 

Low 

zz 

MG 

2 

l^nros  Pipr>trir^  PnuiPrfO\ 

00s  Oiion 

ZZj-Z*t  /U 

MA 

R1  7-4?Q-4fi4n 

M  1  U 

High 

0 

18 

LB 

Phpurnn/O^ 
UllcVI  UIIV>3  j 

225-2470 

MA 

61 7-439-4G40 

~I  A 

u.O 

LLMJ 

Average 

2 

20 

LB 

-3 

Wal-Mart  Stores(2) 

Very  low 

323-9919 

NY 

206-358-6234 

7.9 

6.8 

LLMJ 

Average 

'          A  " 

4 

on 
ZU 

LB 

2 

vvdi'lvidn  diurcbv^}^ 

000  QQ  1  Q 

MV 
n  T 

OnK.'^RR.RO'^4 

9.7 

6.4 

14.0 

10.0 

Average 

Q 

0 

1 Q 

LB 

g 

Monsanto(2) 

Average 

pop  OilCI 

U<i 
no 

Q1  '^-OQS-'?  1  07 

3  1  O  Z9\J  O  1  Z  / 

o.  / 

5.9 

1 3.3 

inn 
1  U.U 

Average 

1 
1 

LV 

g 

VVCIId  rdlgUVH/ 

Hiah 

OA'i  1  R7R 

nivi 

1 1 .2 

8.5 

1 3.3 

1  n 

Average 

1 

21 

MG 

21 

Unmp  ^pn^t/4^ 
nuiiic  UC^UlVHy 

Hiah 

221-2783 

NY 

oio.fiRn-iftfi4 

Q  "7 

D.  / 

1  O  7 

Q  1 

Average 

5 

21 

LB 

18 

General  Electric(2) 

Average 

221-2783 

NY 

212-850-1864 

24,2 

20.6 

22.2 

18.3 

u 

High 

14 

00 
zz 

SG 

20 

Up  ru  h  i  nr  h 

vciy  iiigii 

001  OTDO 
ZZ  1  -Z /oJ 

NY 

0 1  O-ARfl- 1  ftR4 

Z  1  Z  OQU    1  OD*T 

8.3 

5.3 

12.8 

8.9 

High 

00 
Zo 

MG 

1 3 

Ulnmo  r^onnt/4\ 

nuiiic  ucpuiVH/ 

Hiah 

001  07Q0 
ZZ  1  -Z / Oo 

MV 

Z  t  Z  OJU    1  ODH 

0.9 

1  U.o 

/.U 

1  <  i-j  ■ 

Average 

4 

1  / 

LV 

_3 

^hpll  Tr:)nc/Tr;)riina  IlK  fAflPUl^ 

Very  low 

001  07Q0 
ZZ  1  -£  lO'S 

MV 
Pi  T 

019-ftSn.  lRfi4 

-J  1 

1 1  n 
1  i  .u 

ft  Ci 
O.D 

Average 

14 

18 

LB 

IP  Ppnnouf  1  \ 
l\r  rcilllCyi  I  1 

Wpru  1  niAi 

Vciy  1  uw 

282-3863 

VT 

OUZ  ZZ 3  09UU 

/  .O 

Very  low 

4 

18 

LB 

38 

General  Electric(3) 

Low 

282-3863 

VT 

802-229-3900 

ted 

1  [  1'  M 

e 
D 

on 
ZU 

SB 

1 0 

Healthcare  Services  Group(3) 

OQO  OQCO 

V/T 
V  1 

Rfio  ooQ  oQnn 

0UZ-ZZ9-09UU 

8.8 

6.6 

12.3 

3.6 

y  ■  1 

Low 

•> 

1 0 

MB 

24 

IVILUUIIdlU  olUj 

ow 

COO  7P07 
Uoo- /OZ / 

1  1 .0 

Q  1 

110 

1  1  .z 

□■H 

1  M  U 

Low 

1  n 
1  U 

1 7 

LV 

32 

RprUchirp  Hathau/au/07\ 

MV 
PI  T 

oio-04s.4Rnn 

'6d 

High 

17 

LB 

Hpnpral  PlprtrirfO^ 

647-7327 

MA 

R17-RR4-finftQ 

O  1  /  -DOH-OUOS 

MM 

Very  low 

4 

18 

LB 

0 

General  Electric(3) 

647-7327 

MA 

617-654-6089 

ted 

1  1  1  1  i 

5 

NA 

] 

NA 

ZuZ-  I  /O'l' 

rmi 

Very  high 

1 

23 

SG 

g 

LaIUc\D; 

-J  1 
/.  1 

0.*+ 

LI'  U 

High 

3 

1 7 

LB 

_3 

Rnu3l  Hiitrh  Pptrnlpiim/0^ 

Average 

ZZZ-DoDZ 

led 

M'l'l  ! 

Very  high 

24 

21 

MB 

4 

nillpttp/'^^ 
UIIICUCVnJ; 

222-5852 

M  1  U 

Average 

5 

33 

LV 

1 

Sakura  Bank(1) 

222-5852 

10.4 

8.3 

13.3 

10.9 

Low 

1  n 
1 U 

MV 

24 

Qh  auum  lit  Mot  inn  A\ 

Hiah 

nign 

ROil  7y100 
DZ'f-  /HOO 

PA 
UA 

cin  Q07  0QR4 

11.4 

10.2 

15.4 

13.6 

won 

Average 

8 

29 

MG 

18 

tVlclLUiy  ucHcid<\o; 

Hiah 

ooZ-ODoU 

MN 

fil  0-T^4-Sftftft 

D  1  Z  OOH— JOOO 

1  Q  0 

1  1 

Average 

5 

1 2 

0  V 

3 

American  Income  Holding(2) 

Average 

/ICO  cooo 

4bo-bzZz 

IL 

0 1 0  fi7n  RnOR 

0  1  Z-Q  /  U-DUOJ 

led 

Average 

3 

12 

oV 

n 
u 

l-la■3ltht^llCt/0^ 

458-5202 

IL 

010  f;7r>  finoR 

o  1  Z-D  /  U-DUOu 

rrni 

Low 

19 

22 

SG 

9 

Liberty  Media  CI  A(2) 

421-4120 

CA 

213-486-9200 

10.2 

9.4 

15.8 

14.2 

Very  low 

2 

32 

MG 

46 

nAnpntPph/R\ 

Very  high 

451 -20 10 

NY 

0  1  0  70n  QOl  ft 
Z 1 Z- / ZU'^Z 1 o 

7.6 

6.3 

13.8 

12.3 

Average 

1 2 

19 

1  Q 

Q 

Minnesota  Mining  &  Mfg(3) 

Low 

/I  c  1  on  1  n 
40  1  -ZUl U 

NY 

O  1  O  70n  QO  1  Q 

z 1 z- /zu-yz 1 o 

[ed 

M  [  M 

High 

0 

18 

1  R 
LD 

•3 

Lowe's(5) 

TOOK 

□44-  /OOD 

NY 

0  1  0  KQft  R04Q 

ted 

M  M  1 

Hiah 

32 

23 

1  R 
LD 

Great  Western  Financial(3) 

NY 

010  70n  QO  1  ft 
Z  1  z-  /ZU-^Z  1  o 

[ed 

M  M  1 

Average 

4 

17 

LB 

-3 

British  Airways  (A0R)(3) 

451-2010 

NY 

212-720-9218 

6.4 

4.1 

11.5 

8.7 

LUJJ 

Average 

Q 

0 

1  c 

1  D 

1  R 
LD 

■J 

Royal  Dutch  Petroteum(4) 

NY 

010  RQft  R04Q 
Z  1  Z-OaO- JJ*r3 

11.2 

10.3 

Lyrii 

[  MJ 

Low 

2 

29 

MB 

niiuptti  f^rniinM  \ 
UllVclU  uiuup\  1  / 

Hiah 

nign 

044-/OJ0 

NY 

010  fiQft-'^04Q 

111 
1  1 .  t 

Low 

20 

14 

LV 

c 
D 

Phll■^c/0^ 
rllllipb^O; 

Very  low 

451 -zOl U 

NY 

010  70n  Q01  ft 
Z  1  Z-  /  ZU-3Z  1  O 

/.3 

1  ]  MJ 

62 

18 

1  D 
LD 

c 

UUrOnu  1 ) 

Very  low 

NY 

0 1  O  70n  QO  1  Q 
Z  I  Z-  /  ZU-aZ  1  O 

M  1  U 

Low 

0 

18 

LB 

DuPontd ) 

451-2010 

NY 

212-720-9218 

M  1  y 

Very  low 

60 

29 

SG 

1 3 

Genentech(4) 

NY 

0  1  0  70n  QOl  ft 
Z 1 Z- / ZU-^Z 1 0 

8.0 

7.5 

9.7 

8.8 

M  1  ■ 

High 

4 

28 

SG 

udiidWdy  uUlu  1  1 1 

Very  high 

/I  C  1    OA  1  A 

401 -ZUl U 

NY 

0  1  0  70n  QOl  ft 
Z  1  Z-  /  ZU-9Z  1  O 

8.1 

5.6 

1 

High 

24 

1 6 

LV 

Q 

General  Motors(2} 

Low 

Act    OA  1  A 

451  -zDl U 

NY 

o  1  o  70n  QOl  ft 
Z 1 z- / ZU-sZ 1 o 

ted 

I  LIJ  i 

Low 

4 

31 

MG 

9 

General  InstrumentO) 

NY 

C 1 7  R70  Qd 1 n 

0  1  /  -o  /  o-y*f  1  u 

5.0 

1.3 

14.2 

10.6 

LLM 

Very  low 

4 

19 

LB 

62 

Bell  Atlantic(23) 

High 

NY 

617-573-9410 

6.2 

3.9 

LIMJ 

Low 

0 

14 

LV 

-9 

Texas  UtilltiesO) 

Very  low 

451-2010 

NY 

212-720-9218 

MIL 

Average 

3 

13 

MV 

-6 

GTE{3) 

544-7835 

NY 

212-698-5349 

10.5 

8.8 

15.4 

12.3 

MiW 

Low 

15 

23 

SB 

9 

Bank  for  IntI  Settlement(l) 

Very  low 

628-0252 

NY 

212-399-1141 

ted 

^JJ 

42 

24 

MV 

0 

Bank  for  IntI  Settlement  Reg(2) 

628-0252 

ted 

!  i  L 

Average 

4 

21 

LG 

1 

Mobil(4) 

239-7470 

Spec  Equities  B.  (nnn)  Formerly  Smith  Barney  Shearson  Strat  InvestorB,  (ooo)  Formerly  Smith  Barney  Shearson  Telecomm  Grth  B.  (ppp)  Formerly  Smith  Barney  Shear- 
1  Income,  (qqq)  Formerly  Smith  Barney  Shearson  Utilities  B. 
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MUTUAL  FUND  SCOREBOARD 


FUND  RATING 

OBJECTIVE 

SIZE 

FEES 

1994  RETURNS  (%) 

I 

ASSESTS 
SMIL, 

%  CHG, 
1993-4 

SALES 
CHARtt (%) 

hXrtnlbt 

n  ATI  A  iO/  \ 

RAMU  (%) 

PRE- 
TAX 

AFTER- 
TAX 

YIELD 

RAI* 
OE 

- 

STAGECOACH  ASSET  ALLOCATION 

*  * 

Asset  allocation 

955.6 

-5 

4.50 

0.82t 

— Z.o 

-D.J 

4.4 

11 

STAGECOACH  CORPORATE  STOCK 

AVG 

Growth/income 

244.8 

-5 

No  load 

0.97t 

1  1 

—  I.I 

1.9 

5 

i 

Growth/income 

)  16.5 

8 

4.50 

1  .lot 

— U.o 

—  1  .3 

1.5 

7 

10 

u 

Growth/income 

74.0 

49 

4.50 

1.24t 

-2.6 

-3.3 

2.2 

9 

I* 

Growth 

200.6 

-6 

No  loadT 

0.62 

3.5 

2.2 

1.8 

3 

U 

STATE  ST.  INVESTMENT  B 

Growth/income 

111.4 

73 

5.00** 

1.58t 

A  A 

—O.J 

0.7 

11 

STATE  ST.  RESEARCH  CAPITAL  B 

Maximum  growth 

77.5 

200 

5.00** 

2.16t 

— U.D 

—U.D 

0.0 

9  1  CinnUC  \^Mrl  1  ML  \Jrr\Jn  1  Um  1  1^9 

Maximum  growth 

172.3 

4 

No  load 

0.97 

n  n 
U.u 

n  n 
U.U 

0.1 

CTPINRHP  PRIMP  PHIIITIPC 

Growth/income 

121.5 

12 

No  load 

0.90 

-0.1 

-1.7 

1.3 

6 

ii 

CTFINRnP  QPFdAI 

Growth 

1 167.7 

0 

No  load 

0.96 

-3.3 

-5.1 

0.6 

U 

!i 

STEINROE  STOCK 

AVG 

Growth 

302.6 

-18 

No  load 

0.94 

—0.0 

7  A 

0.6 

17 

il 

STEINROE  TOTAL  RETURN  - 

-* 

Equity-income 

215.1 

-5 

No  load 

0.83 

-4  1 

— a.O 

4.8 

ii 

<kTI  a  A^^IC  CAPITAI   GROWTH  INV 
911  VrLM99iw  WMriiML  vinvwYin  mv. 

Growth 

154.0 

-6 

3.75 

1.80t 

— o.u 

Q  1 

—0. 1 

0.6 

21 

1 

<«TI  a  A^^IC  VAt  IIP  IMf^    QTnf^K  IMV 
9  11  \«LM9  91^   VMLUt  in^>  9  1               in  V  ■ 

Equity-income 

72.2 

49 

3.75 

1.15t 

2.9 

0.6 

2.6 

• 

9  1  wn  at  Dunu  M 

Balanced 

121.0 

-2 

No  load 

1.05 

-1.9 

-3.1 

3.4 

* 

■ 

STRATTON  MONTHLY  DIVIDEND  X 

AVG 

Equity-income 

121.9 

-31 

No  load 

1.05 

101 
—  1  z.  I 

\A  0 

8.1 

1 

STRONG  ASSET  ALLOCATION  (rrr) 

Asset  allocation 

248.6 

-2 

No  load 

1.20 

1 

0  Q 

— z.y 

3.9 

J 

9  1  nunu  V* K/minvy n  9  1  uv^n 

Small  company 

790.1 

4 

No  loadt 

1 .30 

—U.O 

0  1 

0.3 

QTRriMf^  niQprftUPRY 

Maximum  growth 

388.4 

29 

No  load 

1.40 

-5.7 

-6.0 

4.2 

3 

9  1  nvnvi  unwv  1  n 

Growth 

106.0 

NM 

No  load 

1.60 

17.3 

16.9 

0.9 

STRONG  INTERNATIONAL  STOCK 

Foreign 

257.8 

101 

No  load 

1.60 

—  1  .D 

0.0 

* 

STRONG  OPPORTUNITY 

Growth 

805.7 

82 

No  load 

1.40 

3  2 

1  7 

0.5 

; 

* 

QTRfkMA  TOTAI  RPTtlPM 

9  1  n vnvi  luiML  lib  1  unn 

MV  W 

Growth/income 

606.8 

-4 

No  load 

1.20 

1  A 

1  Q 
-  1 .0 

1.5 

{ 

i 

CIIMAMPRIf^A  RAI  AMPPn  ACCPTC  R 

MVM 

Balanced 

175.7 

17 

4.00** 

2.20t 

-2.6 

-4.3 

2.2 

1 

^IIMAMPRIf^A  Rl  IIP  PHIP  ARTU   R  fccc^ 

Growth 

71.0 

-7 

4.00** 

2.29t 

-4.8 

-«.7 

0.0 

ii 

1 

TCW/DW  BALANCED 

Balanced 

126.0 

11 

No  load 

2.  lot 

Q  "7 

inn 
—  1  u.u 

1.1 

t 

TCW/DW  CORE  EQUITY 

Growth 

683.9 

3 

5.00** 

1.93t 

—  /  .0 

7  R 

—  /  .0 

0.0 

21 

TCW/DW  LATIN  AMERICAN  GROWTH 

Foreign 

347.4 

58 

5.00** 

2.89t 

"7 

— ZJ.  / 

— ^'t.O 

0.0 

i 

TEMPLETON  DEVELOPING  MARKETS 

Foreign 

2000.9 

44 

5.75 

2.17t 

-8.6 

-9.6 

0.9 

TEMPLETON  FOREIGN 

AVG 

Foreign 

5305.8 

50 

5.75 

1.14t 

0.4 

-1.7 

1.7 

TEMPLETON  GLOBAL  OPPORTUNITIES 

World 

476.6 

16 

5.75 

1.49t 

A  n 
— *?.U 

_R  0 

0.4 

TEMPLETON  GROWTH 

* 

World 

5475.7 

18 

5.75 

I.IOt 

u.o 

1  R 
—  1 .0 

1.7 

TEMPLETON  REAL  ESTATE  SECURITIES 

AVG 

Specialty 

128.5 

53 

5.75 

1.58t 

7  7 

—  1,1 

_R  0 

1.7 

TEMPLETON  SMALLER  COMPANY  GROWTH  ^ 

World 

1275.9 

-5 

5.75 

1.36t 

-4.6 

-5.3 

1.4 

TEMPLETON  WORLD 

World 

5020.2 

1 

5.75 

1.04t 

0.9 

-2.3 

1.8 

L 

THIRD  AVENUE  VALUE 

Growth 

183.4 

48 

4.50 

1.15 

1  (\ 

1.5 

K 

i 

TOWER  CAPITAL  APPRECIATION 

AVG 

Growth/income 

128.3 

-9 

3.00 

1.09t 

— Z.O 

7 

—J.  / 

1.7 

c 

i 

TRADEMARK  EQUITY 

Growth 

135.3 

10 

No  load 

0.74t 

-1  1 

1.8 

( 

< 

TWEEDY  BROWNE  GLOBAL  VALUE 

World 

565.7 

258 

No  load 

1.65 

4.4 

4.0 

0.0 

1 

TWENTIETH  CENTURY  BALANCED  INVSTRS.  AVG 

Balanced 

683.2 

6 

No  load 

1.00 

-0.1 

-1.4 

2.8 

TWENTIETH  CENTURY  GIFTRUST  INVSTRS. 

.  *• 

Small  company 

274.2 

67 

No  load 

1.00 

1  T  ^ 

1  1  R 

0.0 

i 

TWENTIETH  CENTURY  GROWTH  INVSTRS. 

Growth 

4158.0 

-9 

No  load 

1.00 

—  1  .J 

— O.D 

0.2 

J 

TWENTIETH  CENTURY  HERITAGE  INVESTORS  « 

Growth 

851.6 

18 

No  load 

1.00 

—D.J 

7  R 
— /.O 

0.3 

ii 

1 

TWENTIETH  CENTURY  INTL.  EQUITY 

Foreign 

1272.4 

35 

No  load 

1.90 

-4.8 

-6.1 

0.0 

TWENTIETH  CENTURY  SELECT  INVSTRS. 

♦ 

Growth 

3995.2 

-20 

No  load 

1.00 

-8.0 

-10.3 

0.8 

21 

1 

TWENTIETH  CENTURY  ULTRA  INVSTRS. 

Maximum  growth 

9850.8 

18 

No  load 

1.00 

—0.0 

A  ^ 

0.0 

TWENTIETH  CENTURY  VALUE 

Growth/income 

153.1 

150 

No  load 

1.00 

't.U 

1  7 

2.4 

Ir 

TWENTIETH  CENTURY  VISTA  INVSTRS.  X 

Small  company 

820.2 

3 

No  load 

1.00 

4  7 

A  R 

0.0 

i 

UMB  STOCK 

-* 

Growth 

120.9 

6 

No  load 

0.87 

2.8 

-0,2 

2.4 

( 

UNITED  ACCUMULATIVE  JL 

#■ 

Growth 

967.6 

-6 

5.75 

0.70t 

0.1 

-2.4 

1.8 

UNITED  CONTINENTAL  INCOME 

AVG 

Balanced 

417.8 

-1 

5.75 

0.87t 

n  A 

—  1  .y 

3.4 

UNITED  INCOME 

AVG 

Equity-income 

3144.3 

3 

5.75 

0.72t 

1  fi 

—  1 .0 

—o.u 

1.5 

UNITED  INTERNATIONAL  GROWTH 

Foreign 

638.5 

30 

5.75 

1.20t 

1  R 
1 .0 

—  1  .c. 

0.4 

UNITED  NEW  CONCEPTS 

Small  company 

273.2 

25 

5.75 

1.25t 

1 1.3 

9.2 

0.1 

UNITED  RETIREMENT  SHARES 

Balanced 

473.6 

9 

5.75 

0.87t 

-0.4 

-2.1 

2.5 

UNITED  SCIENCE  &  TECHNOLOGY 

AVG 

Technology 

496.4 

11 

5.75 

0.96t 

7  Q 

0.0 

UNITED  SERVICES  GOLD  SHARES 

Precious  metals 

291.6 

-14 

0.10* 

1.46 

0  7 

2.6 

UNITED  SERVICES  WORLD  GOLD 

Precious  metals 

182.5 

8 

0.10* 

1.53 

17  n 
—  1  /,U 

0.2 

UNITED  VANGUARD 

♦ 

Growth 

1017.7 

6 

5.75 

1.05t 

6.2 

3.7 

0.2 

USAA  INVESTMENT  BALANCED 

-* 

Balanced 

124.7 

-2 

No  load 

0.84 

-2.6 

-AA 

3.9 

USAA  INVESTMENT  CORNERSTONE 

AVG 

Asset  allocation 

841.3 

to 

No  load 

1.11 

1  n 
—  1  .U 

—0.0 

2.6 

USAA  INVESTMENT  GOLD 

♦  ♦  ♦ 

Precious  metals 

158.5 

-13 

No  load 

1.26 

-9.4 

-9.4 

0.1 

USAA  INVESTMENT  INTERNATIONAL 

Foreign 

337.8 

156 

No  load 

1.31 

2.7 

1 .0 

0.0 

USAA  INVESTMENT  WORLD  GROWTH 

World 

185.3 

93 

No  load 

1.28 

0.6 

0.0 

0.0 

USAA  MUTUAL  AGGRESSIVE  GROWTH  ^ 

Maximum  growth 

283.8 

-2 

No  load 

0.83 

-0.8 

-3.0 

0.0 

US^A  MUTUAL  GROWTH 

Growth 

677.2 

10 

No  load 

1.04 

3.3 

-1.2 

1.5 

USAA  MUTUAL  GROWTH  &  INCOME 

Growth/income 

150.5 

58 

No  load 

1.12 

1.3 

0.3 

2.1 

SJSAA  MUTUAL  INCOME 

Income 

1611.8 

-17 

No  load 

0.41 

-5.2 

-7.4 

7.7 

mi\A  MUTUAL  INCOME  STOCK 

Equity-income 

1171.7 

4 

No  load 

0.73 

-0.7 

-2.8 

5.6 

UST  FASTER  EQUITY 

AVG 

Growth 

120.9 

1 

4.50 

1.07 

0.2 

-0.5 

0.2 

i.nciiides  redemption  fee.  "  Includes  deferred  sales  charge,  t  12(b)-l  plan  in  effect,  t  Not  currently  accepting  new  accounts.  §  Holding  is  less  than  0.5%  of  assets, 
(rrr)  fcrnerly  Strong  Investment,  (sss)  Formerly  SunAmerica  Value  B. 
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Equity  Funds 


NUAL  TOTAL  RETURNS  (%)  TREND      PORTFOLIO  DATA   RISK  TELEPHONE 


5  YEARS 

10  YEARS 

TURNOVER 

%CASH 

P-E 

STYLE 

UNTAXED 

LARGEST  HOLDING 

TOLL-FREE 

IN-STATE 

PRETAX  AFTERTAX 

PRETAX 

AFTERTAX 

ANALYSIS 

RATIO 

GAINS  (%) 

COMPANY  (%  ASSETS) 

(800) 

9.5 

8.0 

: — HBM 

Average 

u 

1  R 
1  0 

LB 

C 
— D 

General  tlectric(l) 

Very  low 

222-8222 

7.5 

6.8 

12.8 

12.4 

Very  low 

u 

1  Q 

LB 

OC 
ZD 

General  Electric(3) 

Average 

000  BOOO 
ZZZ'OZZZ 

1  1  1  u 

Average 

4 

1  Q 
1  O 

MV 

3 

Tyco  lnternational(3) 

OOO  DOOO 

1  M  U 

Average 

7 

15 

LV 

5 

Procter  &  Ganible(4) 

677-3863 

PA 

513-867-5134 

7.1 

5.9 

14.1 

12.6 

Low 

2 

21 

LB 

Capital  Cities/ABC(5) 

Average 

562-0032 

ated 

1  1  1  1  1 
1  1  1  t  1 

z 

LB 

OC 

zo 

Abbott  LaboratoriesO) 

Qoo  oono 

OOZ'OOUZ 

iVIA 

D  1  /-JD  /-  /oUU 

ated 

Mill 
Mill 

High 

I U 

MG 

5 

Hospitality  Franchise  Systeni(3) 

QQO  oono 

8.6 

8.3 

12.2 

10.4 

1  1  w 

Average 

cr 

on 

ZU 

Gartner  Group(4) 

nign 

TOO  ot^i^^n 

II 
IL 

0  1  Z-t3Do-  /OUU 

10.0 

8.2 

Average 

14 

22 

LB 

15 

Microsoft(2} 

Low 

338-2550 

11. 

312-368-7800 

10.9 

8.7 

15.7 

12.5 

Average 

5 

23 

MB 

14 

Olsten{3) 

Average 

338-2550 

IL 

312-368-7800 

9.6 

7.2 

12.9 

10.4 

u  ■ 

Low 

c 

O  1 

IG 

2 1 

Pill  ct^txt  A  \ 

biiiene(4} 

Average 

000  o^t^n 

11 

IL 

010  ocQ  Tonn 

8.2 

5.6 

11.0 

7.9 

1  1 

Low 

1  / 

LB 

7 

United  Dominion  Realty  Trust(2) 

Low 

oofl  osRn 

O  JO-ZuOU 

11 
IL 

010  OCQ  oonn 

0  1  Z- JDo-  /OUU 

ated 

M  1  U 

1  1   1  LJ 

e 
O 

1  -J 

1  n 

LD 

-0 

General  Electric(3) 

40fl  RQ7n 

ated 

1  1  1  1  1 

2 

20 

LB 

-3 

American  Cyananiid(2] 

428-6970 

6.7 

4.9 

9.5 

6.9 

i  L±J 

Average 

6 

16 

LV 

5 

Reebok  lnternational(2) 

Very  low 

245-5040 

PA 

412-288-1900 

6.1 

3.6 

9.3 

6.1 

Low 

0 

1 7 

MV 

-23 

Heattn  uare  ntiuo) 

Low 

CO/1  e;70C 

D.J4-0  /  ZD 

DA 
rA 

01c;  Qyi  1  noi;(i 
Z  1  3-y4  1  -UZOD 

7.4 

5.0 

9.3 

6.3 

i  '  '  '  1 

Very  high 

OO 

iVID 

— Z 

Torchmark(  1 ) 

Very  low 

oeo  imn 

UUI 
Wl 

A\A  ORQ  i^inn 
*»  1  f-ooy- 1 4UU 

1 9.0 

16.7 

{ — \ — 

nign 

■J  ^ 

OA. 

IVIU 

-y 

Doll  Pohlomarfi'a  /ArtDUO\ 
Dell  UdulclUcula  IMUKAZV 

Average 

OCR  inon 

Wl 

A\A  OCQ  i4.nn 

H  1  H-O  JJJ-  1  HUU 

1 3.9 

1 0.9 

Very  high 

15 

25 

MG 

-4 

Ornda  Healthcorp(3} 

Average 

368-1030 

Wl 

414-359-1400 

ated 

Mill 

Very  high 

19 

29 

MG 

5 

AIco  Standard(2) 

368-1030 

Wl 

414-359-1400 

ated 

'  1  1  ■ 

Uinh 

nign 

o 
o 

07 

MVI 
M  V 

c 
— o 

Lena  Lease^zj 

ocfl  1  non 

VUl 
Wl 

A\A  ORQ  1  AC\C\ 

*+ 1  t-ooy- 1  tuu 

11.4 

10.3 

LLB 

Average 

Zo 

IVID 

Q 

o 

Doll  P'^hlamaHi'^  /A^D^/0^ 

beii  Laoiemeaia  (aukhz; 

Low 

ocfl  mon 

VA/I 
Wl 

A  \  A  ORQ  1  AC\f\ 

*+ 1  H-ooy- 1  fuu 

8.6 

7.7 

11.1 

8.6 

□"LB 

Very  high 

7 

25 

MG 

0 

Nucoriz) 

Average 

"ICQ  1  mn 

Wl 

A  \  A  OCQ  1  Af\(\ 

4  1 4- Joy- 1 4UU 

7.8 

5.1 

1  1  ^ 

Very  high 

2 

19 

LB 

_5 

Corning(  1 ) 

Low 

858-8850 

NY 

212-551-5353 

3.7 

3.0 

M  1  U 

High 

4 

19 

LB 

-2 

IBM(2) 

High 

858-8850 

NY 

212-551-5353 

ated 

Mill 
)  1  1  1  1 

Very  low 

1  / 

1  0 

LV 

1  o 
—  1 J 

Lirra  (aukkoj 

uv 

NY 

010  OQO  ot^cn 

Z  1  Z-oyZ-Z33U 

ated 

1  1  1  U 

Low 

1 

o 

1  c. 

MV 

8 

Chrysler(4) 

MV 

NY 

010  OQO  occn 

z  1  z-jyz-ZuDU 

ated 

High 

1 

24 

-17 

Telefonos  De  Mexico  L  (A0R)(9) 

Koe  oi  >io 
DZb-o  1 4  J 

NY 

010  OQO  OKCn 

z  1  z-jyz-zoDU 

ill 

Low 

42 

23 

MG 

3 

Telefonos  De  Mexico  L  (ADR)(3) 

292-9293 

FL 

813-823-8712 

9.5 

7.4 

17.7 

15.2 

Average 

28 

19 

MV 

5 

DSM  (NetherlandsKl) 

Low 

292-9293 

FL 

813-823-8712 

1  1  1  u 

Average 

c 
3 

IVIV 

A 
f 

Peregrine  lnvestments(3) 

ZsZ-SZa.) 

CI 

rL 

D 1  0  QOO  Q7  1  0 
0  1  o-OZu-O  /  1  Z 

10.7 

7.8 

14.9 

12.1 

Low 

1  o 

LV 

1 2 

UCDP  UnlHin/Tf  /Dl  P^  l\^V\l\\ 

hobb  nOluingS  (rLl/j  InnK  1  j 

Average 

OQO  Qom 

zyz-yzyo 

FL 

Q  1  0  QOO  QT  1  0 

0  1  J-HZJ-o  /  1  Z 

Q  A 

i  1  uu 

Low 

1  o 

oV 

c 
— D 

ranenioj 

Average 

OQO  QOQO 

CI 

rL 

Q  1  0  QOO  QT  1  0 
0  1  o-oZo-o  /  1  Z 

Q  Q 

b.U 

12.3 

9.2 

Low 

9 

17 

SV 

16 

Telebras  (ADR)(3) 

Average 

292-9293 

FL 

813-823-8712 

0. 1 

13.5 

10.2 

Low 

13 

19 

LV 

14 

Total  Petroleum  CI  B(2) 

Average 

292-9293 

FL 

813-823-8712 

INI 

Low 

1 A 
1  f 

1  / 

o  V 

c 
O 

First  American  Financial(5) 

AAO  inoi 
'KKJ-  1 UZ  1 

NY 

010  QOQ  CCOR 

z  1  z-ooo-bbo3 

7.5 

5.4 

1  1  L±J 

High 

1 

1  C 

1  D 
Lb 

4 

AI&  1  IZ> 

Average 

QQQ  n  1  OA 

yyy-u  i  Z'l- 

PA 

cn/1  COT  OTno 

uU4-30  /-Z  /UO 

ated 

II  11  1 
1  1  1  t  1 

1  1  1  11 

Average 

c 
3 

1  7 

LD 

n 
U 

oaini  rauivoj 

OA 

rA 

e;no  c^cc  ocro 
3UZ-DbO-Jb3o 

ated 

\  \ 

20 

MV 

0 

Unilever  (Netherlands)(4) 

432-4789 

7.5 

LLU 

High 

10 

23 

LG 

5 

Veba(2) 

Average 

345-2021 

MO 

816-531-5575 

22.0 

20.0 

25.6 

23.2 

High 

1 

■^n 
oU 

CP 
JU 

OR 

ZO 

Microchip(7) 

Very  high 

J40-ZUZ  1 

MO 

QIC  CO  1  CCTC 
0 1  D-JO  1  -DO /D 

9.7 

7.6 

15.5 

12.6 

Average 

5 

23 

LB 

7 

IBM{4) 

High 

J4J-ZUZ  1 

MO 

QIC  COl  CC-TC 

Q  O 

/.o 

High 

2 

24 

MB 

4 

Mylan  Laboratories(3) 

High 

n540-ZUZ  1 

MO 

QIC  COl  CC-TC 

0 1  b-oJ 1 -Do /o 

1  1  1  M 

Very  high 

4 

35 

IVIB 

Lyonnaise  Des  Eaux-DLimez(4) 

345-2021 

MO 

816-531-5575 

u.  / 

12.8 

10.2 

High 

2 

23 

LB 

6 

Caterpillar(4) 

Average 

345-2021 

MO 

816-531-5575 

19.4 

19.1 

18.8 

17.0 

Average 

7 

31 

LG 

1 7 

Oracle  Systems(4) 

Very  high 

n54D-ZuZ  1 

MO 

QIC  COl  CCOC 

ated 

1  1  j  1 

o 

on 
ZU 

IVIV 

~4 

Union  Pacific(3) 

0/i(^  onoi 

MO 

QIC  CO  1  CCTC 

Q  R 

O.'r 

15.0 

13.6 

COS 

High 

3 

30 

SG 

OC 

Zb 

leiiaus^b) 

Very  high 

J40-ZUZ  1 

MO 

QIC  CO  1  CCTC 

0 1  b-oJ  1  -oo  /O 

o.<c 

R  0 
O.Z 

1 1.4 

8.7 

Low 

22 

19 

MB 

5 

Archer-Daniels-Mfdland(  1 ) 

422-2766 

MO 

816-471-5200 

D.  / 

12.4 

8.4 

ULU 

Very  high 

15 

19 

LB 

-6 

TexacoO) 

Average 

366-5465 

KS 

913-236-2000 

8.0 

6.5 

11.6 

8.8 

1  1  1  1  1 

Low 

1 1 

1  o 
1  o 

LB 

4 

uenerai  Motors  li  tx6) 

Low 

QCC  Q/ICt; 

obb-34bo 

KS 

Q10  00c  onnn 
y  1  o-ZJb-ZUUU 

9.1 

7.7 

15.3 

12.5 

Low 

5 

1 8 

LB 

OT 

z  / 

iviotoroiavo) 

Average 

ObD-3'l-bO 

KS 

Qio  00c  onnn 
y  1  o-ZJb-ZUUU 

o.O 

14.8 

12.1 

Average 

£. 

07 
£.1 

wiv 

1  1 
1  1 

High 

OCC  [^/ICC; 

obb-04bo 

KS 

Q 1  0  00c  onnn 
y  1  o-Z  Jb-ZUUU 

1  Q  Q 

1  Q  1 

14.6 

12.9 

Average 

27 

33 

SG 

27 

United  Healthcare(4) 

Average 

366-5465 

KS 

91 3-236-2000 

I.I 

1 1.9 

9.1 

Low 

18 

20 

LB 

9 

Caterpillar(4) 

Very  low 

366-5465 

KS 

913-236-2000 

11.9 

10.0 

14.8 

12.1 

Average 

■ 

14 

27 

MG 

oo 

lnformix(4) 

High 

oob-o4bo 

KS 

Ql  0  ooc  ortnn 
y  1  N5-ZJb-ZUUU 

-9.9 

-10.7 

-1.8 

-3.5 

M  1  U 

Low 

-3 

30 

—48 

rree  oiaie  uonsiu  uoio  lAUKjtizj 

Very  high 

0-7*5  OCT-? 

TX 

0 1  n  OQO  1  000 
Z  1  U-JUo-1  ZZZ 

n  Q 

1 1  ■ 

Low 

5 

35 

SG 

-1 1 

ueita  uOiui  1  \j) 

Very  high 

0  /  J-obo / 

TX 

oin  ono  1000 
ZiU-JUo-lzZz 

Q  n 

/.D 

12.6 

9.7 

illill  1 

Average 

13 

25 

LG 

19 

United  Healthcare(4) 

nv  CI  ugc 

KS 

6  2 

LLMJ 

High 

27 

16 

LV 

0 

BDeing(2) 

Very  low 

382-8722 

6.6 

5.1 

12.3 

10.9 

Low 

1  o 

OA 

MB 

4 

Weingarten  Reaity(l) 

Low 

OQO  OTOO 

ooZ-o  /ZZ 

-1.5 

-1.7 

2.6 

2.1 

Low 

O  1 

(UIP 

iviu 

RO 

American  Barrick  Resources(8) 

Very  high 

OQO  OTOO 
ooZ-O  /ZZ 

8.1 

7.4 

LLU! 

Average 

1 

29 

LB 

5 

Minebea(2) 

Average 

382-8722 

ated 

1  1  1  1  1 

Average 

6 

25 

LB 

5 

Minebea(2) 

382-8722 

8.2 

6.7 

9.9 

7.9 

High 

9 

26 

SG 

11 

Clear  Channel  Communications(3) 

Very  high 

382-8722 

9.3 

7.1 

11.4 

8.7 

High 

0 

17 

MB 

-2 

Philip  Morris(5) 

Low 

382-8722 

ated 

1  1  1  1  t 

Very  low 

6 

17 

LV 

0 

BF  Goodrich(3) 

382-8722 

7.7 

5.1 

9.9 

6.4 

UUJ 

Low 

1 

12 

MV 

-9 

Public  Service  Enterprise(2) 

Very  low 

382-8722 

8.4 

6.4 

Low 

1 

17 

LV 

-3 

Dow  Chemical(5) 

Low 

382-8722 

9.9 

9.0 

Low 

2 

23 

MG 

23 

lnformix(4) 

Average 

233-1136 

MA 

617-451-1912 

DATA:  MORNINGSTAR  INC..  CHICAGO.  IL. 
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MUTUAL  FUND  SCOREBOARD 


FUND  RATING      OBJECTIVE         SIZE   FEES   1994  RETURNS  (%) 


ASSESTS 

%  CHG 

SALES 

EXPENSE 

PRE- 

AFTER- 

ra| 

SMIL 

1993-4 

CHARGE  (%) 

RATIO  (%) 

TAX 

TAX 

YIELD 

AVG 

n  rn  u/th/i  fl  f*  n  fn  p 

103.9 

28 

4.50 

1.07 

-4.3 

-6. 1 

3.0 

13 

VAI  lir  L  INF 

AVG 

(irnurth 
ui  u  mil 

272.8 

-18 

Nn  In:ir1 

IIU  luaU 

0.82 

-4.5 

-8.7 

0.6 

If 

Si'i 

VAI  IIF  LINF  INrOMF 

Inrnmp 

131.6 

-19 

Nn  Irmri 

IIU  lUOU 

0.91 

-4.4 

-5.6 

3.4 

3/ 

VALUE  LINE  LEVERAGED  GROWTH  INV. 

Maximum  growth 

264.8 

-13 

No  load 

0.90 

-3.7 

-4.4 

0.5 

2/ 

VALUE  LINE  SPECIAL  SITUATIONS 

Maximum  growth 

90.2 

-1 

No  load 

1.13 

1.0 

-0.6 

0.0 

11 

VAN  ECK  ASIA  DYNASTY  A 

Pacific 

88.4 

15 

4.75 

1.90t 

-18.7 

-19.3 

0.6 

Hi 

VAN  FCK  GOLD/RFSOIJRCF<k 

Pr6cious  mBtals 

175.2 

_5 

5.75 

1.40t 

-15.6 

-15.6 

0.0 

S/ 

VAN  FCK  INTL  INVFSTOR^  COLD 

PrBcious  mstals 

610.8 

0 

5.75 

I.OIt 

-1 .0 

-2.3 

1.1 

VAN  KAMPEN  UTILITY  B 

utilities 

78.0 

-9 

4.00** 

2.04t 

-10.4 

-11.5 

3.9 

r 

VANCE  SANDERS  EXCHANGE 

AVG 

Growth 

183.5 

49 

4.50i 

0.71 

4.4 

4.0 

1.2 

VANGUARD  A^^FT  ALI  HCATION 

Ass6t  allocation 

1 1 17.0 

2 

No  load 

0.50 

-2.3 

-3.5 

4.2 

VANntiARn  RAi  ANrrn  indfy 

BalancBd 

392.0 

1 1 

Nn  InAfI 

0.20 

-1 .6 

-2.7 

3.9 

VANGIIARn  FnillTY-INPflMF 

EQuity~incom6 

868.8 

-18 

Nn  In;ir1 

0.43 

-1 .5 

-3.1 

4.5 

VANGUARD  EXPLORER 

* 

Small  company 

1092.6 

38 

No  load 

0.70 

0.5 

-1.0 

0.4 

VANGUARD  INDEX  500 

AVG 

Growth/income 

9204.0 

14 

No  load 

0.19 

1.2 

0.2 

2.7 

VANnilARn  INnFY  FYTFNnFn  MARKFT 

AVG 

oil!  a  11  t^UlllfJCIII  J 

356.9 

g 

No  load 

i«u  lUau 

0.20 

-1 .8 

-2.6 

1 .5 

VANGUARD  INDFY  GROWTH 

f*rniA/th 
UI  umii 

79.3 

61 

No  load 

IvW  lUOU 

0.20 

2.9 

2.2 

2.0 

VANGUARD  INDFY  <kMALI  CAP  <\it\\\\ 

AVG 

11  loll  ^Uliipall J 

585.1 

26 

Nn  ln;iri 

I«U  lUaU 

0.18 

-0.5 

-1 .6 

1 .4 

VANGUARD  INDEX  TOTAL  STOCK  MKT. 

Growth/income 

761.1 

57 

No  load 

0.20 

-0.2 

-1.0 

2.4 

VANGUARD  INDEX  VALUE 

Growth/income 

298.4 

67 

No  load 

0.20 

-0.6 

-2.1 

3.4 

VANGUARD  INTI  FDIIITV  FIIROPFAN 

Fiirnnp 

71 1.8 

31 

Nn  Innri 

11 U  lUdU 

0.32 

1 .9 

1 .0 

2.4 

VANGUARD  INTI   FnillTY  PATIFir 

688.6 

49 

Nn  ln^f\ 
■lu  lUau 

0.32 

1 2.9 

1 2.5 

0.7 

V. 

VANGUARD  INTI  GRDWTH 

Fnrpiorn 
rui  cigii 

2947.2 

64 

Nn  Inafi 

IIU  lUaU 

0.46 

0.8 

0.3 

1 .3 

VANGUARD  PREFERRED  STOCK 

Income 

286.2 

-25 

No  load 

0.45 

-7.9 

-10.1 

8.0 

VANGUARD  QUANTITATIVE 

AVG 

Growtti/income 

584.8 

14 

No  load 

0.51 

-0.6 

-2.1 

2.4 

VANGUARD  <kPFf^iAI  FNFRGY 

■^■^ 

458.6 

95 

1 .00* 

0.19 

-1.6 

-2.7 

1.6 

VANGUARD  <iPFr'IAI   GDI  D  A  PRFC  MFT 

Prpriniic  mptnic 

637.2 

31 

1 .00* 

0.24 

-5.4 

-6.1 

2.4 

VANGUARD  SPFCIAL  HEALTH  CARF 

Hsalth  care 

692.7 

18 

1 .00* 

0.25 

9.5 

7.2 

1.5 

i 

VANGUARD  SPECIAL  UTILITIES  INC 

utilities 

566.8 

-27 

No  load 

0.44 

-8.6 

-10.5 

5.9 

u 

VANGUARD  STAR 

Balanced 

3756.8 

5 

No  load 

0.00 

-0.3 

-2.0 

4.0 

u 

VANGUARD  11  GROWTH 

UI  UWlll 

2038.8 

12 

Nn  Inari 
nu  ludii 

0.52 

3.9 

3.5 

1.2 

VANGII ARD/MDRGAN  GROWTH 

AVG 

UI  UWlll 

1067.0 

_6 

Nn  Inari 

nu  lUaU 

0.54 

-1 .7 

-2.8 

1.2 

VANGUARD/PRIMECAP 

Hrnuvth 

UI  UTVlll 

1472.4 

87 

Nn  Inari 

0.68 

1 1 .4 

10.6 

0.6 

VANGUARD  TRUSTEES'  EQUITY  INTL. 

Foreign 

1110.2 

21 

No  load 

0.32 

5.3 

4.1 

1.7 

VANGUARD/TRUSTEES'  EQUITY  U.S. 

Growth/income 

114.8 

5 

No  load 

0.76 

-3.9 

-4.3 

1.2 

iii 

I 

VANGUARD/WELLESLEY  INCOME  ^ 

income 

5710.8 

_2 

No  load 

0.35 

-4.4 

-6.6 

6.4 

VANCUARD/WFLLiNGTON  ±. 

Dotanppfl 

DaiatlUCU 

8638  3 

g 

Nn  Innrl 
11  u  mail 

0.39 

-0.5 

-1 .9 

4.5 

VANGUARD/WINDSOR 

n  rn  u/th/i  n  m  m  p 

UI  UWlll/ IllifUIIIC 

1P858  1 

4 

Nn  In;ir1t 

■  iU  lUaU-t- 

0.45 

-0.1 

-2.9 

3.3 

6 

VANGUARD/WINDSOR  II 

AVG 

Growth/income 

7896.0 

6 

No  load 

0.39 

-1.2 

-3.0 

3.4 

6 

VICTORY  BALANCED  (vvv) 

Balanced 

126.9 

NM 

4.75 

0.83 

-1.7 

-2.9 

4.1 

VICTORY  DIVFR<«IFIFD  ^\uvJ\Ju^ 

AVG 

UlUWlll 

263  0 

3 

4  75 

0  89 

3  9 

0.0 

2  1 

2 

VICTORY  FOIJITY 

R  rnwt  h/i  n  pfim  P 
111  UWlll/  IIIUUIIIC 

1 22.3 

18 

4.75 

0.39 

-2.2 

-2.6 

1 .3 

£ 

1 

VICTORY  INTFRNATIONAL  GROWTH  (yvy) 

World 

77.3 

125 

4.75 

1 .34 

2.7 

1 .3 

0.0 

VICTORY  SPECIAL  VALUE  (yyy) 

Growth 

115.0 

NM 

4.75 

0.96 

1.3 

0.7 

1.2 

6 

1 

VICTORY  STOCK  INDEX  (zzz) 

Growth/income 

91.4 

NM 

4.75 

0.50 

0.9 

0.2 

2.4 

A 

1 

VICTORY  VALUE  lasax) 

UI  UWlll 

182.4 

NM 

4.75 

0.90 

0.2 

-1.0 

2.6 

8 

1 

VISTA  CAPITAL  GROWTH  A 

w       t  n  \^r%w  link  VI  i«  V  WW  I  n  n 

UI  UWttl 

543.2 

106 

4.75 

1 .50t 

-1 .3 

-2.0 

0.3 

12 

VISTA  GROWTH  A  INCOMF  A 

UI  UWlll/llllf  UlilC 

1340.8 

30 

4.75 

1 .391 

-3.4 

-3.9 

1 .8 

10 

VONTOBEL  EUROPACIFIC  ^ 

Foreign 

138.6 

1 

No  load 

1.64 

-5.3 

-5.5 

0.5 

WADDELL  &  REED  GROWTH 

Growth 

80.7 

143 

3.00** 

2.33t 

12.8 

12.1 

0.0 

WADDFI  1   A  RFFD  TOTAI  RFTIIRN 

93  2 

96 

3  00** 

2  lot 

-2.1 

-2.1 

0.0 

S 

1 

WARRIIRG  PINCII<h  CAPTI    APPR  COMM 

uruwiii 

145  3 

_g 

nu  lUdU 

1  02 

-2  7 

-4  7 

0.1 

1^ 

WARRIIRG  PINCIIS  FMFRGING  GR  COMM 

AVG 

ollldll  UUKipdliy 

222  8 

22 

nu  lUdU 

1  20 

-1 .4 

-1 .4 

0.0 

WARBURG  PINCUS  GROWTH  &  INCOME 

-*-■*-* 

Growth/income 

628.0 

1722 

No  load 

1.28 

7.6 

6.9 

0.8 

WARBURG  PINCUS  INTL.  EQUITY  COMM. 

AVG 

Foreign 

1551.7 

206 

No  load 

1.34 

0.1 

-0.9 

0.5 

WASHINGTON  MUTUAL  INVFSTORS  9 

AVG 

Growtii/incoiTie 

1 

1  £QQO.O 

Q 

5  75 

0  69t 

0.5 

-1 .3 

3.6 

5 

1 

WAYNF  HIIMMFR  GROWTH  ^ 

UI  UWlll 

87  7 

—  1  1 

nu  lUdU 

1 .07 

-0.9 

-1 .6 

1 .4 

11 

1 

WFIT7  VAI  HP 

Growth 

1 U  /.  / 

Nn  Inari 
nu  lUdll 

1  43 

-9  8 

-110 

0  0 

22 

WILLIAM  BLAIR  GROWTH  SHARES 

Growth 

182.2 

22 

No  load 

0.72 

6.5 

4.3 

0.2 

1 

1 

WILLIAM  BLAIR  INTL  GROWTH 

Foreign 

71.1 

76 

No  load 

1.88 

0.1 

-1.6 

0.2 

Ir 

WINTHROP  FOCUS  AGGRFSSIVF  GROWTH 

Maximum  growth 

147  4 

81 

4  00** 

1  65t 

-0  7 

-2  0 

0.0 

WOODWARD  FOIJITY  INDFX  RFT 

Urn  u/th/i  nr^nm  A 
UI  UWlll/ IIILUIIIC 

332  1 

_2 

Nn  tnari 
nu  lUdu 

0.1 8t 

1 .0 

-0.7 

2.7 

3 

WOODWARD  GROWTH/VAI  IIF  RFT 

Growth 

557  5 

37 

4  50 

0  841 

0.5 

-0.9 

2.2 

WOODWARD  INTRINSIC  VALUE  RET. 

Growth 

218.8 

20 

4.50 

0.90t 

-0.6 

-2.0 

3.C 

10 

; 

WOODWARD  OPPORTUNITY  RET. 

Small  company 

510.0 

54 

4.50 

0.89t 

-3.3 

-4.6 

0.6 

WPG  TUDOR  : 

Growth 

159.2 

-33 

No  load 

1.26 

-9.8 

-12.0 

0.0 

22 

YACKTMAN 

Growth 

295.1 

106 

No  load 

1.12t 

8.8 

7.7 

2.2 

1 

ZWEIG  APPRECIATION  A 

Small  company 

218.2 

-5 

5.50 

1.65t 

-1.8 

-2.9 

0.4 

ZWEIG  MANAGED  ASSETS  C  (bbbb) 

Asset  allocation 

582.4 

51 

1.25** 

2.30r 

-3.7 

-4.1 

1.5 

In 

•'WEIG  STRATEGY  A 

Growth 

427.0 

5 

5.50 

1.34t 

1.1 

0.4 

1.6 

6 

1 

Includes  redemption  fee.  "  Includes  deferred  sales  charge,  t  12(b)-l  plan  in  effect,  t  Not  currently  accepting  new  accounts.  §  Holding  is  less  than  0.5%  of  assets,  (ttt 
Eck  International  Investors,  (uuu)  Formerly  Vanguard  Small  Capitalization  Stock,  (wv)  Formerly  Society  Balanced,  (www)  Formerly  Society  Diversified  Stock,  (xxx)  Formerly  S( 
■national  Growth,  (yyy)  Formerly  Society  Spec  al  Value  Stock,  (zzz)  Formerly  Society  Stock  Index,  (aaaa)  Formerly  Society  Value  Stock,  (bbbb)  Formerly  Zweig  Series  Managed 
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Equity  Funds 


NUAL  TOTAL  RETURNS  (%)  TREND      PORTFOLIO  DATA 


RISK 


TELEPHONE 


Tl  tDMn\/f  c? 

0/  PACU 

/oUHon 

P-E 

0 1  ILL 

IIWTAYPn 

LARGEST  HOLDING 

1  ULL-r  r\LC 

IN  *;TflTF 
II^-OIHI  L 

RATIO 

GAINS  (%) 

COMPANY  (%  ASSETS) 

(800) 

Low 

5 

20 

MB 

0 

John  Wiley  Sons  ut  A(^} 

Low 

lob 

MA 

bi  /-4D 1  - 1  y  I  Z 

High 

18 

19 

MB 

4 

McDonnell  Dougtas(2) 

High 

TOO  no  1  0 

NY 

212-yU/-10UU 

High 

9 

19 

MB 

-2 

US  Treasury  Note  3.875  (7) 

Low 

223-0818 

NY 

21 2-907-1 500 

HVCI  dgC 

16 

1 9 

MB 

22 

Pnmniitpr  A^cnri^tp^  Intlf*)^ 

High 

221-0818 

NY 

212-907-1500 

Average 

21 

30 

SG 

27 

Vencor(2) 

High 

223-0818 

NY 

212-907-1500 

7 

22 

MG 

-2 

HSBC  Holdjngs(3) 

544-4653 

NY 

212-687-5201 

Very  low 

7 

33 

MG 

-29 

American  Barrick  Resources(1 1) 

Very  high 

D44-4bD3 

NY 

21  Z-bbZ-DzUl 

Very  low 

3 

28 

MG 

39 

American  Barrick  Resoi;rces(5) 

Very  high 

CAA  /1CC3 

b44-4b53 

NY 

oil  CQ~t  com 
21 2-687-5201 

3 

16 

MV 

-17 

^niithufpctprn  Rpllf?^ 

OUUIIIWC^ICI  II  DCI  i  v£/ 

225-2222 

IL 

708-684-6000 

Very  low 

2 

19 

LB 

lntel(7) 

Average 

225-6265 

Average 

2 

1 8 

LB 

-1 

AT&T(  1 ) 

Low 

662-7447 

PA 

215-669-1000 

Low 

0 

19 

LB 

-2 

AT&T(  1 ) 

ceo  1 A  At 

bbZ- /447 

PA 

01c  ccn  ^  nnr\ 
215-669-1000 

Low 

1 

1 8 

LV 

5 

Bristol-Myers  Squibb(3) 

Average 

662-7447 

PA 

215-669-1000 

Average 

13 

22 

SB 

g 

Dallas  Semiconductor(2) 

High 

662-7447 

PA 

215-669-1000 

Very  low 

4 

18 

LB 

11 

General  Electric(2) 

Average 

662-7447 

PA 

215-669-1000 

Low 

2 

21 

SB 

12 

Berkshire  Hathaway(2) 

Average 

662-7447 

PA 

215-669-1000 

Low 

0 

20 

LG 

3 

General  Electric(5) 

662-7447 

PA 

215-669-1000 

Average 

2 

21 

SB 

6 

GFC  Financial 

High 

662-7447 

PA 

215-669-1000 

Very  low 

2 

19 

LB 

4 

General  Electric(2) 

662-7447 

PA 

215-669-1000 

Low 

0 

16 

LV 

-2 

Exxon(5) 

662-7447 

PA 

215-669-1000 

7.3  6.0 

10.1  7.1 

6.7  4.3 
9.5  6.9 

7.8  6.7 


14.5  11.2 

10.4  7.0 

13.5  10.7 
7.8  6.5 


0.2 
1.2 


8.2 


8.9  7.2 
13.0  12.2 


s~rm 


8.6  6.7 
ited 

6.3  4.3 

12.8  11.5 

8.5  7.4 


10.1  8.5 
14.1  12.2 


4.8 
7.7 
9.0 


8.1 


9.4 


3.8 
5.0 
6.9 


10.1  8.0 


Very  low  1  22  LV  8  Royal  Dutch  Petroleum  (Neth)(3)  662-7447  PA  215-669-1000 

Very  low  0  45  LB  13  Toyota  Motor(3)  662-7447  PA  215-669-1000 

Low  1  31  LB  12  IntI  Nederiander  Groep(3)  High        662-7447  PA  215-669-1000 

Average  2  NA  -17  Ford  Holdings  CI  A  Pfd(4)  Very  low      662-7447  PA  215-669-1000 

Average  4  16  LV  5  General  Electric(3)  Average      662-7447  PA  215-669-1000 


17.2  14.9 
10.8  •  7.4 


5.5 

3.4 

12.0 

9.6 

Very  low 

3 

27 

MB 

-5 

Exxon(4) 

High 

662-7447 

PA 

215-669-1000 

4.3 

3.5 

10.5 

9.3 

Very  low 

10 

34 

MG 

12 

Free  State  Consid  Gold  (ADR)(4) 

Very  high 

662-7447 

PA 

215-669-1000 

15.6 

13.6 

20.0 

17.9 

Low 

7 

22 

MB 

16 

Pfizer(5) 

Average 

662-7447 

PA 

215-669-1000 

3ted 

1  1  u 

Average 

2 

14 

MV 

-15 

Nynex(5) 

662-7447 

PA 

215-669-1000 

7.9 

5.8 

Very  low 

18 

NA 

LV 

1 

Vanguard/Windsor  II  Fund(41) 

Low 

662-7447 

PA 

215-669-1000 

10.1 

9.6 

12.8 

10.5  bwBJ 

Average 

8 

20 

LG 

12 

General  Electric(5) 

Average 

662-7447 

PA 

215-669-1000 

8.0 

5.5 

12.5 

9.0  'abUd 

High 

6 

18 

MB 

10 

Motorola(2) 

Average 

662-7447 

PA 

215-669-1000 

13.2 

12.1 

15.5 

14.4  WLjM 

Very  low 

14 

24 

MB 

22 

Federal  Express(4) 

Average 

662-7447 

PA 

215-669-1000 

3.9 

2.5 

16.8 

12.9  WKM 

Average 

3 

29 

MV 

17 

Onward  Kashiyama(2) 

High 

662-7447 

PA 

215-669-1000 

6.8 

5.5 

11.1 

High 

1 

17 

MB 

5 

Micron  Technology(2) 

Average 

662-7447 

PA 

215-669-1000 

8.5 
7.9 
8.6 
7.8 
3ted 


5.9 
6.1 
5.7 
5.8 


11.8  8.6 
12.4  9.7 
13.3  9.2 


Low  1 

Average  3 

Low  7 

Low  7 


17 
17 
16 
16 
17 


LV 
LV 
LV 
LV 
LB 


-6 
8 
0 
4 


Texaco(2) 
Pfizer(2) 
Citicorp(6) 
Anheuser-Busch(4) 
Abbott  Laboratories(2) 


Very  low 

Low 
Average 
Average 


662-7447 
662-7447 
662-7447 
662-7447 
539-3863 


PA  215-669-1000 

PA  215-669-1000 

PA  215-669-1000 

PA  215-669-1000 


9.4  7.0 


Average 
Average 
Average 


11 
3 
7 
7 

11 


18 
NA 
31 
19 
NA 


LB 


MB 
SB 


Ford  Motor(5) 
NA 

Mariner  Marine  Fund(3) 
Michigan  National(2) 
NA 


Average 


539-3863 
539-3863 
539-3863 
539-3863 
539-3863 


16.0 
13.4 
6.1 


6 

18 

LB 

General  Electric(4) 

539-3863 

Average 

15 

16 

SV 

1 

Sunamericad) 

Average 

648-4782 

Average 

19 

16 

MV 

0 

AlliedSignal(l) 

Low 

648-4782 

Very  low 

1 

29 

MB 

16 

Korea  Electric  Power(l) 

High 

527-9500 

Average 

47 

29 

SG 

13 

Micron  Technology(2) 

KS 

913-236-2000 

Low 

8 

16 

LB 

2 

Caterpillar(3) 

KS 

913-236-2000 

Average 

3 

27 

MG 

15 

lntel(3) 

Average 

257-5614 

NY 

212-878-0600 

Average 

8 

27 

SG 

16 

Maxim  Integrated  Products(3) 

High 

257-5614 

NY 

212-878-0600 

High 

40 

23 

MB 

0 

TravelersO) 

Low 

257-5614 

NY 

212-878-0600 

Low 

6 

29 

MV 

3 

DDI  Pharmaceuticals(3) 

Average 

257-5614 

NY 

212-878-0600 

Low 

3 

17 

LV 

15 

GTE(3) 

Low 

421-4120 

DC 

202-842-5665 

Very  low 

4 

19 

MB 

19 

Avery  Dennison(4) 

Low 

621-4477 

IL 

312-431-1700 

Average 

18 

22 

MB 

0 

Tele-Communications  CI  A(5) 

Low 

232-4161 

NE 

402-391-1980 

Average 

9 

28 

MG 

20 

AIco  Standard(3) 

Average 

742-7272 

IL 

312-853-2424 

Average 

6 

31 

MB 

0 

0rix(2) 

742-7272 

IL 

312-853-2424 

High 

2 

18 

SV 

-7 

Lydall(3) 

Low 

225-801 1 

NY 

212-504-4000 

Low 

1 

18 

LB 

5 

General  Electric(3) 

688-3350 

Ml 

313-259-0729 

Average 

13 

17 

LV 

1 

Schlumberger(3) 

688-3350 

Ml 

313-259-0729 

Average 

7 

18 

MV 

0 

Figgie  International  CI  A(3) 

688-3350 

Ml 

313-259-0729 

Low 

5 

17 

SV 

5 

GFC  Financlal(2) 

688-3350 

Ml 

313-259-0729 

High 

1 

25 

SG 

13 

lnformix(3) 

High 

223-3332 

NY 

212-908-9582 

Average 

7 

17 

MG 

2 

Philip  Morris(6) 

525-8258 

IL 

312-201-1200 

High 

33 

11 

SV 

8 

Equitable  of  lowad) 

444  2706 

NY 

212-635-9800 

Very  high 

62 

25 

LG 

-3 

Columbia/HCA  Healthcare  § 

444-2706 

NY 

212-635-9800 

Average 

60 

11 

MV 

1 

Micron  Technology(l) 

Low 

444-2706 

NY 

212-635-9800 

6.2 
12.2 
10.9 
10.0 


nil 


CUB 

QXl 


8.3  3.9 


6.7 


12.3  9.0 


DATA:  MORNINGSTAR  INC..  CHICAGO.  IL. 
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Finance 


BANKING 


MOTHER  MORGAN'S 
EMPTIER-NEST  SYNDROME 

The  bank's  culture  could  be  wi'enched  by  layoffs 


While  J.  P.  Mor- 
gan &  Co.  is 
not  the  biggest 
or  most  poweifiil  U.  S. 
commercial  bank,  it 
has  always  stood  apait 
from  its  brethren,  with 
a  reputation  as  per- 
haps the  classiest  fi- 
nancial institution  in 
America.  A  hallmark 
of  its  culture  has  been 
its  matemalistic  treat- 
ment of  its  employ- 
ees. (Some  used  to 
nickname  it  Mother 
Morgan.)  While  oth- 
er banks  regularly 
trimmed  large  chunks 
of  their  worlvforces  in 
bad  times,  Morgan  al- 
ways resisted. 

Until  now.  Morgan 
is  cuiTently  gearing  up 
for  its  first  widespread  layutfs  e\  er.  lU'si- 
NESS  WEEK  has  obtained  a  Jan.  24  inter- 
nal memorandum  from  Chairman  and 
CEO  Douglas  A.  Warner  III  to  "All  Mor- 
gan colleagues"  that  outlines  the  bank's 
plans  to  cut  back  due  to  "difficult"  mar- 
ket conditions.  Wamer  says  the  bank  is 
planning  to  slow  down  its  expense 
growth  and  that  staff  cuts  will  ensue. 
"We  have  not  set  a  target  for  staff  re- 
ductions across  the  board,"  the  memo 
says,  with  the  "not"  underlined  for  em- 
phasis. But  "since  two-thirds  of  oui-  costs 
are  for  people,  each  business  expects  to 
some  extent  to  trim  staff." 
LITTLE  LISTS.  However  nonspecific  War- 
ner's memo  is,  bank  sources  say  the 
drive  to  cut  costs  is  intense.  Over  the 
past  flecatle,  Morgan  has  liired  thousands 
of  people  to  hel))  it  become  a  majoi-  play- 
er in  investment-banking  businesses  such 
as  securities  undei-wtiting  and  trading. 
But  now  Moi'gan,  like  its  competitors,  is 
facing  a  slowdovm  in  those  businesses. 
As  a  result,  at  meetings  duiing  the  sec- 
ond half  of  January,  sources  say,  several 
dozen  top  Morgan  executives  were  asked 
to  prepai'e  lists  of  people  they  could  lose 
if  necessaiy.  Resulting  cuts  ai'e  expected 
to  be  completed  duiing  the  fii'st  half  of 


1995.  Talk  inside  the  bank  is  that  pails  of 
Morgan  will  face  staff  cuts  of  10%  or 
more.  A  bank  spokesman  declines  to 
comment  on  any  specifics  of  the  planned 
cutbacks. 

Morgan  has  plenty  of  company  in  its 
drive  to  reduce  costs  and  j^ayi'olls.  In- 
vestment banks,  for  example,  ai-e  at  least 
as  vulnerable  to  poor  capital-mai-ket  con- 
ditions. Among  investment  banks,  MeniU 
Lynch  &  Co.  could  eventually  lay  off 
close  to  500  employees,  cs  First  Boston 
has  announced  plans  to  let  roughly  300 
employees  go  worldwide.  Even  Goldman, 
Sachs  &  Co.  has  embarked  on  a  pro- 
gram to  reduce  staff  by  10%. 

Coirunercial  banks  ai'e  also  eliminating 
jobs.  Last  December,  for  example,  Chem- 


TIME  TO 
RETRENCH 


Morgan's  staffing  has  increased 
even  as  income  has  fallen 


EMPLOYMENT 

THOUSANDS 


NET  INCOME* 

BILLIONS  OF  DOLLARS 


'90  '91  '92  '93 
•NET  INCOME  FROM  OPERATIONS 


'94  '90  '91  '92  '93  '94 
DATA  J  P  MORGAN  8  CO  ,  MOODY'S  INVESTORS  SERVICE 


ical  Banking  C0173.  announced  plans  t 
abolish  3,700  positions.  Chase  Manha- 
tan  Coi-p.  is  another  money-center  ban 
cutting  back,  offeiing  voluntaiy  retii-( 
ment  to  roughly  2,600  employees.  Fc 
many  regional  banks,  sluggish  deman 
for  core  products  such  as  mortgages  an 
a  need  to  boost  efficiency  are  promptin 
similar  reviews  of  staffing  levels.  Flei 
Financial,  Corestates  Financial,  and  Kef 
Coip  have  all  hii'ed  consultants  to  he! 
them  reduce  costs  and  possibly  cut  stai 
Even  foreign  banks  in  the  U.  S.  ai 
pnining:  National  Westminster  Bank  M 
announced  it  will  slash  500  jobs  in  tl 
U.  S.  because  it  expects  lower  revenue 
FREE  LUNCH.  Still,  even  with  other  1 
nancial  institutions  tightenLig  their  belt  ' 
it  is  a  departure  for  Morgan  to  initial ' 
such  a  widespread  cost-cutting  driv 
The  bank  has  long  been  regarded  as 
employer  that  takes  superb  care  of  i 
people — Morgan  employees  get  a  fi 
lunch  every  day — and  one  that,  moi 
than  most  banks,  holds  on  to  employe^ 
through  good  mai'kets  and  bad.  As  Mo  ' 
gan  has  reshaped  itself  over  the  pai 
several  years  into  more  of  a  global  ii 
vestment  bank,  it  has  hired  experience 
outsiders,  a  shaip  change  from  its  Ion, 
standing  practice  of  employing  peop 
for  the  long  haul  and  promoting  fro 
witliin.  Many  employees  say  it  has  he 
on  to  much  of  its  old  ethos,  although 
bank  spokesman  says  the  culture  h 
evolved  over  the  past  decade.  But  ban 
wide  layoffs  could  wrench  whatever 
mains  of  that  culture. 

To  be  siu'e,  Morgan  has  reduced  i 
workforce  before.  In  1989  and  1990 
bank  embarked  on  a  cost-cutting  dri 
that  resulted  in  a  9%  reduction  in  er 
ployees  in  1990.  But  most  of  those  cu 
were  accomplished  through  attritio 
"We've  never  ever  had  real  layoffs,"  sa; 
one  employee.  Moreover,  since  1990,  Mc 
gan  has  steadily  expanded  its  workfor 
(chart).  Its  worldwide  staff  increas* 
12%  in  1994,  even  as  net  income  dropp 
by  neariy  30%,  from  $1.7  billion  to  $1 
billion.  "They've  been  adding  people 
year  long,  but  their  revenues  are  fallii 
apart,"  says  David  S.  Beny,  director 
research  at  investment  bank  Keei|i 
Bi-uyette  &  Woods  Inc. 

Morgan's  cutbacks,  like  tho  li 
at  many  other  fiirns,  are  pi'o  Si' 
ably  a  pnident  response  to  dif  ft 
cult  market  conditions  that  w  ^ 
Hkely  last  for  some  time.  B  mil 
the  need  to  retrench  also 
doubtless  a  painful  remind 
that  even  the  best  banks  a 
no  match  for  mai'ket  cycles 

By  Kelley  Holla']lj^ 
in  New  Yo 
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side  Wall  Street 


iENE  G.  MARCIAL 

B  FAVORITES 
SMALL  CAPS 

I't  cry  for  small-capitalization 
ocks,  which  got  a  sound  di-ubbing 
year.  Investment  pro  F.  Van  Kas- 
a  small-cap  advocate,  says  they 
lue  for  a  smart  snapback  in  1995. 
1  companies  that  had  earlier-  post- 
icord  earnings  got  knocked  in  1994. 
t  makes  the  gi'oup  even  more  at- 
ive,  with  many  stocks  way  off 
■  highs,"  he  argues.  He  thinks 
hy  earnings  will  keep  rolling  in 
and  1996. 

m  Kaspei',  who  heads  a  San  Fran- 
investment  bank,  Van  Kasper  & 
did  well  last  year:  His  small-cap 
olio,  which  gained  3.2%,  outpaced 
3ow's  2.1%  rise.  Both  the  nasdaq 
Value  Line  indexes,  by  contrast, 
ped  some  6%.  Part  of  Van 
»er's  performance  was  due  to  a 
)  leap  by  one  of  its  picks — Macro- 
a — and  an  82%  jump  by  First 
1  Sports.  So  what  are  Van 
ler's  choices  foi'  1995? 
me  are  hai'dly  household  names: 
'ision  (ATVi),  a  maker  of  video  and 
)uter  games;  McFarland  Energy 
E),  a  conservatively  managed  oil- 
^as  producer  with  moi-e  than  800 


VHATONE  PRO  PROPOSES 

m 

RECENT 
PRICE 

1934-95  12-MONTH 
RANCE  TARGET 

VISION 

6)i 

14/4-3/4  10 

\RLAND 

6% 

8^4-4  12 

m\Q.  TECH. 

4% 

9/2-2/2  6 

ALLA 

13 

15-10  20 

TA.  BLOOMBERG  FINANCIAL  MARKETS,  VAN  KASPER  &  CO, 

?  in  California;  Neurobiological 
nologies  (nth),  a  biopharmaceutical 
;  with  a  network  of  scientist-share- 
ivs;  and  Odwalla  (odwa),  a  large 
L-juice  company  sei-ving  Noithem 
brnia  and  Washington, 
itivision  is  big  in  adventui'e  videos 
2omputer  games.  Some  of  its  pop- 
titles  are  Pitfall,  Kaboom,  and  Re- 

to  Zork.  In  early  January,  the 
3any  signed  a  pact  with  Japan's 
lai,  which  will  pay  royalties  of  up 
5.5  million  for  Japanese  versions 
itum  to  Zork.  Van  Kasper  expects 
company  to  land  in  the  black  for 
fiscal  year  ending  Mar.  30,  1996, 

estimated  eamngs  of  30(2  a  shai-e. 


vs.  losses  in  1994 
and  1995. 

McFarland  En- 
ergy, which  just 
last  Septembei' 
won  a  lawsuit 
against  Chevron, 
bringing  in  $16 
million  in  compen- 
satory damages 
and  $30.9  million 
in  punitive  dam- 
ages, is  expected 
to  report  eaiTiings 
of  19(Z  for  1994 
and  35^  in  1995. 
Van  Kasper  says  VAN  KASPER:  Four 
it's  one  of  the  ground-floor  buys 
best  energy  plays 
aroimd. 

He  is  also  high  on  Neurological 
Technologies  thanks  to  a  product  now 
in  clinical  tests:  corticotropin  releasing 
factor  (CRF),  which  Van  Kasper  says 
reduces  swelling  in  cosmetic  surgeiy. 
"This  will  be  a  big  product  for  the 
company  in  two  years,"  he  says. 

Odwalla  produces  more  than  20  dif- 
ferent fi'uit  and  vegetable  drinks  with 
"just-squeezed  flavor,"  notes  Van  Kas- 
per, who  believes  Odwalla's  earnings 
will  jump  to  300  in  1995  and  500  next 
year,  up  sharply  ft"om  last  year's  12?. 

Van  Kasper  says  all  four  stocks  offer 
"ground-floor  bargain  opportunities." 

GIVING  ELECTRIC 
CARS  A  CHARGE 

Want  to  bet  on  a  company  intent  on 
speeding  the  advent  of  electric 
cai's?  It's  not  General  Motors,  Ford 
Motor,  or  Motorola.  Tiy  Electrosource 
(elsi),  a  little-known  batterymaker 
whose  shares  trade  at  2%. 

Its  claim  to  fame:  revolutionizing  the 
lead-acid  battery  so  it  can  power  elec- 
tric vehicles,  according  to  ceo  Mike 
Semmens.  He  claims  Electrosource's 
superbattery,  the  Horizon,  provides 
eveiything  electric  cars  need:  quick  ac- 
celeration, light  weight,  fast  I'echai'ge, 
and  long  battery  life. 

The  Horizon  is  so  good,  says  one 
New  York  money  manager,  that  Chrys- 
ler may  announce  soon  it  will  use  Elec- 
ti'osoiu'ce's  battery  for  its  NS  minivan — 
Chrysler-'s  first  electric  vehicle.  Also 
expected  to  use  the  Horizon  is  U.  S. 
Electricar;  whose  vehicles  have  a  Ford 
chassis.  In  mid-January,  Solar-max,  a 
Florida  electric-vehicle  maker,  placed 
a  $2  million  or'der  for  the  batteries. 


Semmens  says  tests  show  that  the 
Horizon  matches  the  performance  of 
emerging — and  costlier — technologies, 
such  as  sodium-sulfur  or  nickel-hydride 
batteries.  He  maintains  that  a  compact 
car-  equipped  with  the  patented  Hori- 
zon battery  can  tr-avel  mor-e  than  100 
miles  before  it  needs  to  be  rechar-ged. 
A  minivan  would  have  a  range  of  80 
miles,  he  adds. 

One  big  investor  in  Electrosource 
expects  the  company  to  post  a  loss  this 
year;  on  estimated  r-evenues  of  $15  mil- 
lion to  $20  million.  But  he  sees  the 
company  making  money  next  year* — 
about  500  a  shar-e — on  sales  of  $40  mil- 
lion to  $60  million. 


BRIO  TAKES 
TWO  HEFTY  SWIGS 


I 


s  there  room  for  a  newcomer  in  the 
crowded  soft-drink  and  juice  mar- 
kets? "Definitely,"  says  Herman  Riepl, 
president  of  Brio  Industries  (briof). 
A  Vancouver  (B.C.)  bottler-  and  packag- 
er of  carbonated  and  noncarbonated 
beverages.  Brio  is  a  tiny  speck  in  the 
business,  but  it  has  announced  a  thr-ee- 
year  pact  with  two  still-unidentified 
bever*age  biggies.  Some  investor's  say 
the  deals  will  push  Brio  to  pr-ofitability 
by  next  year. 

David  Jordan  of  J.  W.  Charles,  a  se- 
cur'ities  fir-m  in  Boca  Raton,  Fla.,  ex- 
pects earnings  per  share  of  320  on 
sales  of  $46  million  in  the  year  ending 
Feb.  28,  1996,  up  fi'om  an  estimated 
150  on  $30  milhon  in  fiscal  1995.  Be- 
cause of  the  big  contracts  that  were 
bagged  by  Brio,  other  drink  compa- 
nies have  asked  about  concluding  sim- 
ilar agreements,  says  Jordan,  who  has 
been  acciunulating  shares.  Brio  got  into 
the  business  by  acquiring  hpi  Beverag- 
es in  1993  for  $10  milhon  in  cash  and 
stock.  And  on  May  31,  1994,  Brio  ac- 
quired JB  Food  Industries,  which  pro- 
duces juices. 

Why  is  Jor-dan  so  hot  on  Brio?  He 
suspects  that  Coca-Cola  and  Quaker 
Oats  ar-e  the  mystery  partners  that 
have  signed  on.  Quaker  r-ecently  ac- 
quired fast-gr-owing  Snapple.  Jordan 
thinks  Brio  is  apt  to  sign  more  deals 
vrith  these  two,  as  it  demonstrates  the 
efficiency  of  its  bottling  and  packag- 
ing facilities.  Brio  operates  plants  in 
Canada  and  is  opening  a  fourth  facility. 
Riepl  declined  to  say  who  the  part- 
irers  wer-e. 

Jordan  figiu-es  Brio,  trading  at  4'/^, 
could  double  in  a  year. 
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Social  Issues 


REDEVELOPMENT 


THE  BASE  CLOSED. 
THE  TOWN  SURVIVED 

Tiny  Rantoul,  111.,  has  managed  to  hang  on — and  then  some 


Foi-  years,  the  tiny  town  of  Rantoul, 
111.,  boasted  an  economy  that  was  as 
shiny  as  a  sergeant's  shoes.  As 
home  to  the  Air  Force's  sprawling 
Chanute  Technical  Tr-aining  Center,  Ran- 
toul could  afford  to  pay  cash  for  every- 
thing from  fire  engines  to  a  new  city 
hall.  But  in  1988,  the  town  known  for 
training  military  pilots  looked  set  to 
nose-dive  when  the  federal  government 
announced  it  was  closing  76-year-old 
Chanute,  taking  along  thousands  of  jobs. 
"Everyone  predicted  we'd  become  a 
ghost  town,"  says  Katy  Podagrosi, 
Rantoul's  mayor  since  1984. 

These  days,  you  won't  find  a  whole 
lot  of  tumbleweeds  in  Rantoul.  In  the 
past  18  months  since  the  base  finally 
closed,  town  leaders  have 
launched  an  aggressive  re- 
covery plan.  By  hawking 
real  estate  at  cut-rate 
prices,  Rantoul  is  remak- 
ing the  once-government- 
owned  property  into  a 
tax-pajang  industrial  com- 
plex. While  still  recover- 
ing from  the  exodus  of 
5,000  militaiy  workers  and 
the  money  they  spread 


among  the  town's  stores  and  diners, 
Rantoul  is  coming  ai'ound.  Some  20  com- 
panies have  located  or  expanded  on 
Chanute's  three  square  miles,  boosting 
the  town's  preconversion  tax  revenues 
by  about  30%.  And  after  losing  1,035 
civilian  jobs,  Rantoul  has  added  1,000 
new  ones  in  a  more  diversified  market. 
"Rantoul  really  pulled  together,"  says 
Wallace  Bishop  Jr,  senior  project  man- 
ager for  the  Defense  Dept.'s  Office  of 
Economic  Adjustment  in  Washington. 

As  the  Pentagon  prejiares  to  annoimce 
the  closing  of  some  30  militaiy  bases  na- 
tionwide by  Mar.  1,  it's  eager  to  point  to 
places  like  Rantoul  as  evidence  that 
there  is  life  after  the  militaiy.  Defense  of- 
ficials have  been  coping  with  convereions 


NEW  CREW:  Gearing  up  to  make  part 
for  Chrysler  in  former  Hangar  I 


P 
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since  1988,  when  the  Pentagon  bega 
closing  70  major  bases  and  around  2( 
smaller  installations,  wiping  out  son 
172,000  militaiy  and  95,000  civilian  job 

The  experience  so  far  is  mixed 
takes  about  six  years  to  close  bast 
completely.  And  many  communitie 
large  and  small,  are  still  straggling 
generate  the  taxes  to  support  the  ne 
land  masses  they  inherited.  They're  al 
having  trouble  replenishing  the  lost  jol 
and  income.  Take  Fori  Sheridan,  a  su 
urban  Chicago  anny  base  that  in  19! 
was  slated  for  closure  and  shut  down 
1993.  Efforts  to  privatize  the  700-acr 
lakeshore  property  have  been  slow< 
by  clashing  interests  among  its  thn 
bordeiing  towns,  two  of  which  are  affl 
ent  and  one  blue-collar.  Meanwhile,  tl 
federal  government  is  shelling  out 
million  a  year  to  maintain  the  properi 
ONE  HORSE.  But  a  handful  of  comm 
nities,  like  Rantoul,  have  weathered  t]  jj 
political  fighting,  cleanup  rales,  and  ta 
gled  bureaucracies  and  transfen^ed  ti 
bases  into  private  hands.  Rantoul  h 
httle  choice.  UnHke  Fort  Sheridan, 
Denveris  Lowiy  Air  Force  Base,  both 
which  benefit  from  the  high  properfc, 
values  of  big-city  neighbors,  Rantc 
was  a  one-horse  town.  Located  abo 
120  miles  south  of  Chicago,  it  was  fan 
land  until  1917,  when  the  ah-field  tripl 
its  population,  to  23,000.  Rantoul  foug 
off  Pentagon  efforts  to  close  the  base 
the  1970s  but  lost  the  recent  battle. 

After  the  base  closed  in  1993,  R; 
toul's  mayor  marshaled  politicians  a 
got  $3.5  million  in  federal  aid  to  ea 
the  transition.  Mayor  Podagrosi,  back 
by  business  and  community  voluntee 
also  kicked  off  "Make  It  Rantoul,' 
two-year  campaign  to  lure  jobs  and  t 
dollars.  They  ai-e  tai'geting  regional  fir 
in  distribution,  manufacturing,  and  sti 
age  in  need  of  new,  low-cost  space.  "F 
the  first  year,  I  showed  the  propei  |, 
eveiy  day,"  says  Ray  Boudreaux,  a 
tired  Air  Force  officer  who  led  the 
fort.  Other  selling  points:  Rantoul's  I 
crime  rate  and  skilled  labor  force 
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T  \fa  Affor  Tha  Mi1it'ir\/  like  Rantoul.  Ill,  other  towns  are  hying  to  turn 
ijlit;  mitJl  llie  iVllllMiy    former  bases  into  %1able  commercial  projects: 


WILLIAMS  AIR  FORCE  BASE 

Chandler,  Ariz.  Closed  1993. 
Employed  781  civilians,  4,000 
military.  Converting  to  an  avia- 
tion hub,  business  and  framing 
center.  Projecting  17,000  jobs. 

DATA  jJFENSE  DEPT  ,  BUSINESS  WEEK 


LORING  AIR  FORCE  BASE 

Northern  Maine.  Closed  1994. 
Employed  1,311  civilians,  4,000 
military.  Providing  financial  ser- 
vices and  training  for  the  gov- 
ernment. Hoping  to  create 
1,000  jobs. 


KINCHLOE  AIR  FORCE  BASE 

Sault  Ste.  Marie,  Mich.  Closed 
1979.  Employed  737  civilians, 
3,074  military.  Now  three  pris- 
ons, two  work  camps,  and 
assorted  manufacturing  on  site, 
creating  2,300  jobs. 


II 
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companies  were  turned  off  by 
Ill's  remote  location,  a  problem  for 
brmer  bases.  The  brass  at  Chica- 
;ed  United  Airlines  Inc.  visited 
ul  several  times  before  locating 
craft  maintenance  hub  in  India- 
3  instead.  But  Rantoul  is  pushing 

more  competitive  by  offering 
ictive  employers  temporary  tax 
;  and  other  incentives.  They  can 
to,  since  the  land  was  a  gift  from 
igton.  So  Rantoul  is  offering  lease 
for  manufacturing  space  on  the 
lanute  acreage  for  25(2  to  $2.50 
[uare  foot,  compared  with  $8  to 
nearby  Champaign- Urbana. 

WINDOWS.  Today,  remnants  of 
te  are  scarce.  In  the  old  Hangar 
itoul  Products  Inc.  makes  dash- 
;  for  Chrysler  Corp.  And  Lowell 
based  J.  B.  Hunt  Transport  Inc.,  a 
■ucker,  has  moved  its  training 
into  a  former  maintenance  site. 

Caradco,  a  unit  of  Aluminum 
my  of  America  that  makes  wood- 
idows,  Chanute's  closing  was  ser- 
:ous.  Caradco  had  been  operating 
lantoul  factory  since  1976  but 
d  to  get  into  the  fast-growing 
t  of  custom-made  vdndows.  "Re- 
ning  the  company  had  been  part 

vision,  but  we  didn't  know  how 
3o  it  physically,"  says  Caradco 
ent  Alan  Verploegh.  Caradco  ex- 
1  into  the  former  40,000-square- 
t  engine  maintenance  facility,  add- 
')  jobs,  for  a  total  of  900  workers, 
ising  has  been  an  easier  sell.  De- 
rs  have  already  snatched  up  a 
r  of  Chanute's  1,300  units  of  res- 
il  housing  and  are  in  the  process 
ing  the  rest.  Since  Rantoul  never 

dime  of  taxes  when  the  houses 
in  military  hands,  it's  eager  for 
ream  of  property-tax  revenues 
nil  come  from  its  new  housing 
t.  Homes  are  seUing  for  $23,500 

two-bedroom  townhouse  and 
3  for  a  three-bedroom  home  on  a 
lurse.  Urbana-based  Busey  Bank, 

bought  two  troubled  Rantoul 

is  betting  on  a  local  boom.  It  al- 
has  $3.5  milhon  in  Rantoul  mort- 
Dans  and  expects  an  additional  $1 
1  by  yearend.  Busey  President 
3arney  bought  the  former  base 
inder's  spread  for  about  $90,000. 
toul  hasn't  quite  shed  its  military 
rhe  base  still  gets  a  single  gas 
id  town  clerks  have  the  headache 
acting  from  its  new  tenants.  The 
^on  promised  to  reclaim  a  cargo 
nths  ago.  And  Air  Force  vets  still 
)ut  at  the  Red  Wheel  restaurant, 
ansition  is  often  painful,  but  Ran- 
lows  the  peace  dividend  may  be 
;han  just  a  catchy  phrase. 
Ron  Stodghill  II  in  Rantoul,  III., 
Vmy  Borrus  in  Washington 


#1  Performing  Fund  Since 
the  Market  Low  of  1987 

— per  Mutual  Fund  Forecaster"^ 

The  Kaufmann  Fund 

A  Small  Company  Growth  Fund 
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Kaufx 
Returns 

Period  enc 

More  than  twice  the  average  total 
annual  return  of  all  open-end  funds 

(5-year  period  ending  1 2/3  1/94.  Out  of  2,326  equily  funds,  per  Lipper  Analytical  Service.s) 

Morningstar  5  Star  (****★)  Rating** 

(Out  of  1,109  equity  funds  as  of  1  1/30/94) 


The  Kaufmann  Funcd  is  an 
aggressive  growtli  fund  dedi- 
cated to  the  objective  of 
capital  appreciation  through 
investment  in  small  growth 
companies.  The  Fund  invests 
primarily  in  companies  beyond 
the  venture  stage  that  are 
profitable  and  have  substantial 
growth  prospects. 

For  information  call: 

1  -800-562-921 0 

'  Out  of  637  open-end  equity  funds,  for  the  period  of  12/4/87- 12/31/94. 

"Morningstar  ratings  are  subject  to  cliange  every  montti  and  are  calculated  from  tiie  funds'  tliree- 
and  five-year  average  annual  returns  with  appropriate  sales  charge  adjustments  and  a  risk  factor 
that  reflects  performance  relative  to  three-month  Treasury  bill  monthly  returns.  Ten  percent  of  the 
funds  in  an  investment  category  receive  five  stars. 

Total  returns  for  periods  ending  December  31 ,  1994  are  historical  and  include  change  in  share 
price,  reinvestment  of  dividends  and  capital  gains.  There  is  a  0.2%  redemption  fee  and  a  12b- 
1  fee  in  excess  of  0.25%.  The  S&P  is  an  unmanaged  index  consisting  of  the  common  stock  of 
500  publicly  traded  U.S.  companies.  For  more  complete  information  including  charges, 
expenses,  and  risks  on  small-cap  stocks  please  read  the  prospectus  carefully  before  you 
invest.  The  performance  cited  represents  past  performance  which  is  not  indicative  of  future 
results:  investment  performance  fluctuates:  fund  shares  when  redeemed  may  be  worth  more 
or  less  than  original  cost. 

THE  KAUFMANN  FUND,  INC. 
140  East  45th  Street,  New  York,  NY  10017  •  Fax  (212)  661-2266 


e  Year  Compounded 
Annual  Return 


KAUFX 
FUND 

19.3% 

S&P  500 

8.7% 

Inception  (2/86)  15.5%  Annual 
:  1  Year  9.0%  Annual 

ling  12/31/94  per  Upper  Analytical  Seivices 


Lawrence  Auriana  and  Hans  Utsch, 
Portfolio  co-nnanagers  with  over  60  years  of 
combined  Wall  Street  experience 
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TELECOMMUNICATIONS 


l-WAY  TIE-UP 

ON  CAPITOL  HILL 

Party  politics  are  dimming  the  prospects  for  much-needed  telecom  reform 


I 


f  there  is  one  thing  most  Republi- 
cans and  Democrats  agree  on,  it's 
the  need  to  reform  the  nation's  60- 
year-old  telecommunications  law. 
There's  httle  argument  that  the  rules 
limiting  competition  in  the  converging 
worlds  of  telecommunications,  enter- 
tainment, and  information — a  $1  triUion 
industry — must  be  reformed  if  the  U.  S. 
is  to  lead  the  way  onto  the  Informa- 
tion Superhighway.  So  telecom  legisla- 
tion should  be  a  sui'e  thing,  right? 

Well,  maybe  not — because  of  parti- 
san inlighting.  Consider  what  happened 
last  year:  The  House,  after  six  months 
of  negotiations,  passed  a 
bipartisan  deregulation 
bill  by  a  423-to-5  vote. 
Then,  a  month  before  the 
November  elections.  Sen- 
ator Ernest  F.  Rollings 
(D-S.  C.)  killed  the  mea- 
sure— after  Senator  Bob 
Dole  (R-Kan.)  added  a 
list  of  "nonnegotiable" 
demands  favoiing  region- 
al Bell  operating  compa- 
nies (rbocs). 

The  mood  on  Capitol 
Hill  is  even  more  in- 
tensely partisan  now, 
which  makes  ironing  out 
the  divergent  Democrat- 
ic and  Republican  ap- 
proaches dicey.  "People 
want  to  vote  for  compe- 
tition," says  Scott  Cle- 
land,  an  analyst  at  Wash- 
ington Research  Group, 
a  unite  of  Mabon  Securi- 
ties Corp.  "But  we  don't 
know  if,  in  tlu-ee  to  five 
months,  the  Democ- 
rats and  Republicans  will 
be  on  speaking  terms." 
GOP  POWWOW.  The  bick- 
ering is  derailing  a  lot 
more  than  the  legislative 
process.  Regulatoiy  un- 
certainty is  depressing 
telephone  stock  prices, 
holding  up  decisions  on 


billions  of  dollars  worth  of  I-way  in- 
vestment, and  slowing  the  rollout  of 
such  consumer  goodies  as  interactive 
TV  and  a  choice  of  local  earners.  Plus, 
industry  studies  estimate  deregulation 
could  create  up  to  4  million  jobs.  "Eveiy 
day  that  this  act  is  not  updated  is  a 
missed  opportunity  for  us,"  says  Jamie 
DePeau,  Washington  spokesperson  for 
Nynex  Coi-p.  "We're  very  anxious." 

No  wonder.  Paily  intrigue  is  ab-eady 
overshadowing  lawmaking.  On  Jan.  19 
and  20,  CEOs  of  many  big  phone  compa- 
nies met  privately  with  House  Repubh- 
cans:  No  Democratic  lavmiakers  were 


\ 
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The  Debate 
Takes  Shape 


i 


n 


Key  issues  in 
writing  the  law 
to  deregulate 
telecommunications 


REPUBLICANS 

DEMOCRATS 

Push  for  a  set  date,  per- 
haps Jan.  1, 1998,  to  let 
local  and  long  distance 
rivals  into  each  others' 
markets— favoring  the  Bells. 

LOCAL  VS. 
LONG  DISTANCE 

Favor  preventing  Baby 
Bells  from  entering  long 
distance  until  there  is 
proof  of  competition  in 
local  calling. 

Senator  Bob  Dole  has  said- 
he  would  like  to  repeal 
the  1992  Cable  Act, 
ending  rate  regulation. 

CABLE  TV 

Expected  to  fight  off 
deregulation  until  there 
Is  real  competition  in 
cable  markets. 

To  protect  rural  constitu- 
ents, Republicans  favor 
subsidies  for  rural  phone 
companies  and  carriers  of 
last  resort  for  the  poor 
and  elderly. 

UNIVERSAL 
SERVICE 

Also  eager  to  continue 
subsidies.  Plus  the  White 
House  wants  a  fund,  paid 
for  by  carriers,  to  wire 
schools  and  libraries  for 
the  I-way. 

invited.  And  the  Senate  Commei 
Committee  scheduled  only  RepubHc 
witnesses — Dole  among  them — at  a  J 
9  telecom  hearing.  As  for  the  Denj 
crats,  Representative  John  D.  Ding 
(D-Mich.)  reintroduced  last  year's 
on  Jan.  4  without  first  discussing  it  w 
Thomas  J.  Bliley  Jr  (R-Va.),  chairman 
the  House  Commerce  Committee,  wh 
oversees  telecom  legislation.  "Th( 
kinds  of  things  are  bound  to  cause 
litieal  differences,"  says  H.  Br 
Thompson,  ceo  of  LCi  International  Ii 
a  long-distance  carrier. 

Nonetheless,  vows  Larry  Press 
(R-S.  D.),  chairman  of 
Senate  Commerce  Co 
mittee.  Congress  will  p; 
a  bill  by  July  4.  To  ind 
try  skeptics,  that  seejj! 
impossible.  Even  Gary 
McBee,  upbeat  ehairmar 
the  Alliance  for  Comp< 
tive  Communications, 
RBOC  lobbying  group, 
mits  Pressler  has  "a  pre  »- 
optimistic  timetabl 
Pressler  dismisses  th 
who  say  deregulation 
again  fall  prey  to  infig  S« 
ing.  "All  I  vdll  say  is  tl 
The  train  is  leaving 
station.  We  welcome 
on  board." 

ANATHEMA.  The  big  sti 

bling  block  is  timing 
market  entry.  Last  ye 
bill  would  have  opened  1( 
calling  to  competition 
mediately,  while  keep 
the  Baby  Bells  out  of 
distance  and  cable  TV  u 
there  was  some  measurj 
erosion  of  their  local 
nopoUes.  Such  an  appro 
is  anathema  to  the  rb( 
which  argue  that  long 
tance  carriers  could  h 
them  up  for  years  vdth 
gill  challenges.  They  wai 
"date  certain"  on  wl, 
they  are  free  to  enter 
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ated  industries,  no  matter  how 
local  competition  really  exists, 
publicans,  who  are  generally  allied 
the  Bells,  favor  the  date-certain 
3t.  A  Senate  Republican  statement 
K'om  principles  calls  for  local  com- 
m  immediately,  with  the  Bells  al- 

I  into  long  distance  on  Jan.  1, 
-no  matter  how  big  their  local 
;t  share.  If  an  rboc  can  prove  sig- 
it  competition  in  its  market  be- 
1998,  it  will  be  able  to  apply  to 
long  distance  just  one  year  after 

II  is  passed. 

mocrats,  siding  with  long-distance 
rs,  fear  this  laissez-faire  approach 

allow  the  Bells  to  use  their  mo- 
y  power  to  subsidize  entry  into 
)ng-distance  market  while  block- 
cal  access.  That  wouldn't  be  hard 

the  theory  goes,  because  the  Bells 
the  "final  mile" — connections  to 

or  office — of  moi'e  than  90%  of 
ica.  That's  why  Vice-President  Al 

although  a  deregulation  booster, 
;  that  "the  game  should  not  begin 
me  arbitraiy  date  without  rules 
—on  the  mistaken  assumption  that 
ndar  can  replace  a  rule  book." 
ION  GROUND.  Expect  clashes  over 
deregulation,  too.  Some  Republi- 
including  Senate  Majority  Leader 

want  to  repeal  the  1992  Cable 
vith  its  tough  rate  regulation.  But 
»crats  are  likely  to  dig  in  their 

The  law,  which  the  Federal  Com- 
;ations  Commission  estimates  has 

consumer  some  $3  billion,  is  pop- 
vith  voters. 

3  two  parties  have  one  patch  of 
on  ground:  Both  support  federally 
ated  guarantees  of  universal  ser- 
-requiring  that  cheap  phone  ser- 
3e  available  to  rural  regions  and 
oorest  consumers,  subsidized  by 
atire  industry, 
it's  nail-biting  time.  Industry 
es  say  the  closed-door  meetings 
Republican  lawmakers  did  not 
the  process  ahead  but  did  give 
es  an  opportunity  to  air  views  in  a 
)nfrontational  setting.  And  J. 
lel  Brown,  AT&T's  vice-president 
!deral  legislation,  thinks  the  Re- 
gans are  not  being  exclusionai-y — 
are  merely  trying  to  coordinate 
views  before  reaching  out  to  the 
»crats.  "I  do  think  that  in  the  end 
ill  see  a  bipartisan  effort  again  as 
d  in  1994,"  he  says, 
ch  an  effort  might  pay  off  for 
'one.  Just  look  what  competition 
)r  the  folks  at  at&t,  says  Thomp- 
)f  LCl:  "Since  1984,  they've  lost 
of  their  market  share,  their 
came  down  60% — and  they  didn't 
a  single  quarter  of  increasing 
lues." 

By  Catherine  Amst  in  Neiv  York 


TELECOMMUNICATIONS   

MCI:  A  SMALLER  FAMILY 
AND  FEWER  FRIENDS 

It's  losing  customers  to  AT&T-and  groping  for  a  new  strategy 


What  in  the  world  has  happened 
to  MCI  Commimications  Coip.?  Its 
reputation  as  a  brilliant  marketer 
is  tarnished  after  losing  1.1  million  cus- 
tomer to  AT&T  last  year — almost  300,000 
in  December  alone.  Analysts  figure  that 
its  fomth-quarter  revenues  dropped  al- 
most 1%',  the  first  quarterly  decline  in 
five  years.  Its  attempts  to  get  into  the 
wii'eless  business  fizzled.  And  since  Wall 
Street  has  no  clear  pictiu'e  of  MCi's  plans 
to  diversify  beyond  the  cutthroat  long- 
distance business,  the  stock  is  hovering 
near  a  52-week  low  of 
17,  almost  10  points 
below  last  March. 

Investors  may  be 
unsettled,  but  MCi's 
leaders  are  still  up- 
beat. Eai'nings  in 
1994,  due  Jan.  26,  are 
expected  to  be  up 
15%,  despite  a  9%  dip 
in  the  final  quarter, 
analysts  say.  "We  have 
not  died,"  says  MCi 
President  Gerald  H. 
Taylor.  "We  are  not 
wringing  our  hands 
comforting  one  an- 
other about  the  situa- 
tion." What  MCI  execu- 
tives  are   doing  is 


MCI'S  REVERSAL 
OF  FORTUNE 


YEAR-OVER-YEAR  GROWTH  IN 
LONG-DISTANCE  MINUTES 


I '93  II 
▲  PERCENT 


PRESIDENT 
TAYLOR:  "WE 
HAVE  NOT 
DIED" 


trying  to  step  back  fi'om  an  unrelent- 
ing battle  for  long-distance  mai'ket  shai'e 
where  the  main  weapon  is  discounts. 
MCI  is  searching  instead  for  niches  with 
better  margins  than  in  the  commodity- 
like residential  long-distance  business. 
Says  Executive  Vice-President  Timothy 
F.  Price:  "We  want  to  take  advantage  of 
things  on  an  opportunistic  basis — new 
markets,  new  technologies." 

Such  as?  So  far,  MCi  has  done  little 
beyond  announcing  in  Januaiy,  1994,  a 
plan,  dubbed  networkMCl,  to  spend  $20 
billion  over  six  years 
to  get  into  the  wire- 
less and  local-calling 
business,  while  ex- 
panding overeeas.  But 
networkMCl  is  still 
mostly  a  blueprint, 
and  there's  more 
pressure  for  MCi  to 
act.  In  a  few  years 
the  seven  Baby  Bells 
are  likely  to  gain  en- 
try  into  the  long-dis- 
tance business.  As 
the  only  canier  with 
almost  all  its  eggs  in 
the  long-distance  bas- 
ket, MCI  is  the  most 
vulnerable  to  these 
well-heeled  rivals. 
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DaimlerBenz 


Infobahns,  supercomputers  and  multi- 
media are  currently  attracting  wide- 
spread attention.  In  the  latest  issue  of 
"HighTechReport",  the  Daimler-Benz 
group  also  focuses  on  these  topics. 
Alongside  the  title  story  "Data  High- 
ways -  Virtual  Worlds",  there  are  arti- 
cles on  the  "People  Mover",  excava- 
tion work  at  Troy  and  much  more... 

"HighTechReport"  appears  quarterly 
(plus  special  issue).  Apart  from  mail- 
ing costs,  the  magazine  is  free.  You  can 
order  your  copy  of  the  magazine  by 
mail  or  fax  (+49-7 1 58-1 77-1 1 9)  from: 
Daimler-Benz-Leserservice,  Postfach 
1220,  D-73762  Neuhausen,  Germany 

J  I  would  like  to  receive  Ihe  magazine  "Daimler-Benz  - 
HighTechReport"        □  in  English  J  in  German 

for  an  annual  subscription  of  DM  18.-  (Germany)  or  DM 
28.-  (all  other  countries)  to  cover  postage  and  packing.  I 
understand  that  I  can  cancel  this  order  at  any  time, 

iJ  Please  send  me  a  free  sample  issue. 

□  Pi'.Mse  debit  my  credit  card: 

□  American  Express  J  Visa  □  Master  Card 

Card  number  

Valid  until.  Month  □□  Year  BW-FEB 
Date/Signature 

I  understand  th<}t  I  may  cancel  the  payment  by  contacting 

Daimler-Benz  P.eaof^^  Service  within  two  weeks  of  receiving 

my  first  issue. 
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Fiiends  &FamilylL  Bg  daims 


Diversification  has  become  more  ur- 
gent since  MCi  changed  its  rate  strate- 
gy: Instead  of  leading  the  long-distance 
wars — as  it  has  done  in  the  past — MCi 
is  following,  at&t  last  summer  unveiled 
a  lavish  advertising  campaign  ridiculing 
MCi's  four-year-old  Friends  &  Family 
Plan.  In  September,  AT&T  upped  the 
ante  vdth  a  30%  discount  to  new  cus- 
tomers for  six  months.  MCi  ignored 
the  challenge  with  the  result  that 
growth  in  calling  minutes  slowed  from 
a  high  of  14.7%  in  mid-1993  to  an  in- 
dustry-lagging 7.5%  in  late  1994  (chart, 
page  147). 

When  strident  "Shame  on  You,  at&t" 
ads  failed  to  stem  the  tide,  MCi  finally 
responded  on  Jan.  5 
with  a  "new  Friends  & 
Family"  plan.  It  offere  a 
6%  discount  to  AT&T's 
True  USA — ^just  enough, 
say  analysts,  to  stabi- 
lize MCi's  market  share 
without  triggering  an- 
other AT&T  rate  cut. 
"Chasing  pricing  down 
a  rat  hole  doesn't  make 
any  sense,"  says  Price. 

Problem  is,  MCi  has 
yet  to  say  what  does 
make  sense.  Investors 
want  to  know — they  es- 
pecially want  to  know — 
what  it  will  do  with  a 
$4.3  billion  cash  hoard 
received  from  the  sale 
of  a  20%  stake  to  Brit- 
ish Telecommunications 
PLC  on  Oct.  1.  "They 
have  been  very  un- 
MCi-like  in  their  deploy- 
ment of  capital,"  says 
Blake  Bath,  analyst  at 
Sanford  C.  Bernstein. 
"Noitnally,  they  decide, 
and  boom — off  they  go. 
They've  known  they 
were  getting  this  money 
for  more  than  a  year . . .  People  aren't 
clear  on  what  they  are  doing." 

MCI  is  spending  some.  It  has  ear- 
marked $2  billion  to  build  local  fiber-optic 
networks  in  200  cities  by  2000.  It  says 
that  six  cities  ai"e  up  and  nmning.  MCi  is 
also  building  a  network  in  Mexico,  bud- 
geting $450  million  over  three  years. 
And  last  yeai;  MCi  paid  $30  milhon  for  a 
20%  stake  in  Los  Angeles'  Interactive 
Cable  Systems,  which  sells  cable  and 
phone  systems  to  apartment  complexes, 
and  $20  million  for  a  20%  stake  in  an 
in-flight  phone  company.  And  $70  mil- 
lion went  into  developing  and  rolling  out 
an  information-management  software 
package  for-  businesses. 


None  of  these  businesses,  howeit. 
matches  the  growth  prospects  of  we 
less.  And  MCi's  wireless  plan  has  ye  t 
materialize.  Last  Febioiaiy,  it  agreect 
pay  $1.3  billion  for  a  17%  stake  in  >\a , 
tel  Communications  Inc.,  which  wantitl' 
transform  radio-dispatch  systems  iti 
a  cellulai"  competitor  The  deal  fell  ap- 
over  doubts  about  the  quality  of  Nbi 
tel's  service.  Then,  separate  atterrji 
to  form  wii-eless  partnerships  with  M 
Pacific  Telesis,  and  BellSouth  dissolvd 
MCi's  reluctance  to  invest  big  bu-s 
hasn't  helped.  Talks  with  a  personal  cin 
munications  sei"vice  (PCS)  consortium  e-? 
by  Bell  Atlantic  Cor-p.  collapsed  w?» 
the  gi-oup  wanted  MCi  to  help  foot  n 
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flSrihie  USA- Savii^i  Vfc  say  m  You  i 


SHAME 
ON  YOU, 
AT&T. 


■  for  Oiarging  the  highest  ratta,  >n 
1  (hen  proclaiming  tti«  &avin^  you 
truv'  beaakthroutfh  to  consumers. 
Shame  on  you  lot  mounting  one  of  tti«  ino*it 
exp«n&iv«  ami  iM»tj«st  sdwrUein^  catn»al^&  in 
hi&tory.  An  expef)»«  that  your  oMn  atockholdorv  and 
customers  have  paid  for 

ShwiM  on  you  for  Mnding  holiday  cards  wtth 
checfcs  to  MCI  cu&tomerfi  and  not  doing  tho  same 


And  sham*  oo  you  for  marketing  products  und«f 
thu  ttoriAsr  ot  "truo"  and  then  doing  an  advertising 
campaign  filler:!  with  "half-truths." 
Sham*  on  you,  ATjfcT. 

Wc  ttwu^t  only  a  monopoly  acted  tr>e  -nay  you  d( 


MCI 

l-SO0-95O-»0M> 


M\TH  PROBLEl 
MCI  is  no  longer 
leading  the  unrek 
ing  battle  for  con- 
•sumer  market  sha 
where  the  main 
weapon  is  discoui 


bill  for  building  it. 
thought  lending  its  b: 
name  was  enough.  "I 
fell  apart  because 
egos,"  says  All 
Grimes,  an  ex-MCi  e? 

Now,  MCI  is  in  falll 
mode.  It  plans  to  k 
capacity  and  resell 
banking  on  a  glut  of  wireless  capacit 
drive  down  wholesale  rates.  That  ct 
make  for  lucrative  mai'gins,  but  rese^ 
is  not  without  risks.  MCI  won't  be 
to  control  the  quality  of  the  netw 
nor  will  it  be  out  in  fi'ont  with  new 
vices. 

Analysts  wonder  if  MCi's  managen 
is  foundering  or  just  tiying  to  stay  ) 
ble.  One  thing  in  their  favor,  says  L 
B.  Meltzer,  of  UBS  Securities  Inc.:  ' 
excels  when  the  chips  are  down.  S 
companies  flourish  in  a  challenged 
mosphere."  And  this  situation  is  not 
if  not  challenging. 

By  Mark  Lewyn  in  Washim 
with  bureau  rep 


3velopments  to  Watch 


MILITARY  GOODS  GET  DIGITAL  DOG  TAGS 

THE  MILITARY  GOT  HIGH  MARKS  IN  LOGISTICS  DURING 

the  gulf  war.  But  one  wheel  of  Operation  Desert  Stonn 
proved  creaky.  Of  the  40,000  intermodal  containers  fer- 
ried to  the  Persian  Gulf,  two-thirds  had  to  be  opened 
and  inspected  to  detennine  what  was  inside.  Many  then 
had  to  be  reshipped  to  their  proper  destination.  To 
avoid  a  repeat  of  this  snafu,  the  Pentagon  is  installing  a 
$70  million  logistics-management  system  from  Savi 
Technology  Inc.  that  will  let  the  military  keep  a  tight 
rein  on  all  materiel  worldwide. 

The  Mountain  View  (Calif.)  company's  system  is  based 
on  two-way  "radio  tags,"  about  the  size  of  a  card  deck, 
that  are  attached  to  shipping  containers  or  to  individual 
cartons  inside.  These  SaviTags,  powered  by  five-year 
batteries,  can  be  tracked  by  satelhte  to  detemiine  loca- 
tion or  reset  for  a  new  destination.  A  handheld  "interro- 
gator" reads  containers'  contents  and  addresses  within  a 
range  of  300  feet,  then  triggers  a  beeper  in  one  or  more 
tags  to  help  workers  spot  specific  units.  SaviTags  ai-e  al- 
ready used  in  the  2.5  million-squai*e-foot  facility  at  Kelly 
Air  Force  Base  where  jet  engines  are  overhauled.  "It's 
'kanban'  logistics,"  says  Savi  President  Robert  S.  Reis. 
"You  only  build  an  asset  when  you  need  a  replacement." 


NEW  DRUGS. 
THANKS  TO  DNA 
SCISSORS?  

DNA, THE  MASTER  MOLECULE 

of  life,  may  soon  acquire  a 
new  role.  Led  by  Scripps  Re- 
search Institute  biochemist 
Gerald  Joyce  in  La  Jolla, 
Calif.,  researchers  have  found 
a  way  to  manipulate  dna  as  a 
"molecular  scissors"  that  can 
snip  other  molecules.  Using 
computers  to  scan  100  trillion 
strands  of  synthetic  dna, 
Joyce  identified  eight  mole- 
cules whose  coding  enables 
them  to  cleave  related  rna 
strands  in  as  short  a  time  as 


one  minute.  Using  this  princi- 
ple, Joyce  thinks  DNA-based 
di-ugs  could  be  developed  to 
cut  the  RNA  in  Hiv  and  her- 
pes viruses  and  kill  them. 

Others  in  recent  years 
have  developed  similar  scis- 
sors, based  on  rna,  that 
could  snip  genetic  informa- 
tion out  of  cancer  cells,  pre- 
venting them  fi'om  repi-oduc- 
ing.  But  dna,  says  Joyce, 
would  be  more  effective  than 
RNA  because  it  is  about  1  mil- 
lion times  more  stable.  That 
means  DNA-based  drugs 
might  stick  around  longer  in 
the  body  and  be  administered 
in  fewer  doses  than  rna- 
based  compounds. 


ANEW  KIND  OF 
SUPERPOWER  IN 
GENEVA  

HIGH-TEMPERATURE  SUPER- 

conductors  (hts) — ceramic 
compounds  that  conduct 
electricity  with  no  resistance 
at  around  the  temperature  of 
liquid  nitrogen — are  poised 
for  a  leap  out  of  the  lab.  The 
Swedish-Swiss  abb  Group, 
the  world's  largest  maker  of 
the  sort  of  transformers  used 
by  utilities  to  transmit 
electricity,  is  building  the 
world's  first  hts  transformer 
with  support  from  Electricite 
de  France  and  siG,  the  elec- 
tric utility  of  Geneva.  When 
completed  in  1996,  the  proto- 
type will  be  tested  in  Gene- 
va's electric  power  grid.  The 
hts  transformer  is  antici- 
pated to  have  much  lower 
energy  losses  than  conven- 
tional power-transformer 
technology.  That  advantage, 
combined  with  advances  in 
HTS  technology,  is  e.\pected 
to  make  the  transformer 
cost-competitive  by  the  end 
of  the  decade. 


INNOVATIONS 

■  One  group  proposed  grow- 
ing mushi-ooms  in  the  tunnel. 
Another,  to  study  subsurface 
water  flow.  However,  the 
most  likely  future  use  of  the 
partially  dug  Superconduct- 
ing Super  Collider  tunnel  is: 
nothing. 

The  last  of  the  moi'e  than 
$2  billion  pumped  into  the 
Texas  physics  project  was 
spent  putting  steel  caps 
on  the  openings  so  cattle 
won't  fall  down  into  high-tech 
Neverland. 

■  IBM  was  America's  top  pat- 
ent earner  in  1994,  with  1,298 
of  them.  It  was  also  the  most 
active  company  in  forming 
strategic  alliances,  reports 
Dataquest  Inc.  IBM  made  31 
of  the  pubUdy  announced  alli- 
ances or  agreements  between 
companies,  followed  by  at&t 
with  24. 
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MEDICINE 


QUIET  STRIDES  IN 
THE  WAR  ON  CANCER 

The  immune  system  is  slowly  giving  up  its  secrets  to  researchers  pursuing  vaccines 


National  Cancer  Institute  research- 
er Steven  A.  Rosenberg  became 
a  media  sensation  in  1985  when 
he  achieved  surprising  success 
with  cancer  patients — including  one 
complete  cure — using  an  experimental 
technique  called  immunotherapy.  His 
method  made  perfect  sense:  Since  can- 
cers can  evade  the  immune  system, 
why  not  flood  the  body  with  killer  im- 
mune cells,  along  with  special  chemical 
messengers  called  cytokines  that  give 


which  could  shrink  existing  tumors  and 
reduce  the  odds  of  recurrence.  Full- 
blown preventative  inoculations  prob- 
ably are  still  decades  away.  But  the 
past  10  years  of  intense  research  have 
produced  a  leap  in  molecular  under- 
standing. 

MARROW  HELPER.  The  first  triumph  of 
this  deeper  knowledge  of  immunolo- 
gy— long  before  any  miracle  drugs  ar- 
rive— will  be  making  life  more  com- 
fortable for  cancer  patients.  Doctors  at 


Helping 
TheB 
Fight 
Cancer 


One-shot  inoculations  against  cancer  may  still  be  decades  away.  But 
scientists  are  slowly  unlocking  secrets  of  the  immune  system. 
A  better  molecular  understanding  should  yield  improved 
immunotherapies.  Here  are  some  early  advances: 


be  performed  on  an  outpatient  basidj 
Within  a  few  months,  Sloan-Kett?« 
ing's  Malcolm  A.  S.  Moore,  who  disccf 
ered  g-csf  in  1984,  hopes  to  start  cliil 
cal  trials  on  a  more  advanced  techniqis 
growing  precursors  of  immune  and  n^ 
ture  blood  cells  by  culturing  them  hi 
cocktail  of  gi'owth  factors.  Long-terij 
says  Moore,  "I  see  no  rationale  for  ul 
mg  bone  man-ow"  to  help  chemotherajj 
patients.  * 
All  this  is  good  news  for  Amgen  Ii 
Immunex  Corp.,  and  o 
er  biotechnology  com] 
nies  that  produce  coloi 
stimulating  factors  (cs 
According  to  analyst  S 
ven  C.  Tighe  at  J 


ody 


ADVANCE  Chemotherapy  patients  often  need  marrow 
transplants,  but  doctors  can  achieve  the  same  result  with 
transfusions  thanks  to  improved  "colony  stimulating 
factors"  for  blood. 
PLAYERS  Amgen,  Immunex 


ADVANCE  Doctors  use  everything  from  "gene  guns"  to 
retroviruses  to  insert  specialized  genes  in  cancer  cells, 
thus  boosting  the  immune  system's  ability  to  fight  tumors. 
PLAYERS  Somatix,  Vical,  Pittsburgh  Cancer  Institute 

ADVANCE  Scientists  are  enhancing  tumor-infiltrating  lym- 
phocytes, or  TILs,  which  the  body  sends  to  tumor  sites. 
PLAYERS  Applied  Immune  Sciences 

ADVANCE  Whole-body  hyperthermia  (WBH)  raises 
patients'  bodies  to  107  degrees  to  help  ward  off  the 
side  effects  of  chemotherapy. 
PLAYERS  The  Cancer  Research  Institute,  University  of  Wisconsin 


the  body's  weapons  an  extra  kick.  Dr. 
Rosenberg  and  others  used  one  of  the 
most  promising  of  these  compounds, 
mterleukin-2.  Sadly,  the  results,  even  10 
years  later,  haven't  lived  up  to  the  in- 
itial hype. 

UndeteiTed,  scientists  ai"e  still  stiiig- 
gling  to  harness  the  humpn  body's  ex- 
quisitely complex  immuni'  system  to 
light  cancer,  "rhey're  prin,  !ig  patients' 
white  blood  cells  to  hi  In  them  with- 
stanti  chemotherapy.  Awl  they're  tack- 
ling so-called  "therapeutic  vaccines," 


Memorial  Sloan-Kettering  Cancer  Cen- 
ter in  New  York  can  now  increase  and 
harvest  "stem  cells"  from  chemothera- 
py patients'  blood  using  genetically  en- 
gineered gi'owth  factors  such  as  g-csf. 
When  they  are  reinjected  into  the  pa- 
tient's bloodstream,  these  rare  cells 
multiply  and  mature  into  key  immune 
cells.  That  helps  the  patients  withstand 
high  doses  of  chemotherapy  and  radio- 
therapy. The  technique  is  more  effec- 
tive than  standard  bone-marrow  trans- 
plants. It  also  costs  far  less  and  can 


Morgan  Securities  Ir 
CSF  sales  in  the  U. 
were  roughly  $1.5  bill] 
in  1994  and  are  grovid 
by  12%  to  15%  a  ye 
These  drugs  are  a 
cry  from  cancer  cur 
But  they  could  incre 
ingly  provide  "a  ma 
advance  in  patient  cc|if 
fort  and  cost  reductio 
Tighe  says. 

Therapeutic  vaccir 
are  a  tougher  challer 
for  researchers.  Tumi  ori 
growing  in  the  bo 
produce  antigens — m 
ecules  on  the  tumor 
surface    that  ident 
them  as  cancer.  For  rpe 
sons  that  scientists 
still  stiTJggling  to  understand,  the  ai 
gens  often  fail  to  goad  the  immune  s 
tem  into  action  (box). 

Such  limited-use  vaccines  are  unc 
development  at  several  biotech  com 
nies,  including  Montana's  Ribi  Immu 
chem.  Some  of  them  are  trying  to  m; 
existing  tumor  cells  more  visible  to 
body's  killer  T-cells,  either  by  enhanc 
the  chemical  communication  lines 
blood  and  tissue,  or  by  forcing  tur 
cells  to  display  their  antigens  mi  ^ 
clearly. 


ly  attempts  at  therapeutic  vac- 
ailed,  most  researchers  agi'ee,  be- 
they  simply  weren't  specific 
h.  Doctors  would  inject  patients 
.  "chicken  soup"  of  molecules,  in- 
y  mashed  bits  of  the  excised  tu- 
id  chemicals  such  as  interleukin-2, 
a  interferon,  and  generic  boost- 
lied  "adjuvants."  These  provoked 
often  violent  immune  responses, 
le  fury  was  rarely  unleashed  di- 
on  the  tumors. 

£R  AND  SMARTER."  Now,  armed 
)etter  molecular  maps,  scientists 
ey  can  precisely  target  theii'  as- 
[n  1992,  Thieny  Boon  of  the  Lud- 
istitute  for  Cancer  Research  in 
jIs  identified  the  fii-st  known  tu- 
itigen  from  melanoma  tumor  cells, 
then,  many  scientists  have  identi- 
ese  key  molecules  and  even  small- 
tein  fragments  from  them.  In  hu- 
inical  trials,  some  show  promise  of 
ring  T-cell  reactions.  Compared 
"le  early  therapeutic  vaccines,  says 
lex  Senior  V^ce-Pi'esident  Douglas 
liams,  "the  next  generation  will  be 
and  smartei." 

earchers  are  racing  to  employ 
nown  cytokines — the  chemical 
Is  that  immune  cells  use  to  com- 
ate— in  gene  therapies  and  to 
y  new  ones.  Of  the  61  gene-ther- 
rotocois  that  were  approved  by 
ational  Institutes  of  Health  in 
ist  two  years,  "the  largest  sin- 
tegory  is  for  cytokines  as  cancer 
33,"  says  Nelson  A.  Wievel,  du-ec- 
the  Office  of  Recombinant  dna 
ties  at  the  nih. 

blems  that  confounded  early  vac- 
Torts,  however,  still  remain  to  be 
.  Because  immunotherapy  is  e.x- 
ental,  says  Alain  B.  Schreiber, 
xecutive  of  San  Diego-based  Vical 
octors  and  pharmaceutical  manu- 
irs  have  tested  their  ideas  only  on 
ts  for  whom  conventional  thera- 
dled.  They  often  have  large,  solid 
3,  to  which  the  body,  over  time, 
:come  "tolerized."  Says  Schreiber: 
mlikely  immunotherapy  will  be 
cular  when  the  tumor  burden  is 
dgh." 

encouraging  corollary:  Any  re- 
i  in  patients  with  advanced  can- 
■fers  hope  that  immunotherapy 
5  effective — especially  for  mop- 
ip  after  surgery.  When  Di'.  Gary 
bel  at  the  University  of  Michi- 
iported  that  a  melanoma  patient 
d  tumor  regression  following  a 
linary  gene-therapy  treatment, 
was  sufficiently  impressed  to  in- 
larger  trials. 

most  provocative  data  come  fi'om 
;  animal  experiments.  Although 

tests  have  only  limited  relevance 
nan  biology,  the  findings  suggest 


STANDING  IMMUNE-SYSTEM 
THEORY  ON  ITS  HEAD 


M 


Iost  researchers  think  the  im- 
mune system  springs  into  ac- 
tion when  it  encounters  a  for- 
eign substance.  This  discrimination 
between  "self  and  "nonself '  has 
been  the  central  metaphor  of  immu- 
nology since  the  early  1900s. 

The  trouble  is,  it's  wi"ong,  says 
National  Institutes  of  Health  re- 
searcher Polly  Matzinger.  Last  April, 
the  47-year-old  head  of  the  T-cell 
Tolerance  &  Memory 
section  at  the  nih's 
National  Institute  of 
Allergy  &  Infectious 
Diseases  proposed  a 
different  metaphor. 
What  spurs  the  im- 
mune system, 
Matzinger  says,  is  a 
shout  of  "danger!" 
from  cells  dying  in 
distress. 

Matzinger  argues 
that  T-cells— the 
body's  foot  soldiers  in 
the  battle  against  can- 
cer— don't  care  much 
if  the  antigens  they 
encounter  are  foreign 
or  "self."  She,  hke 
other  researchers, 
notes  that  T-cells  re- 
quire a  signal  from  a 
critical  white  blood 
cell,  called  a  dendritic 
cell,  before  they  load 
their  weapons  and 
fire.  Dendritic  cells  in- 
habit every  tissue  of 
the  body,  but  they  mostly  lie  dor- 
mant. To  wake  them  up,  cells  nearby 
must  call  out  in  shock.  "This  [alert] 
is  the  initiation,"  Matzingei'  declared 
at  a  recent  Cancer  Research  Insti- 
tute seminar  in  New  York.  "Without 
it,  you  don't  get  an  immune  re- 
sponse. Ever." 

"PROVOCATIVE."  To  colleagues, 
Matzinger's  theoiy  itself  has  been  a 
wake-up  call.  "It's  a  provocative 
point  of  view  that  will  influence 
many  people  to  reexamine  their 
work,"  says  William  E.  Paul,  head  of 
the  nih's  Office  of  aids  Research.  It 
has  already  sparked  heated  discus- 
sion at  immunology  meetings  and 
swayed  some  pioneers  in  the  fi.eld. 

Kevin  Lafferty,  director  of  the 
John  Curtin  School  of  Medical  Re- 
search in  Camberra,  Australia,  says 


POLLY  MATZINGER 

Ceils  ill  siioclv  send  a 
danger  call  to  den- 
dritic ceils — "without 
it,  you  don't  get  an 
immune  response" 


he  resisted  the  idea  at  first.  Then 
Lafferty  started  to  do  some  hard 
thinking  about  his  own  results  in 
animal  tissue  transplantation.  If  he 
removed  dendritic  cells  from  a 
piece  of  skin  and  transplanted  it  to 
another  animal,  the  graft  would 
take,  he  says,  even  though  the  tis- 
sue was  foreign.  "My  whole  work 
was  shovring  that  the  'self/nonself 
metaphor  was  wrong." 

Matzinger,  who 
spends  as  much  as  18 
hours  a  day  in  the  lab 
and  devotes  her  scant 
spare  time  to  raising 
sheepdogs,  says  she 
already  had  doubts 
about  the  "self  meta- 
phoi'  as  a  gi'aduate 
student.  She  was  pei- 
plexed  that  T-cells 
don't  attack  "foreign- 
looking"  substances 
that  appear  after  pu- 
berty, such  as  milk 
proteins  from  newly 
lactating  breasts. 

Years  later,  at  the 
NIH,  a  young  oncolo- 
gist named  Ephraim 
J.  Fuchs  expressed 
similar  doubts.  "We 
knew  the  alert  signal 
had  to  be  danger," 
Matzinger  recalls. 
"Then  one  day,  in  the 
bath,  I  realized  it  was 
caused  by  distressed 
cell  death." 
The  theory's  implications  go  be- 
yond cancer  vaccines.  Matzinger  says 
immunosuppressing  dnigs  such  as 
cyclosporine  are  often  ineffective  be- 
cause they  block  signals  between  T- 
cells  and  transplants  but  don't  block 
the  alarm  that  cells  in  shock  send  to 
dendritic  cells. 

And  what  is  that  alann,  exactly? 
That's  the  missing  piece  in  Matz- 
inger's puzzle.  It  may  be  some  kind 
of  a  chemical  sos,  she  says,  but  there 
are  other  possibilities.  "I'm  in  the 
same  position  as  a  physicist  who  pos- 
tulates a  new  paiticle  and  hopes  she 
lives  long  enough  for  someone  to 
find  it,"  says  Matzinger.  Given  the 
excitement  she  has  already  stirred 
up,  a  lot  of  people  vrill  probably  help 
her  look. 

By  Neil  Gi'oss  in  New  York 


People 


new  ways  to  attack  wandering  tumor- 
cells  that  cause  "metastatic"  cancer. 
Jolms  Hopkins  School  of  Medicine  oncol- 
ogist and  geneticist  Drew  Pardoll  says 
he  has  successfully  vaccinated  mice  us- 
ing mouse  tumor  cells  that  ar-e  geneti- 
cally engineered  to  release  the  gi'owth- 
factor  GM-CSF.  The  cells,  when 
irradiated,  emit  cytokines  for  at  least 
one  week,  says  Par-doll,  helping  the 
mouse  produce  killer  T-cells  that  seek 
out  and  destroy  metastatic  tumors.  Hu- 
man tr-ials  should  show  if  the  technique 
is  viable  vdthin  two  years. 

The  Holy  Gr-ail — still  many  years 
away — is  a  long-term,  preventative  can- 
cer vaccine  offer-ing  permanent  pr-otec- 
tion  against  particular  kinds  of  cancer-. 
To  cr-eate  that,  doctors  must  identify 
specific  cancer  antigens  present  on  tu- 
mor cells  of  all  the  victims  of  that  dis- 
ease. Many  r-esear-cher-s  ar-e  focusing  on 
cervical  cancer-,  which  has  long  been 
linked  with  human  papillomavir-us.  Sci- 
entists at  Johns  Hopkins,  Br-istol-My- 
er-s  Squibb  Co.,  and  elsewhere  have  im- 
munized mice  against  papillomavirus 
antigens,  then  intr-oduced  tumor  cells  ! 
that  expr-ess  the  antigen,  and  demon- 
strated pr-otection. 

WILD  SWINGS.  Even  short  of  a  univer-- 
sal  vaccine,  however,  scientists  may 
someday  be  able  to  help  individuals 
whose  genes  place  them  at  a  high  risk. 
Michael  T.  Lotze,  pr-ofessor  of  surgery 
and  molecular  genetics  at  Pittsburgh 
Cancer  Institute,  says  it  should  be  pos- 
sible to  sensitize  the  immune  systems 
of  such  people  by  per-iodically  adminis- 
ter-ing  "a  wake-up  call" — possibly,  low 
doses  of  inter-leukin-12.  It's  not  "a  pr-e- 
poster-ous  notion,"  he  says.  Animal  tests 
are  under  way  at  Pittsburgh,  using  a 
"gene  gun"  that  shoots  DXA-clad  gold 
par-tides  into  the  skin  to  activate  the 
dendritic  cells. 

Many  scientists  worr-y  that  too  much 
attention  to  e.xper-imental  results  could 
once  again  trigger  wild  swings  of  pub- 
lic expectations  and  disappointment. 
Geor-ge  P.  Canellos,  chief  of  medical  on- 
cology at  the  Dana-Farber  Cancer  In- 
stitute in  Boston,  points  out  that  only 
50%  of  all  cancers  are  curable  today, 
and  a  decade  of  immunotherapies  has 
done  little  to  improve  that  r-atio.  Trum- 
peting early  lab  r-esults  r-aises  false  ex- 
pectations among  cancer  patients,  Ca- 
nellos says,  "followed  by  devastating 
disappointment." 

The  last  thing  any  scientist  wants  is 
to  r-epeat  these  wr-encliing  cycles  of  hope 
and  despair'.  But  as  the  molecular  under- 
standing of  the  immune  system  races 
forward,  therapeutic  improvements  seem 
certain  to  follow. 

By  Neil  Gross  in  New  York,  with 
John  Carey  in  Washington  and  Joan 
O'C.  Hamilton  in  San  Francisco 


ENTREPRENEURS 


THEY'RE  BEARING 
THE  GIFT  OF  SOUND 

Two  Coloradans  have  a  promising  new  hearing  device 

ear-lier  that  it  was  h;! 
time  for  the  isolationjal 
deaf  people  to  end.  Thed 
owner-s  of  Phoenix  Mil 
agement  Inc. — founded:* 
counsel  people  with  disaiS 
ities    and    sponsor  ii 
fairs  at  large  companie- 
launched  the  company « 
a  new  tr-ack:  developij 
low-cost  technology  for  i\ 
handicapped.  • 
Their  initial  pr-oduc  i 
an  $80  device  dubhl 
HATis,  shor-t  for  Hean; 
Aid  Telephone  Intercr- 
nect    System.  Wakbi 
used  it  to  call  her  mote 
and,  for  the  first  tnl 
ever,  heard  her  moth 
voice.  Existing  hearii 
aid-compatible  phones 
fine  for-  people  wit!  [ 
slight-to-moderate  hej 
ing  loss,  says  Waldri^ 
But  most  of  the  30  iP 
lion  hearing-impaigf'i 
Americans  can't  unc'j 
stand  what  they  hear] 
such  phones,  she  insists.  "I've 
thousands  of  deaf  people,  but 
thi-ee  of  them  use  a  hear-ing-aid-com 
ible  phone."  The  r-eason:  Backgro, 
noises  also  get  amplified,  and  these  i 
wanted  sounds  can  dr-own  out  I 
words.  :{ 
MUSIC  AND  NEWS.  HATIS  is  diffeij  i 
because  it  plugs  directly  into  a  h(|  j 
phone  jack  in  electronic  equipmeit  as 
TV  sets,  multimedia  computers,  cellii  y 
telephones — or  in  a  small  adapter)  U 
r-egular  phones.  As  a  r-esult,  hatis  |  a 
nels  electr-onic  signals  straight  i 
user-'s  hear-ing  aid,  avoiding  the  cor  i  ;i 
tion  of  sound  waves  that  tr-avel  thrcj  a 
the  air  (box).  Says  Waldron:  "It's  rl  J),( 
ly  that  simple."  )  ti 
Well,  not  quite.  The  signals  actui  \ 
go  to  a  special  earpiece,  shaped  lil|!  m 
flat  banana,  that  sits  atop  the  u.4  a 
ear.  Inside  is  a  so-called  induction!  afc 
that  activates  the  hearing  aid  via  li 



LESS  STATIC:  Crouch  and  Waldron  with  HATIS 


When  United  Airlines  Flight  427 
crashed  in  Colorado  Springs 
in  September-,  1991,  it  was  less 
than  a  block  fr-om  Jo  Wal- 
dr-on's  house.  But  because  Waldr-on  is 
profoundly  deaf — she  was  bor-n  44 
years  ago  with  a  97%  hearing  loss — she 
didn't  know  what  the  flashing  lights 
outside  meant.  Had  there  been  a  gas- 
main  explosion?  Should  she  bustle  her- 
sons  to  safety  or  stay  put?  Her  frantic 
phone  calls  to  local  newscasters  and  a 
hospital— which  she  was  able  to  make 
thanks  to  a  prototype  of  a  new  device 
for  telephones  that  she  had  helped  de- 
velop— were  curlly  r-ebuffed  with  admo- 
nitions to  "tui-n  on  the  TV"  or  "listen  to 
the  r-adio." 

That  was  just  one  of  a  lifelong  series 
of  frustr-ations  at  being  cut  off  fi-om  a 
worid  satm-ated  with  telecommunications. 
In  fact,  Waldron  and  Shirley  A.  Crouch, 
her  business  j^artner-,  had  decided  a  year* 
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CONVENTIONAL  HEARING  DEVICE 


HATIS  DEVICE 


ctronic  signal 
;ets  mechanic- 
Dnverted  into 
I  waves  by  a 
,er,  which  often 
ts  the  sound 


2  Sound  waves 
travel  through  the 
air,  where  they  are 
further  contamin- 
ated by  background 
noise 


)magnetic  field.  And  since  the 
J'  aid  amplifies  an  electromagnet- 
al,  not  mechanical  sound  waves, 
ume  can  be  increased  while  re- 
;  clarity.  As  a  result,  people  who 
.ever  heard  an  intelligible  sound 
ten  to  music  and  TV  news, 
eloping  HATIS  was  surprisingly 
Valdron  knew  what  it  should  do, 
he  and  Crouch  were  familiar 
1  with  electronic  gadgets  for  the 
)  noodle  up  a  list  of  parts.  They 
i  it  to  a  local  engineer  in  1991. 
y  hours  later,  we  had  our  first 
prototype,"  says  Waldron. 
it  gobbled  up  two-thirds  of  theii' 
,nd  money  was  convincing  tele- 
companies  and  phone  makers 
ATIS  is  important.  Waldron  and 
h  have  raised — and  spent — 
)0,  selling  their  homes,  cars,  jew- 
md  even  some  furniture.  "We 
it  would  be  rough,"  says  Wal- 
"So  I  sat  my  three  sons  down 
lid  them  what  we'd  be  facing." 
backed  her  up,  because  they 
;tand  what  it  means  for  their 
to  be  trapped  in  a  soundless 
When  she  had  a  miscarriage  10 
ago,  it  was  her  youngest  son, 
ge  four,  who  called  911. 
^rmined  to  retain  control  of  their 
ion  so  they  can  keep  its  price 
/aldron  and  Crouch  are  hoping 
will  grab  some  limelight  at  the 
ir  Telecommunications  Industiy 
;  annual  meeting  in  New  Orleans, 
ig  Feb.  1.  Since  Phoenix  Man- 
nt  can't  afford  splashy  advertis- 
le  partners  are  lobbying  cellular- 
makers  to  help  promote  hatis.  If 
appens.  Crouch  says  sales  could 
,000  systems  this  year,  up  from  a 
3f  500  to  date.  AT&T,  Ericsson, 
,  Oki,  and  Motorola  ai"e  among 
offering  cellular  models  with 
suitable  for  hatis.  "It's  terrific 
ilogy,"  says  ctia  President  Thom- 
Wheeler.  "What  it  means  is  that 


3  Hearing  aid  ampli- 
fies this  hodgepodge, 
boosting  the  volume 
of  not  only  the  orig- 
inal signal  but  also 
the  extraneous  noises, 
often  rendering  every- 
thing unintelligible 


1  The  HATIS  system 
plugs  directly  into  a 
telephone  or  stereo,  so 
the  original  electronic 
signals  can  travel 
straight  to  the  HATIS 
device,  which  sits 
atop  the  user's  ear 


2  An  induction  coil  in 
the  HATIS  earpiece  is 
close  enough  to  the 
hearing  aid  to 
transmit  the  signals 
to  the  hearing  aid 
electromagnetically 
without  amplification 


3  The  hearing  aid 
amplifies  signals 
that  never  passed 
through  the  air  as 
sound  waves,  and 
HATIS  produces 
distortion-free  sound 


all  people  get  the  opportunity  to  take 
part  in  the  wireless  revolution." 

Waldron  was  "manually  deaf — re- 
stricted to  sign  language  and  lip-read- 
ing— until  she  began  intensive  speech 
therapy  when  she  was  21.  "It  took  me 
15  painful  years"  to  amass  a  respect- 
able vocabulary,  she  says.  "Just  learn- 
ing to  say  'ethical  pharmaceutical'  took 
four  months.  But  we  had  a  manually 
deaf  kid  who  put  on  hatis  and  learned 
to  say  17  words  in  five 
minutes,"  she  says.  "His 
speech  therapist  was 
amazed.  That's  not  sup- 
posed to  be  possible." 
"THUMBS  UP."  HATIS  has  its 
skeptics.  Dr.  Stephen  Ep- 
stein, an  ear  specialist  in 
Silver  Spring,  Md.,  wants 
scientific  tests  to  see 
whether  hatis  helps  pro- 
foundly deaf  persons  learn 
new  words  rapidly  under 
controlled  conditions.  He 
believes  hatis  will  mainly 
benefit  a  small  segTnent  of 
the  deaf  population.  Ep- 
stein has  a  moderate-to- 
severe  iitipairment  himself, 
and  he  found  hatis  no  bet- 
tei-  than  a  hearing-aid-com- 
patible phone. 

Still,  the  hard-of-hearing 
people  who  used  a  hatis- 
outfitted  cellular  phone  in 
informal  tests  run  by  Far- 
is  Howat,  technical  support 
director  at  Nynex  Mobile  Communica- 
tions Co.,  "gave  it  two  thumbs  up,"  he 
says.  Mary  G.  Whalen,  owner  of  Sound 
Waves,  a  New  Rochelle  (N.  Y.)  mail- 
order company  that  sells  products  for 
the  deaf,  says  she  always  had  difficulty 
with  phones  until  she  tried  hatis. 

Motorola  Inc.  is  providing  a  hatis- 
equipped  two-way  radio  to  Shelley 
Beattie,  the  deaf  crew  member  of  the 
America-^  yacht,  now  competing  in  the 


Waldron 
and  Crouch 
have 

raised-and 
spent- 
$700,000, 
selling  their 
homes,  cars, 
jewelry, 
and  even 
some 
furniture 


Ainerica's  Cup  trials.  "If  it  works  there, 
we  think  it  would  benefit  the  hard  of 
hearing  in  lots  of  other  situations,"  says 
David  S.  Weisz,  manager  of  sports  mar- 
keting. One  might  be  sounding  the  fire 
alarm  in  office  buildings. 

Finally,  hatis  can  enable  deaf  people 
to  hold  down  jobs  as  telemarketers  and 
help-desk  operators.  Plantronics  Inc., 
a  leading  manufacturer  of  telephone 
headsets,  has  already  built  a  plug-in 
socket  that  will  accommo- 
date hatis.  Michael  W. 
Erbe,  special-projects  man- 
ager, expects  that  many 
companies  will  snaj)  up  the 
system  to  comply  with  the 
Americans  with  Disabihties 
Act,  which  requires  large 
companies  to  employ  a  cer- 
tain number  of  disabled 
workers. 

Waldron    and  Crouch 
started  their  company  in 
1987,  after  President  Ron- 
ald Reagan  named  Wal- 
dron that  year's  Outstand- 
ing Disabled  American,  in 
honor  of  her  work  with 
United   Way  and  other 
charitable  organizations, 
plus  her  longtime  cham- 
pioning of  the  cause  of  the 
handicapped.  In  1988,  she 
was  named  to  the  Presi- 
dent's Committee  on  the 
Employment    of  People 
with  Disabilities. 
The  partners  have  a  long  list  of  new 
products  they  want  to  develop,  but 
they're  short  on  cash.  So,  until  hatis 
catches  on.  Phoenix  Management  will 
probably  survive  on  a  shoestring.  But 
Crouch,  the  duo's  penny-pincher,  is  re- 
signed to  fat  phone  bills.  "Now  that  Jo 
can  use  the  phone,  you  can't  shut  her 
up,"  she  says.  Retorts  Waldron:  "Hey, 
I'm  just  making  up  for  lost  time." 

By  Otis  Port  in  New  York 
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IVO-SWEAT  SOFTWARE  FOR  THE 
TAX  TRIALS 


Time  was  when  u.-ini; 
tax-pi-eparation  soft- 
ware was  almost  as 
time-consuming  as  preparing 
your  1040  by  hand.  Whatev- 
er gains  the  i)rograms  of- 
fered by  automating  tedious 
calculations  and  jnitting  doz- 
ens of  obscure  Internal  Rev- 
enue Service  forms  and 
schedules  at  your  fingertips 
wi'i-e  offset  by  the  difficul- 
ties— jjarticularly  for  comput- 
er novices — of  navigating  the 
software. 

To  iheir  credit,  the  devel- 
ojH'rs  (),f  ta.x  software  have 
made  their  programs  much 
more  user-triendly.  The  lat- 
est editions  of  TaxCut  and 
Tiii-!H>Ta\ — the  top  seller: — 
U!"':i  :-v\  ent  extensive  rede- 
signs liiat  let  users  move 
an  aid  wilh  greater  ease. 


.Villi  iimre  progTams  are  be- 
ing offered  on  CD-ROM,  a  for- 
mat that  should  be  perfectly 
suited  for  tax  use.  Seasoned 
filers  gain  access  to  meaty 
tax  guides,  while  neophytes 
may  ai)])reciate  the  full- 
motion  video  clips  of  leading 
tax  experts  ex]jlaining  the  iRs 

code  and  offering   

advice.  Unfor- 
tunately, while 
the  CD-ROM  version^ 
showed  impi'ovements 
over  last  yeai-'s  first  efforts, 
most  still  haven't  tapi;)ed  the 
full  potential  of  multimedia. 
TIE-INS.  Despite  the  advances, 
most  tax  software  remains 
useful  largely  where  tax  situ- 
ations are  fairly  straightfor- 
ward. Returns  involving  such 
complexities  as  self-employ- 
ment, partnership  income,  or 


YOUR  : 


TAXES 


passive  investment  losses  may 
still  recjuire  the  services  of  a 
pro.  But  even  if  you  hire  an 
accountant,  you  might  keejj 
down  the  cost  by  using  soft- 
ware to  prejjare  a  fii'st  draft. 
At  the  least,  you'll  be  better 
organized  when  your  accoun- 
tant starts  the  meter  rnnning. 

  Both  TaxCut  and  Tlu-- 

bdTax  are  promoting 
links  to  their 
corporate  par- 
ents  as  selling 
points.  TaxCut  buyers  who 
later  conclude  they  need  pro- 
fessional help  can  apply  the 
full  cost  of  the  software  to- 
ward the  fee  charged  by  h&r 
Block,  which  accjuired  Tax- 
Cut's  parent — Meca  Soft- 
ware— about  a  year  ago. 
What's  more,  TaxCut  users 
can  call  the  nearest  n&ii 


Block  office  for  answer 
tax-related  questions  and 
free  help  if  they're  auditt 

Tiu'boTax  offers  a  sirr 
tie-in,  with  a  $25  credit  g 
at  any  of  10,000  participa 
tax  preparers.  But  mud 
Tm-boTax's  appeal  is  its  i 
gration  with  its  sister 
ware,  Intuit's  Quicken 
sonal  finance  program, 
year,  TurboTax  makes  it 
er  for  Quicken  users  to 
port  data — such  as  dedue 
medical  expenses — into  t 
tax  return. 

Still,  TurboTax  and  Ta 
stand  up  well  on  their 
In  response  to  user  i 
plaints,  both  now  mak 
easier  to  leave  the  "ir 
view"  process  and  ski] 
other  sections.  "Last  j 
people  felt  like  they 
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>•  a  tightrope,"  admits 
icobsen,  Meca's  mar- 
dce-president.  "If  they 
from  the  interview  to 
ms,  they  couldn't  fig- 
how  to  get  bacl<." 
gating  TaxCut  has  be- 
iimpler  with  a  new 
e  that  groups  the  var- 
ps  and  functions  under 
otebook-style  tabs.  As 
,t,  users  of  TaxCut's 
7S  version  can  jump  to 
3ut  any  tax  topic  with 
clicks  of  the  mouse, 
len  tax  season's  over,  a 
uninstall"  step  now  de- 
le  progTam — save  for 
file  that  retains  key 
r  next  year — from  the 
rive.  That  comes  in 
low  that  most  tax  pro- 
hog  up  to  15  mega- 
of  drive  space,  vs. 
irage  6.5  m«^gabytes 
ir.  ■■■■■ 
'EMENTS.  Com- 
;hese  improve- 
once  again 
TaxCut  the 
program  for 
taxpayers.  But 
nt  filers  may 
ixCut's  hand- 
'  still  too  tight 
?s.  Rival  Tur- 
allows  veteran 
!"S  to  navigate 
quickly.  This 
version  also 
a  new  note- 
:ab  interface, 
ts  15  more 
and  does  a 
job  transfer- 
ata  from  its 
leets  to  other 
ms.  TurboTax 
as  added  an 
all"  feature  of 


sociates  International  offered 
its  fledgling  Simply  Tax  for 
just  the  $8  shipping  cost.  The 
promotion  seemed  to  pay 
off— 800,000  copies  were  dis- 
tributed. Unfortunately,  it 
doesn't  appear  that  this  yeai- 
CA  has  given  customers  much 
reason  to  come  back.  The 
1995  edition  debuts  a  new  in- 
terface that's  much  less  intu- 
itive than  last  year's.  Despite 
incoiporating  tips  drawn  from 
the  E-nist  &  Young  Tax-Sav- 
ing Strategies  Guide,  the 
overall  level  of  advice  it  of- 
fers pales  beside  that  of  lival 
programs. 

Bargain-conscious  filers 
might  want  to  consider  Per- 
sonal Tax  Edge,  at  $19  from 
Parsons  Technology.  While 
not  as  rich  in  features  as 
TaxCut  and  TurboTax,  Tax 
Edge  is  a  sturdy  pi'ogram 


those  for  TurboTax  and 
TaxCut. 

Indeed,  Tax  Edge  is  good 
enough  that  when  Intuit  ac- 
tiuired  Parsons  last  year,  it 
incorporated  much  of  Tax 
Edge  into  another  Intuit  pro- 
gram, J.  K.  Lasser's  Your  In- 
come Tax.  A  second  copycat 
progr-am,  Tax  Saver  fi'om  No- 
vell, also  uses  code  licensed 
from  Parsons. 

If  there's  any  application 
suited  for  the  cd-rom  format 
(other  than  games),  it's  tax 
programs.  A  cd-rom's  600- 
megabyte-plus  capacity  can 
hold  voluminous  iRS  regula- 
tions and  independent  tax 
guides.  Regi'ettably,  the  '94 
CD-ROM  versions  offer-  few  im- 
provements over  disk-based 
editions.  The  notable  excep- 
tion: Tiu'boTax  Multimedia, 
which  clearly  put  a  lot  of  ef- 


section  of  the  iRS  code  or 
an  easier-to-read  guide  by 
tax  expert  Mary  Sprouse. 
Sprouse  also  appears,  as 
does  FoHune  Editor-at-large 
Marshall  Loeb,  in  video  clips 
offering  tax  advice — although 
it's  hard  to  fathom  what  val- 
ue the  clips  offer  over  the 
text  screens. 

By  comparison,  the  CD- 
ROM  versions  of  TaxCut,  Tax 
Edge,  and  Lasser  offer  few 
features — save  for  some- 
times-insipid video  clips — not 
found  in  the  disk  versions. 
Meca  obviously  realizes  the 
shortcomings  of  the  TaxCut 
CD-ROM  because  it  is  offer- 
ing it  at  the  same  price  as 
the  disk  vei'sion — and  throw- 
ing in  two  additional  pro- 
grams. Personal  Attorney 
and  Mortgages,  Insurance  & 
More. 


Programs  That  Can  Make  Tax  Time  Easier 


PROGRAM /COST*/ 
MAKER 


FORMAT 


SYSTEM 

REQUIREMENTS* 


COMMENTS 


TURBOTAX  /  $42 

Intuit 

Windows,  DOS, 

Macintosh, 

CD-ROM 

4  Ml 
15  l\ 

3  RAM 
1BHD 

Easier  to  jump  between  interview  and  actual  IRS  forms; 
best  CD-ROM  version.  Number  of  states-.  28.*** 

TAXCUT  /  $40 

Meca  Software 

Windows,  DOS, 

Macintosh, 

CD-ROM 

4  Ml 
7  Ml 

B  RAM 
I  HD 

Best  hand-holding  for  novices;  improvements  include 
nifty  "what  if"  worksheet  and  summary  screen. 
Number  of  states:  28. 

PERSONAL 
TAX  EDGE  /  $19 

Parsons  Technology 

Windows,  DOS, 

Macintosh, 

CD-ROM 

2  Ml 
10^ 

3  RAM 
IB  HD 

Nice  financial  calculators;  provides  state  forms  for  all  43 
states  that  have  an  income  tax. 

SIMPLY  TAX  /  $35 

Computer  Associates 

Windows 

4  M 
10  R 

B  RAM 
IB  HD 

Clumsy  interview  format;  includes  tax  tips  from 
Ernst  &  Young  tax  guide.  Number  of  states-.  20. 

J.K.  LASSER  /  $20 

Intuit 

Windows,  DOS 
CD-ROM 

2  Ml 
11  ^ 

3  RAM 
/IB  HD 

Clone  of  Parsons'  Tax  Edge,  but  with  help  screens  drawn 
from  popular  J. K.  Lasser  tax  guide.  Number  of  states:  A2. 

TAXSAVER  /  $21 

Novell 

Windows, 
DOS 

2M 
10  K 

3  RAM 
^BHD 

Virtual  clone  of  Parsons'  Tax  Edge,  but  with  Novell's 
"Coach"  providing  help.  Number  of  states:  ^2. 

*  STREET 

:her  plus:  Tur-  memory, 

cleaned  up  a 
itating  featui-es  of  ear- 
rsions.  For  instance, 
rrors  and  omissions" 
i — intended  to  catch 
;hts  that  could  trigger 
lit — had  pointed  out 
ms  but  left  it  to  the 

go  back  and  fix  them. 
TurboTax  takes  the 
3  the  offending  item, 
allowing  on-the-spot 

iar  ago.  Computer  As- 


PRICE  FOR  FEDERAL  EDITIONS;  STATE  PROGRAMS  COST  $19  TO  $25  EACH  "  MINIMUM  FOR  WINDOWS  VERSIONS  IF  AVAILABLE,  OR  DOS  IF  NOT  RAM  IS  RESIDENT  ACCESS 
HD  IS  HARD-DRIVE  SPACE    ***  FOR  WINDOWS  AND  MACINTOSH  DOS  VERSION  HAS  45  STATES 


that  includes  powerful  inter- 
est and  depreciation  calcula- 
tors, which  may  prove  valu- 
able after  tax  season  ends. 
Tax  Edge  may  also  appeal 
to  residents  of  smaller 
states,  since  it  provides 
companion  programs  for  all 
43  states  with  an  income 
tax — or  15  more  than  Tur- 
boTax and  TaxCut.  The  state 
pi-ograms  run  another  $19 
each,  at  least  $6  less  than 


foil  into  improxing  last  yeai-'s 
disappointing  product. 
VIDEO  CLIPS.  This  year, 
Tiu'boTax  Multimedia  pro- 
vides 5,000  links  to  iRS  tax 
publications — far  more  than 
any  rival.  The  new  version, 
which  sells  for  about  $10 
more  than  the  disk-based 
program,  offers  strong  "hy- 
pertext" links  that  allow 
users  to  jump  straight  fi'om 
the  tax  form  to  the  relevant 


Thanks  to  improvements 
in  programs  such  as  Turbo- 
Tax and  TaxCut,  tax  soft- 
ware now  may  help  you  save 
time  over  doing  your  taxes 
by  hand — and  reduce  the 
math  errors  that  can  delay 
your  return.  And  if  a  pro- 
gram helps  you  spot  a 
deduction  you  might  have 
otherwise  overlooked,  it 
would  more  than  earn  its 
keep.  Deau  Foust 


Personal  Business 


HOW  TO  DECIPHER 
THE  LATEST  CODE 


YOUR 


Everyone's  excited 
about  the  Republican 
push  to  cut  taxes  in 
1995,  but  '94's  tax 

bill  is  waiting  to  be  paid. 
While  1994's  tax  changes 
were  not  as  dramatic  as 
1993's,  there  are  enough  to 
keep  you  and  your  accoun- 
tant busy  until  April. 

Take  high-income  taxpay- 
ers— roughly  those  making 
more  than  $115,000 
for  singles  and 
$140,000  for  mar- 
rieds — who  are  still 
reeling  ft-om  1993's  retroac- 
tive tax  hike.  Last  yeai;  they 
had  the  option  to  pay  the  dif- 
ference between  the  old  and 
new  tax  rates  in  installments 
over  three  years.  This  year, 
they  face  a  double  whammy: 
paying  the  second  installment 
and  the  higher  tax  for  1994. 

If  you  elected  the  install- 
ment plan  in  '93,  you  don't 
have  to  pay  now,  even  though 
bills  went  out  in  mid-January. 
They're  not  due  until  Apr.  17. 
(This  year,  the  Apr.  15  falls 
on  a  Saturday).  But  you  must 
write  a  separate  check  and 
return  it  with  that  biU — don't 
add  it  to  your  1994  retiuTi. 
You  can  apply  any  over- 
payments in  withhold- 
ing or  estimated  tax- 
es for  1994  to  the 
installment.  But  if 
you  make  a  mistake, 
the  1996  installment 
gets  accelerated  into 
1995,  plus  you  may 
hiive  to  pay  interest 
on  the  199.5  bill. 

Other  changes  to 
heed  at  tax  time: 
■  Chanty.  You  need 
a  receipi  for  each 
charitable  contribu- 
tion of  snore  than 
$250.  Yoi:  don't  send 
these  in,  but  you 
must  have   liem  by 
Apr.  17.  Th,  r.'ceipts 
must  state  liuii  you 


received  no  goods  or  services 
in  exchange  for  the  gift.  If 
you  did  get  something,  its  val- 
ue must  be  subtracted  from 
yom-  gift. 

■  Job  cfiange.  To  get  a  write- 
off for  moving  to  take  a  new 
job,  the  new  workplace  must 
be  at  least  50  miles  far- 
ther  ft-om  yom*  old  house 
than  the  old  job  was — up 
from  35  miles  last  year. 
So  if  your  old  job  was  50 
miles    from    your  old 
house,  the  new  job 
must  be 
miles  from  your 
old  house.  You 
can  no  longer  deduct  the 


fore  interest  rates  went  up, 
many  people  bought  homes  or 
refinanced  mortgages  in  1994. 
The  good  news  is  you  can 
now  deduct  any  points  the 
seller  paid  for  you.  Although 
you  can  deduct  points  on  a 
new  home,  if  you  refinanced, 
you  must  amortize  points  over 
the  life  of  the  loan.  But  those 
who  refinanced  for  a  second 
time  can  fully  deduct  points 
from  the  first  refinancing. 
■  Social  Security.  Social  Se- 
curity recipients  will  feel  the 


Some  Commonly 
Overlooked  Deductions 

•  Financial  periodicals  used  for 


pinch  this  year,  as  the  e 
centage  of  benefits  that  t 
taxed  rises  from  50%  to  ,.9 
for  those  with  income  I 
more  than  $34,000  for  sinli 
or  $44,000  for  married 
pies  fihng  jointly. 
■  Business  expenses.  h> 
nesses,   particularly  si 
companies  and  people 
are  self-employed,  face  ;r: 
from  80%  to  50%,  m 
amount  of  meal  and  eit 
tainment  expenses  they:'^ 
deduct  for  business  pui" 
es.  You  can  no  lo? 
write  off  social  club  u 
at  all. 

Once  again,  Conje 
did  not  extend  the  py 
sion  allowing  self-i/ 
ployed  people  to  dtv 


investment  advice 
100    25%  of  their  healths 


TAXES 


•  Expenses  for  managing  your  invest- 
ments, trustee  fees  for  your  IRAs  if 


separately  billed  and  paid 


costs.  But  the  go\i^ 
ment  is  expected  t<  fl 
act  it  retroactively  rt 


costs  of  hunting  for  the    this  yeai".  You  might  "i 


new  house  or  selling  the 
old  house,  or  such  ex 
penses  as 
ed  with  the  move.  Still, 
there  are  two  silver  lin- 
ings: Employer's  reim- 


•  Alcohol  and  drug  treatment 


to  get  an  extension  i? 
this  is  cleai'ed  up  in 


meals  associat-    ^^Ull^eA^il^.s.oy^S     1^    or  July,  says  Tom  •(! 


•  Union  dues  and  gifts  paid  through 
payroll  deductions  to  charities  such 
as  United  Way 


senschlager,  a  partnl"! 
Grant  Thornton.  Or  d 
claim  it  and  amend  d 


bursements  of  moving  ex-    return  later.  On  theDl 


penses  won't  be  included 
as  income  on  your  W-2. 

And  you  no  longer  need  --r"-""".?.   You  can  write  off  5(fi 


•Expenses  related  to  job  search,  in- 
cluding counseling 


side:  Don't  forget  a 
ten  overlooked  dedudj 


to  itemize  moving  ex- 
penses but  can  take  them 
right  off  youi"  income. 
■  Home  financing.  Be- 


'  Self-employment  tax 

'  Cellular  phones  and  computers 
necessary  for  work 


your  self-employment 
Sole  proprietors?! 
have  until  Apr.  17  t  ? 
up   a   self-employ  e 

^E.dli^_^tiOJlihat^h^^^^^^^^^  busfness?f\'hey  m^  ■ 

•Alimony  the  Dec.  31  deadhn  5 

opening  a  Keogh  1  i 
You  can  sock  awayj 
deduct  12.5%.  of  yoi;  « 
nual  net  earnings  vsl  ie 
SEP.  If  you  have  2fl*  J 
ployees  or  less,  yoK 
contribute  pretax  dili 
fi'om  their  salary  cd  j: 
salary-reduction  m 
phfied  employee!)! 
sion,  or  SARSEP,  'hi 
is  more  complicatijii; 
administer.  Contribidj'.a: 
to    Keoghs    and  'BJ 
made  by  Apr.  17  ca  a-i 
be  deducted  froniti; 
taxes.  And  givei>'|-.i 
many  small  addid  se 
to  this  yeai"'s  ta?Wf| 
you'll  need  al;<;' 
deductions  yo;  j  <, 
muster.  Pam.  li  ii 
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L  PLANNING:  BEHER  NOT 
IT  ON  CONGRESS 


er  1994  taxes 
be  tempered  by 
!  good  news  in 
.  The  new  Re- 

in-controlled  Congi-ess 
y  to  cut  capital-gains 
establish  a  tax  credit 
Idle-class  parents,  and 
individual  retirement 
ts,  say  tax  specialists, 
'en  assuming  these 
s  pass,  it  may  be 

0  plan  for  them, 
ed-and-true  tax 
lies  remain  your 
it. 

ablicans  pro- 

1  cut  the  cap- 
US  tax  bite  as 
as  50%  of 

ordinary 
lat  is,  the 
*  those  in 
p  39.6% 

t  would  be  reduc- 
9.8%',  and  the  capital- 
rate  for  those  in  the 
•acket  would  be  7.5%. 
vei-y  comfortable  that 
pital-gains  rate  will 
this  year,"  says  Ralph 
5on,  a  partner  at  ac- 
g  firm  M.  R.  Weiser  in 
brk.  But  since  no  one 
when  the  change  will 
feet  or  if  it  will  be  ret- 
e,  he's  advising  clients 
!  strategies 
efer  realiza- 
f  long-term 

instance,  you  might 
3ut  option  to  sell  youi* 
t  a  fixed  price  in  July, 
Congress  is  expected 
i  on  capital  gains.  If 
ck  di'ops,  you'll  be  able 

at  the  cmrent  price. 
)U  will  have  deferred 
i  until  the  put  expir-es, 
'  in  three  to  six 
.  An  alternative  would 
'sell  short  against  the 
ir  bon'ow  from  a  bro- 
le  same  number  of 
of  a  stock  you  ah-eady 
nd  then  sell  them  to 


lock  in  your  profit.  By  holding 
a  long  and  short  position  in  a 
stock  simultaneously,  you  can- 
cel out  any  fiuctuations  if  the 
price  rises  or  falls,  and  you 
defer  the  sale  until  you  re- 
pay the  broker.  But  beware 
of  the  costs  of  employing 
these  delaying  strategies. 
"You  have  to  look  at  how 
much  gain  you'll  wind  up 
with  after  you  pay  the  trans- 


do  IRAS  and  401(k)s,  and  they 
don't,  that's  sort  of  not  forgiv- 
en in  the  world  of  tax  plan- 
ning," says  Clinton  Stretch, 
a  partner  at  Deloitte  & 
Touche.  "Come  September, 
when  they  finally  get  around 
to  passing  this  bill,  it  may  be 
too  late  to  start  saving,  and 
that  would  be  a  permanently 
lost  opportunity." 

In  any  event,  you  should 
be  maximizing  contributions 
to  tax-deferred  retirement 
plans  such  as  current  iras 
and  401(k)s  now.  Don't  wait: 
The  sooner  you  put  the  mon- 
ey away,  the  sooner  it  starts 
compounding  tax-free. 


YOUR 

TAXES 

action  fees,"  says  Cai'l  Duyck, 
a  tax  partner  at  Deloitte  & 
Touche  in  Washington. 
BE  PREPARED.  The  GOP  also 
would  create  a  new  back- 
loaded  IRA.  You  wouldn't  get 
a  deduction  for  monies  con- 
tributed to  the  account,  but 
you  could  withdraw  them 
free  at  retirement. 
The  tax-fi'ee  growth 
and  withdrawal 
would  provide  a 
"tremendous  benefit  later  on," 
says  Tom  Ochsenschlager,  a 
Washington  partner  at  Grant 
Thornton.  And  both  Repubh- 
cans  and  Democrats  are  talk- 
ing about  loosening  restric- 
tions on  IRAS  so  you  could 
withdraw  money  without  a 
penalty  for  expenses  such  as 
buying  a  home,  paying  for 
college,  or  certain  medical 
bills. 

One  way  to  plan  ahead  is 
to  have  some  cash  on  hand 
to  put  into  a  new,  improved 
IRA.  "If  people  are  eligible  to 


There's  also  likely  to  be 
some  kind  of  break  for  mid- 
dle-class parents.  The  Repub- 
licans want  a  $500  tax  credit 
for  each  child  under  age  18 
for  parents  with  incomes  up 
to  $200,000.  The  Democrats 
want  $300  per  child  under  13 
for  parents  making  up  to 
$100,000.  Some  version  is 
likely  to  pass,  says  Stretch. 
This  may  not  seem  like  much, 
but  a  $500  tax  credit  is  equal 


to  a  $700  raise  for  those  in 
the  15%  bracket  making  up 
to  $38,000  a  year.  There  isn't 
vei-y  much  taxpayers  can  do 
to  plan  for  such  a  break — 
just  don't  spend  the  money 
in  anticipation  of  the  tax 
break,  in  case  it  doesn't  pass, 
cautions  Stretch. 
TRIED  AND  TRUE.  Don't  foi'get 
the  old  standbys,  meanwhile. 
If  you're  in  a  liigh  tax  brack- 
et and  want  to  buy  bonds, 
consider  tax-fi-ee  municipals. 
Contribute  to  flexible  spend- 
ing accounts  offered  thi'ough 
work  that  allow  you  to  pay 
for  medical  and  cliild-cai'e  ex- 
penses in  pretax  doUai's.  Shift 
income-producing  assets  to 
yoiu"  cliildren  under  14  years 
old:  The  fii'st  $600  in  un- 
earned income  is  tax- 
free,  and  an  addi- 
tional $600  would 
be  taxed  at  only 
15%'.  Anything 
more  gets 
taxed  at  the 
parents'  rate. 
If  your  kid  is 
over  14,  all  his 
or  her  income 
will  be  taxed  as 
an  adult. 
Make  personal  cred- 
it-card debt  deductible  by 
consolidating  it  with  a  home- 
equity  loan.  And  make  chari- 
table gifts  of  appreciated 
stock  or  property,  because 
you  can  write  off  the  present 
market  value  without  realiz- 
ing the  gain. 

If  you  stick  with  these 
perennial  strategies,  any  tax 
breaks  that  do  manage  to 
make  it  through  the  new 
Congi'ess  udll  be  gi'avy  down 
the  Une.  Pam  Black 


WORTH  NOTING 


■  WAR  BONDS.  Many  Series  E  war  bonds  issued  in  the 
1940s  and  early  '50s  have  reached  their  40-year  matur- 
ity and  stopped  earning  interest,  so  cash  them  in.  But 
be  prepared  for  a  tax  blow,  says  Cleland  Noret,  a  Mod- 
esto (Calif.)  enrolled  agent  (licensed  to  represent  indi- 
viduals before  the  iRS).  A  bond  purchased  in  1954  for 
$750  is  worth  more  than  $7,000.  The  $6,337  gain  is  tax- 
able as  ordinary  income  on  federal  returns. 

■  TAXING  OPTIONS.  Taxes  &  Investing:  A  Guide  for  the 
Individtial  Investor  covers  tax  rules  on  stocks,  bonds, 
and  options  trades.  The  free  48-page  booklet  is  offered 
by  the  New  York  Stock  Exchange  (800  692-6973). 
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FOR  AD  RATES  AND  INFORMATION 
PHONE:  (312)  464-0500 
FAX;  (312)  464-0512 


BUSINESS  ^WEEK 

Marketplace 


BUSINESS  WEEK  MARKET  Pll( ' 
500  N  MICHIGAN  AVE,  SUITE  D 
CHICAGO.  ILLINOIS  6061 


Telecommunications/Products 


Two  Cellular  Phones 
-  One  Number  — 


Order  this  handheld 
MOTOROLA  phone 
and  H'f  will  put  it  on 
the  same  number  as 
your  existing 
cellular  phone! 


No  second  bill,  no  second 
number  to  give  out! 

.  Programmed  to 

Only  $495    your  existing 

cellular  number! 

Spy  Supply,  Inc. 

1212BoylslonSl,  #120 
Chestnut  Hill,  MA  02167 

(305)  340-0579  •  (617)  327-7272 


Corporate  Gifts 


BuildYour  Image! 


And  build  your  business! 


1-800-792-2277 


Fax  510-786-1111  Attn:  Mr  Burton 

THE  CORPORATE  CHOICE 


Computer  Services 


TURN  YOUR  SIGNATURE 
AND  COMPANY  LOGO  INTO 
ANY  SIZE  FONT  INSTANTLY! 


For  Windows  PC  or  MAC 
also 

Imaging  &  Networking  Specialists 

FOR  INFORMATION 
Phone:  213/250-8901 
Fax:  213/250-8252 


Travel 


FREE  AIRLINE  TICKETS 

FLY  ONCE  -  EARN  TWICEi  JOIN 
TRAVEL  NETWORK'S  FREQUENT 
FLYER  PROGRAM  /  300+  locations 
$1  BILLION  SALES 

CALL  1-800-222-2220 


Business  Skills 


GET  YOUR 
OWN  WAY 

FREE  Killer  Negotiation  Tips 

I.c.idint;  fxpcTl  reveals  seerets  of 
great  negotiators.  Send  for  free  tips 
Also,  free  info  on  Negotiator  I'ro, 
software  that  lielps  you  get  what 
you  need  from  people  in:  business, 
relationships, llnante,  real 
estate, purchasing,  sales. 

Call  N(1W  for  free  tips.  info. 

800M48-3308 

Negotiator  Pro  Company 

35  Gardner Road'Brookline,  MA 


Office  Supplies/Equipment 


America's  Lowest  Priced  ^niOlJSALi; 
Office  Supplies  Direct  to  You'  ~SmpMr' 


ACCO    *1  Paper 
Clips 


Xerox  Plain  Paper 
Prinler/Fax/Copier 


#3002 


Accounting 
Columnar  Pae 


#45604 


Liberty'  Storage  Box 


$^33 

#11       J  EA 

Sold  in  l>o\Hori2 


Yoli  simply  won't  find  lower  prices  on  brand  name  office  supplies  than  at  Wholesale 
I  Supply  Company.  Over  9,700  different  items,  same-day  shipping,  ;tnd  all  at  prices  you 
'  have  io  see  to  believe.  We  guarantee  it.. .or  5%  hack  on  your  ptircha.se!  Call  for  details 

i  1-800-962-9162 


Golf/Scfiools 


GOLF  IS  GOOD  BUSINESS 
BETTER  GOLF  IS  BETTER  BUSINESS 

The  Amelia  Island  Plantation 
Golf  School 
1-800/874-6878 


investment  Services 


OPTION  PRINCIPAL  TELLS 
HOW  TO  TRADE  OPTIONS 
LIKE  A  BOOKIE!! 

2  Hr.  Video  &  100  Page  Book 
$125.00  MCA'isa/Amex 
Satisfaction  Guaranteed 
FREE  shipping  via  2-day  Fed-X 
Graphfax  Corporation 
908/360-2243 


Direct  Marketing/Mailing  Lists 


SALES  LEADS  &  MAILING  LISTS 


•  10  Million  Businesses 

•  90  Million  Hou.se'holds 
"Never  Pay  Retail  Prices  For  Mailing  Lists" 

Wholesale  List  Marketing 
1-800/800-5940 

P.O.  Box  24151 
Omaha,  NE  68124 


Catalogs/Marketing 


Get  Your  Products  &  Videos 

INTO  millions  of  MAIL 
ORDER  catalogs! 
We're  a  commissioned  manufacturer's 
rep  firm  specializing  in  selling  to  this 
growing  market.  Please  call: 
Direct  to  Catalogs,  Inc. 
6600  Coffman  Farms  Road 
Keedvsville,  MD  21756 
301/432-4410 


Menswear/Fasliion 


men's  WIDE  SHOES 


EEE-EEEEEE,  SIZES  5-13 

Extra  width  for  men  who  need 
It.  Excellent  variety, 
styling  and  qu; 
Send  for  FREE 
CATALOG 


Tlie  Widest 


HITCHCOCK  SHOES.  INC 

Dept.  5SB  llinghani,  MA  02043 


3 


Education/lnstructid 


EARN  YOUR  COLLEGE  DEGREE  AT  O 


•  B.S.  8  M.B.A.  in  E'jsiness  PIJArfl 

•  B.S.  in  Envifonmenlal  Studies  LllilL/l 

•  M.S.  in  Management/  uni 
Environmenlal  Studies       ^  *,™ 

•  Approved  for  tuition 
reimbursemenl  by  major  companies 

For  a  free  catalogue  call  1-800-767  Hi 


University  Degre 


Approved  Self  Paced  Home  ^ui 
Associate  Bachelors  Masters  Dstt- 

Business  Admin.  Public  Admin,  a 
Care  Admin,  Human  Resources,  Fi  n 
nlemational  Business,  Tech  Mgrr  L 
Paralegal,  Psychology.  Call  for  br  I' 
(800)477-2254  (24  hrs) 
Southern  CaiKomla  Unlvers  '  I 
for  Professional  Studies  i 
1840  E.  17  St-BW,  Santa  Ana,  CA'2i 


Education/lnstructii 


! 


ASSOCIATE,  BACHELOR  S,  MAS 
DEGREE  for  Academic,  Militai 
Work  Experience.  Accredited 
resume  for  Free  Evaluation.  Ni 
attendance. 

ADAM  SMITH  UNIVERSl 
2200  Main  St.,  Suite  500-] 
Wailuku,  Hawaii  9679! 
1-800/732-3796 


[I 


immmim 


G^arn  your  no-classroom,  fully-accredited  dsq 
USNY/Regents  College  in  Busincso  Liberal 
rjursing  using  Moore's  succRssfullv  refined  sCutJv 

fttR  fRii  iNFORmmn  or  a  tran 

[VAlUATiam,  CALL  OR  WRITC  Tttl 


Htimm  HIvJ 
NMlmlk  TN  i-212-6, 

'  >  "  i  .  s  1-800-7i7-2ZZ 


IS: 


FREE  VIDE 


EXTERNAL  DEGRll 

BA/BS  IVIS/IVIBA  PhD/.J 
Credit  lor  work /life  exp  •  AccW' 
(800)  444-8569  (24  hrs  1 

LaSalle  Universi*! 

Dept.  569  Mandeville,  LA  7047 


RATES  AND  INFORMATION 
HONE:  (312)  464-0500 
FAX;  (312)  464-0512 


_  -  BUSINESS  —  WfffC 

Marketplace 


BUSINESS  WEEK  MARKET  PLACE 
500  N  MICHIGAN  AVE,  SUITE  2010 
CHICAGO,  ILLINOIS  60611 


agement  Training 


;agers/i.eaders 

the  Competitive  Edse 
late  waste,  reduce  costs, 
e  productivit\  &  qualify, 
to  build  effective  teams. 

For  Free  Information 
1-619-448-60-45 


isiness  Services 


EARCH  REPORTS- 

academic  topics  available' 
00  for  the  290-page  catalog, 
n-wrltten  reports  available 
SEARCH  ASSISTANCE 
i22  Idaho  Ave  ,  #206BF, 
OS  Angeles,  CA  90025 
ee  Hotline:  800-3^1-0222 
(or  310-477-8226) 


siness  Services 


rOM  COMPANY 
SLETTER-$99 


le  a  sample  copy  with  your 
3Ry  name  imprinted,  and 
formation,  please  fax  your 
on  company  letterhead  to: 


yy  273-0733 


Business  Opportunities 

Gain  Financial 
Independence  By 
Usinig  Inside  Secrets 
To  Help  Companies 
Get  Business  Loans 

(St.  Louis)  Every  day,  business  loans 
are  tumea  down  because  borrowers 
either  didn't  approach  the  light  lender 
or  clearly  communicate  their  strengths. 

Enter  the  S&K  Group,  part  or  an 
innovative  CPA  firm  which  for  20 
years  has  helped  clients  fund  their 
loans  with  pnenomenal  success. 
S&K's  "inside"  secrets  have  given 
them  an  almost  unfair  advantage,  at- 
tracting funds  for  their  clientslike  a 
magnet,  receiving  a  substantial  fee 
each  time  they  succeed. 

The  S&K  Group  is  now  training 
associates  to  offer  this  same  service 
in  their  own  market  areas  to  clients  who 
have  been  knocking  on  the  wrong 
doors — and  who  have  been  making 
their  appeals  without  adequate  clarity, 
persuasiveness,  or  professionalism. 

In  addition  to  capital  acquisition 
skills,  S&K  associates  learn  how  to 
offer  expense  reduction  counsel.  Fo- 
cusing on  specific  overhead  areas, 
associates  receive  half  of  the  first 
year's  savings  plus  half  of  all  re- 
funds they  uncover  Again,  their  fee 
is  contingent  on  results. 

With  fees  typically  ranging  from 
$10,000  to  $5l),000  or  more  on  a 
single  case,  just  one  client  each 
month  can  generate  a  six-figure  in- 
come. This  consultant  business  re- 
quires little  more  than  a  personal 
computer^  fax,  and  phone. 

Approximately  $  17,000  is  needed 
for  startup.  To  request  full  details, 
call  (800)  660-0330,  toll-free. 


FJnSE  IN  THE  StyS/A/£SSI^E£/C  MARKETPLACE... 
^EACH  6.5  MILLION  RESPONSIVE  READERS!! 

rates  and  information  mail  or  fax  tiiis  coupon  today! 
e  next  Marketplace  section  closes  on  February  23 


ANY: 
ESS: 


IE: 


STATE: 
FAX: 


ZIP: 


)r  fax  to: 


Business  Week  Marketplace 
3  North  Michigan  Avenue,  Suite  2010 

Chicago,  IL  60611 
)ne  312-464-0500  •  Fax  312/464-0512 


Corporate  Gifts 


YOUR  I 
LOGO  I 
HERE 

99^ 


k.  ^^^m^PRINTED^^^^         ^^^^^^  ^' 


i^RINTED^W^  -^^-EMBROIDERED 

SOLAR  CALCULATORS       CALL  FOR  FREE  BROCHURE 

LOBiOGEAl?  1-800-936-5646 

'L^->'^'^***'fSA  FAX:  (41 5)  579-5534 


Business  Opportunities 


INCORPORATE 
BY  PHONE  OR  FAX 
800-318-7407 

FAX  302-652-6760 

CorpCo 


Computer  Equipment 


HEWLETT-PACKARD 
BuySell-Tnda 

LaserJet  ColorPro 
DeskJet  Drart  Pro 

Rugge<OTr«er  Dratt/Masler 
Eleclroslaltc  Plotters  DeslgrvJet 
HP  9000  Workstations  and  Vectras  also  available. 

Ted  Dasher  &  Associates 

41 17  SecorxJ  Av»  .  S-  Birmingham.  AL  35?-22 
Phone:  205/591-4747  F«:  205/S91-1IO« 
S00/S3ft-4833 


Direct  iVlarl(eting 


Presentation  Equipment 


YOUR  SOURCE 
for 

VISUAL  COMMUNICATION 
PRODUCTS 


AUDIO  VISUM.  FTONITURE 

COMPUTER  FURNITUHE 
PRESENTATION  PRODUCTS 
MEDIA  .STORAGE  .SYSTEMS 
SLIDE  FILINGMeWING  SYSTEMS 
PROJECTION  SCREENS  &  ACCESSORIES 

For  free  sales  literature,  contact 
SCHOTSMAN  ENTERPRISES  LTD 
Manufacturers  of  Specialty 
Products 
PC  Box  1090 
Buffalo,  NY  14240-1090 
Tel.  905/679-3255 
Fax  1-800/363-0553 


Sales  Promotion/Display  Products 


Literature  Displays] 

LjljriaH  LARGEST  SELECVON  i 

Wmm  in  the  country  ' 


TAKE  A  QUANTUM  LEAP 
INTO  DATABASE  MARKETING 

Do  you  sell  products  or  services 
to  businesses  &  institutions? 
Put  our  expertise  in  custom 
built  databases  for  b-to-b 
marketing  to  work  for  you! 

For  more  details,  call  or  fax: 
INFORMATION  PLUS 

Ph:  716/852-2220  Fx:  716/842-6049 


Business  Opportunities 


I     Twenty  Businesses  You 
Can  Run  From  Your  Home 
With  A  Computer! 

FREE  Cassette  Tapes:  Th  ese  tree,  two 
FREE  cassettes  will  explain  how  you  can  start  sev- 

CBS/  486  Compiiifr  era!  or  all  ot  these  twenty  turnkey  businesses 
part-time  and  still  retain  the  security  of  your  present  position.  If  you 
purchase  our  software  and  business  program,  we  will  give  you  the  com- 
puter and  printer.  If  you  already  own  a  computer,  you  may  receive  a 
discount.  Some  individuals  are  now  earning  $4,000  to  $10,000  per 
month  part-time.  Free  home  office  training.  Financing  available. 
To  receive  free  cassettes  and  color  literature,  call  toll-free: 

1'800'343-8014,  ext.  769 

Computer  Business  Services,  Inc. 


THE  WORLD  OF 

BUSINESS 
NEVER  STOPS. 
NOW  NEITHER  WILL 
BUSINESS  WEEK. 


Introducing  BusinessWeek  Online, 
a  new  interactive  service  that 
lets  you  stay  constantly  in  touch 
with  the  world  of  business. 
Timely,  global  and  user-friendly. 
Business  Week  Online  enables  you 
to  access  business  information  and 
interact  with  BusinessWeek  editors. 


BusinessWeek 


Beyond  news.  Inlelliiience. 


With  Business  Week  Online  you  can: 

•  Speak  directly  to  Business  Week  editors! 

•  Read  the  current  issue  before  it  hits  ' 
the  newsstands!  \ 

•  Get  immediate  access  to  global  news  , 
and  analysis!  : 

•  Participate  in  live  weekly  online  conference!! 

•  Purchase  popular  business  books!  i 

•  Browse  archives  of  past  issues!  ; 

•  Share  insights  with  other 
Business  Week  Online  users! 

•  Access  exclusive  online  features  from 
the  editors  including: 

—  Best  Business  Schools 

—  Business  Bookshelf 

—  and  more 


Business  Week  Online.  Available  Exclusively  on  America  Online. 

Call  1-800-641-4848  for  a  trial  diskette  including 
10  free  hours  on  America  Online. 


siness  Week  Index 


lUCTION  AND  LEADING  INDEXES 


from  last  week;  0 X/i^ 
from  last  year:  7.7% 


,  ttym  last  week;  0.4% 
Change  ;rom  last  year;  7.8% 


LEADING  INDEX 

Jar,.  14=253.9 
1967=K 


260 


PRODUCTION  INDEX 

Jan.  14=121,6 
  1992=100   


May  Sept,  Jan. 

1994  1994  1995 

are  4-week  moving  averages 

luclion  index  was  unchanged  during  tfie  week  ended  Jan.  14,  Increas- 
=  seasonally  adjusted  output  of  electric  power  and  lumber  offset  out- 
ines  in  autos  and  trucks.  Before  calculation  of  the  four-week  moving 
the  index  edged  up  to  121,4,  from  121. 

ling  index  rose  in  the  latest  week,  lifted  by  stronger  growth  in  real  es- 
is.  The  unaveraged  index  also  increased,  to  256.2,  from  253.5. 

on  inden  copyright  1994  by  McGraw-Hill  Inc  6W  leading  index  copyright  1994  by  CIBCR 


ING  INDICATORS 


PRICES  (1/20)  s&p  500 

UTEST 
WEEK 

468.18 

WEEK 
AGO 

462.36 

YEARLY 
%  CNG 

-1.3 

lATE  BOND  YIELD.  Aaa  (1/20) 

8.44%  8.46% 

22.0 

RIAL  MATERIALS  PRICES  (I/20) 

114.0 

113. 5r 

NA* 

SS  FAILURES  (1/13) 

299 

384 

9.9 

STATE  LOANS  (i/ii)  billions 

$462.6 

$459.8 

10,3 

SUPPLY,  M2  (1/9)  billions 

$3,571.8 

$3,570.9r 

1,1 

CLAIMS.  UNEMPLOYMENT  (1/7)  thous 

354 

338 

-0,8 

:  Center  tor  International  Business  Cycle  Research  (CIBCR),  Standard  & 
oody's.  Journal  of  Commerce  (index:  1990=100),  Dun  &  Bradstreet  (failures 
:ompanies).  Federal  Reserve,  Labor  Dept.  CIBCR  seasonally  adjusts  data  on 
failures  and  reai  estate  loans,  'Historical  data  available  from  CIBCR. 


iEST  RATES 


LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

L  FUNDS  (1/24) 

5,45% 

5.69% 

2.97% 

RCIAL  PAPER  (1/25)  3-month 

6.26 

6.09 

3.15 

CATES  OF  DEPOSIT  (1/25)  3  month 

6.27 

6.22 

3.12 

(ORTGAGE  (1/20)  30-year 

9.25 

9.35 

7.14 

ABLE  MORTGAGE  (I/20)  one-year 

6.90 

6.88 

4.24 

1/25) 

8.50 

8.50 

6.00 

Federal  Reserve.  HSH  Associates,  Reuters  Holdings  PLC 


PRODUCTION  INDICATORS 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CNG 

^TFFI    M  /9  1  \  thni  ic    nf  not  tnnc                                             1  QQl 

2  035# 

17  2 

AIITfl^  (^     \  unite.                                      1  ^  a  qri 

1        RRl  rU 

I  OU,  -lO  i  (  TT 

36  5 

TRIIRIf^  l^/9^^  nmtc:                                       q?  ^f^R 

i     ,  :3ooi  ft 

42  5 

Fl  FHTRIR  PnW FR  n  /9  1  ^  milllnnc:  nf  UilnvA/ptt  hrc     <=>Q  1  A7 
CLCwiniW  rUlftn  \L/c.i)  IIIIIIIUMb  Ul  rSIIUWdlL  lllo.  J^,J.O/ 

fin  ^Qnu 

-12  6 

RRIinF.nil   RFFININfi  M /91  Whniic:   nf  hhl  /H;)u        1 RS^ 

13  847# 

2  0 

COAL  (1/14)  thous.  of  net  tons  21,731# 

17,702 

10,3 

PAPERBOARD  (1/14)  thous.  of  tons  NA 

NA 

NA 

PAPER  (1/14)  thous.  of  tons  NA 

NA 

NA 

LUMBER  (1/14)  millions  of  ft.                              464. 6# 

364.5 

-7.1 

RAIL  FREIGHT  (1/14)  bilhons  of  ton-miles                24. 2# 

19.5 

8.5 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept.,  American  Forest  &  Paper 
Association,  WWPA'.  SFPA^,  Association  of  American  Railroads 

PRICES 

LATEST 
WEEK 

GOLD  (1/25)  $/troy  oz.  381.450 

WEEK 
AGO 

382.600 

YEARLY 
%  CHG 

-0.7 

STEEL  SCRAP  (1/24)  #1  heavy,  $/ton  147.00 

147.00 

5.4 

COPPER  (1/21)  «/lb.  145.5 

144.0 

62.0 

ALUMINUM  (1/21)  z/ib.  100.5 

98.0 

73.3 

COTTON  (1/21)  strict  low  middling  1-1/16  m.,  e/lb.  88.44 

87.34 

34.3 

OIL  (1/24)  $/bbl.  18.66 

18.35 

20.8 

Sources:  London  Vi/ednesday  final  setting,  Chicago  market.  Metals 
market,  NYMEX 

Week.  Memphis 

FOREIGN  EXCHANGE 

LATEST 
WEEK 

JAPANESE  YEN  (1/25)  99.71 

WEEK  YEAR 
AGO  AGO 

99.52  109.16 

GERMAN  MARK  (1/25)  152 

1.53 

1.73 

BRITISH  POUND  (1/25)  159 

1.57 

1.50 

FRENCH  FRANC  (1/25)                              5  26 

5.29 

5.90 

ITALIAN  LIRA  (1/25)                                1599  0 

1616.5  1695.3 

CANADIAN  DOLLAR  (1/25)  142 

1.42 

1.32 

MEXICAN  PESO  (1/25)^                                      5  755 

5.300 

3.104 

Sources:  Major  New  York  banks.  Currencies  expressed 
except  for  British   pound   in  dollars 


units  per  U.S,  dollar, 


:a  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machmery  and  defense 
t,   l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


HE  WEEK  AHEAD 


lAL  INCOME 

Jan.  30,  8:30  a.m.  ►  Personal 
ikely  rose  by  0.6%  in  December 
ingO.1%  in  November,  according 
edian  forecast  of  economists  polled 
nternational,  a  unit  of  McGraw-Hill 
sumer  spending  probably  increased 
5t  month,  half  of  the  0.6%  gain  in 
er. 

mm  COSTS 

,  Jan.  31,  8:30  a.m.  ►  Wages  and 
for  private  workers  likely  grew 
the  fourth  quarter,  up  slightly  from 
the  third  quarter.  If  so,  labor  costs 
'■  1994  rose  3.1%,  slower  than  the 
Ivance  in  1993. 


CONSUMER  CONFIDENCE 

Tuesday,  Jan.  31,  10  a.m.  ►  Consumer 
confidence  probably  slipped  to  101.8  in 
January,  says  the  mms  survey.  In  December, 
the  confidence  index  was  102.2. 

LEADING  INDICATORS 

Wednesday,  Feb.  1,  8:30  a.m.  ►  The  gov- 
ernment's composite  index  of  leading  indi- 
cators likely  rose  just  0.1%  in  December, 
on  top  of  a  0.3%  advance  in  November. 

NAPM  SURVEY 

Wednesday,  Feb.  1,  10  a.m.  ►  The  Nation- 
al Association  of  Purchasing  Management's 
business  index  likely  fell  to  57%  in  Janu- 
ary, from  57.5%  m  December. 


CONSTRUCTION  SPENDING 

Wednesday,  Feb.  1,  10  a.m.¥-  Building 
outlays  probably  rose  0.4%  in  December  on 
top  of  a  strong  0.7%  gain  in  November. 

NEW  SINGLE-FAMILY  HOME  SALES 

Thursday.  Feb.  2,10  a.m.  ►  Sales  likely 
fell  to  a  680,000  annual  rate  in  December. 
November  sales  slid  2.5%  to  693,000. 

EMPLOYMENT 

Friday,  Feb.  3,  8:30  a.m.  ►  The  mms  survey 
calls  for  a  220,000  gam  in  nonfarm  pay- 
rolls in  January,  just  a  bit  slower  than  the 
256,000  new  jobs  created  in  December. 
The  January  jobless  rate  is  expected  to  be 
unchanged  from  December's  5.4%. 


Fidelity 
Investment  C 
Challenge 

LEADERS 


Update  #4  •  aosing  Values  as  of  1/19/95 


Here  are  ihis  ueeks  leaders  Ai  the  conelusion  nl  ihe  com- 
in  ihe  FideliiN  Investment  petition.  Februar)  10.  1995. 
Challenge.  On  Noveinber  14.  the  participant  with  the  high- 
over  3.501)  amateur  investors  est  equity  \alue  will  win  a 
began  trading  w  ith  a  fictional  Eagle  Vision  TSi  plus  'IM) 
■25().0(KI  ponfolio.  0\er  the  in  cash.  Other  pariicipanLs 
course  ot  Ihe  next  3  months,  will  win  cash,  Fidelity 
they  will  buy.  sell,  or  short  OnLme  Xpress software 
sell  any  stock  listed  on  the  and  Market  Master  t-shiris 
NYSE.  .AME.X.  or  OTC  tor  their  pertomiance 

THE  TOP  30  AMATEUR  INVESTORS 

Rank  Investor  City,  State  Equity  Value 

1  JayPlisco  ColdSpnngHarbof.NY  $567,172 

2  David  Evansen  Boca  Raton,  FL  $428,559 

3  JimJacobsen  Somerset.  KY  $418,995 

3  Gregory  Spencer  Sarasota.  FL  S394.500 

4  Mike  Gilletlder  Motristov^n.NJ  S382.072 

5  RonTamlyn  Dallas,  TX  $377,750 

6  Henry  Sodke  Austin,  TX  $373,320 

7  George  Mergenov  Longwood,  FL  $372,490 

8  William  Millet  Murfreesboio.TN  $367,973 

9  Richard  Barron  Rockville.MD  $365,667 

10  Charles  Lechialo  West  Newton,  MA  $363,284 

11  EricBaird  Neva  York,  NY  $358,650 

12  Yitzhak  Peykar  Biooklyn.NY  $357,446 

13  Jamie  Weiss  Portsmouth,  NH  $353,890 

14  Steven  Butler  Ronkonkoma,  NY  $351,450 

15  Phillip  Zogtan  Stuart,  FL  $342,338 

16  Donald  Johnson  Pittstowo.NJ  $342,137 

17  Anatoly  Raklyar  Brooklyn,  NY  $341,470 

18  Robin  Ashworth  Covington,  KY  $340,949 

19  Dwayne  Hallman  Houston,  TX  S338.5B2 

20  Robert  Kratz  New  Hyde  Park,  NY  S337.539 

21  David  Bradley  Asheville,NC  $337,326 

22  Scott  Motter  Bethlehem,  PA  S336,B97 

23  Subash  Gajenbragadjar  BeckleyWV  $334,699 

24  Michael  Setezo  Augusta.  GA  $333,698 

25  Shirley  Lytet  Seattle,  WA  $332,946 

26  Michael  Wood  Shawnee  Mission,  KS  $329,369 

27  Terry  Hall  Buriinpn,MA  $328,965 

28  Dennis  Hansen  Pittsburgh.  PA  $328,607 

29  A.  Robert  Lawton  Wexford.  PA  $328,089 

30  KimBrust  Porter  Comets.  NY  $328,060 

THE  COMPETITION  UP  CLOSE 

Average  Portfolio  Value  $246,341 

Average  Percentage  Increase  -1.46% 

Average  Number  of  Trades  Used  32 

Portfolio  Value  of  the  100th  Ranked  Account  $297,739 

The  Rdelity  Investment  Challenge  is  Sponsored  By 


Fideliiy 


Investments 


With  Special  Thanks  To  Eagle 


The  Rdelilv  Investment  tStalteoge 

IS  pnxluc^j  i  manaqaj  Ijr 


REPLiCA 


For  information  on  upi»iiiing  Fidelity  Challenges,  call 

1  800  545.8808  exib; 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included.. 


ABB  Group  62,  149 
Activision  143 
AIM  Aggressive 
Growth  108 
AlliedSignal  34 
Alcoa  144 
America  Online  70 
AMG  Data  Services  108 
Amgen  150 
Amoco  164 
Amtrak  62 
Apple  20 

AT&T  4,  146,  147,  149, 
152 

Aviation  Data  Service  66 
Aviation  Methods  66 

B 


Bandai  143 
Bank  of  Japan  55 
Barclays  de  Zoete 
Wedd  55 

Baring  Securities  55 
Bausch  &  Lomb  45 
Bell  Atlantic  44,  147 
Bellcorp  6 
BellSouth  147 
BMW  66 
Boeing  62 
Bombardier  62,  66 
Brio  Industries  143 
Bristol-Myers  Squibb  149, 
150 

Brown  &  Williamson 
Tobacco  6 


Cadus 

Pharmaceutical  149 
Canadair  62 
Caradco  144 

Caremark  International  42 

Caterpillar  37 

Cazenove  56 

CCI  Asia-Pacific  52 

Cemex  32 

Chevron  143 

Chrysler  37,  66,  143,  144 

Claritas  20 

CNBC  42 

Coca-Cola  4,42,44,  143 
Compaq  Computer  20,  32, 
38 

CompuServe  70 
Computer  Associates 
International  154 
Concarril  62 

Corridor  Broadcasting  49 
Crabbe  Huson  Equity  108 
Crabbe  Huson 
Special  108 

Creoit  Capital  Finance  32 
CSX  34 


Dassault  66 
Dataquest  149 
Deere  37 
Dell  Computer  36 
Deloitte  &  Touche  157 


Disney  66 

DRI/McGraw-Hill  28,36, 
60 

Duff  &  Phelps  56 
Dun  &  Bradstreet  28 


Electrosource  143 
Epitope  42 
Ericsson  (L.M.)  152 
Electricite  de  France  149 


Fidelity  Asset 

Manager  108 
Fidelity  Blue  Chip 

Growth  108 
Fidelity  Capital 

Appreciation  108 
Fidelity  Investments  45, 

52 

Fidelity  Magellan  108 
First  Team  Sports  143 
Flex-funds  Muirfield  108 
Ford  Motor  37,  143 
Forstmann  Little  66 
Founders  Worldwide 
Growth  108 
Frank  Music  70 


Gateway  Index  108 
GE  34,  52,  66 
GEC-Althsom  62 
Glaxo  56 
GM  143 

Goldman  Sachs  52,  56 
Govett  56 

Grant  Thornton  156,157 
Greyhound  45 
Growth  &  Income  108 
GT  Global  32 
GTE  147 

Gulfstream  Aerospace  66 


Hambros  56 
Hancock  Special 
Equities  108 
H&R  Block  154 
Hanover  Sterling  42 
Harley-Davidson  108 
Heartland 

Biotechnologies  149 
Honda  37 
Honeywell  6,  66 
Howard  Services  12 
HPI  Beverages  143 
HSBC  Investment 

Banking  56 


IBM  32,  149 

Immunex  150 
Indigo  44 
I/Net  20 
Interactive  Cable 
Systems  147 
Intuit  154 


James  Capel  Pacific  32 
JB  Food  Industries  143 
J.B.  Hunt  Transport  144 


J. P.  Morgan 
Securities  150 
J.W.  Charles  143 


Kemper  Financial 
Services  32 

Kidder,  Peabody  &  Co.  42 
KnowledgeWare  45 


Lazard  Brothers  56 
LCI  Internationa!  146 
Learjet  62 
Levesque  Beaubien 

Geoffrion  62 
LEXIS  Counsel 

Connect  70 
Lindner  Dividend  108 
Lipper  Analytical  108 
Los  Angeles  Rams  45 
Los  Angeles  Times  35 
Lotus  45 
Lufthansa  62 

M 


Mabon  Securities  146 
Macromedia  143 
Maplnfo  20 
Marquardt  Switcnes  12 
McFarland  Energy  143 
McGraw-Hill  161 
MCI  Communications  147 
Meca  Software  1 54 
Merger  Funds  108 
Merrill  Lynch  32 
Merrill  Lynch  Global 

Allocation  B  Fund  108 
Merrill  Lynch  Japan  55 
Microsoft  20,  45 
Mitsubishi  55,  66 
Montgomery  Asset 

Management  32 
Moody's  Japan  55 
Moore  44 

Morgan  Grenfell  56 
Morgan  Guaranty  Trust  32 
Morgan  Stanley  32,  56 
Morningstar  108 
Morningstar  Mutual 
Funds  108 
Motorola  143,  152 
M.R.  Weiser  157 

N 


Nashville  Banner 
Publishing  45 
NationsBank  56 
NEC  55 

Neuberger  &  Berman 

Focus  108 
Neurobiological 

Technologies  143 
Nextel 

Communications  147 
Nokia  152 
North  Star  Steel  36 
Novell  154 
Nynex  146,  152 

O 


Odwalla  143 
Oki  152 
Oneac  12 

Oregon  Steel  Mills  36 


Pacific  Telesis  147 
PaineWebber  36 
Panmure  Gordon  56 


PBHG  Growth  108  I  k 
Philip  Morris  6  1 1 
Philips  45  i  I 

Phoenix  Managemer*!! 
Plantronics  152     ,  t 
Pocket  Books  6 
Prodigy  Services  70 

Q 


Quaker  Oats  42,  14: 


Rantoul  Products  1^ 
Robert  Fleming  56 
Robertson  Stephens 
Contrarian  108  , 
Rolls-Royce  66  ^ 

S 


Salomon  Brothers  3; 
Sanford  C.  Bernsteir>4 
Savi  Technology  14£ 
Schroders  56 
Scripps  Research 

Institute  149 
Seagram  66 
Seligman  Communioio, 

&  Information  108 
S.G.  Warburg  Group  3 
Short  Brothers  62 
SI  Diamond  6 
Siemens  62 
SIG  149 

Sill-Terhar  Ford  37 
SkyWest  62 
Smith  Barney  32 
Smith  New  Court  56 
Snapple  143 
Sogen  International 
Solarmax  143 
Sony  45 

Sound  Waves  152 
Starbucks  45 
STB  Systems  20 
Strategic  Insight  lOi 
Stratton  Oakmont  7i 
Suarez  Corporation 
Industries  70 
Sumeria  20 


Telefonos  de  Mexico 
Time  Warner  45 
Toshiba  45  •  • 

Toyota  55  [  ; 

T.  Rowe  Price  New  fj 

Honzons  108 
Trust  Group  4 
Twentieth  Century  Gr| 

Investors  108 

U 


Union  Bank  of 
Switzerland  56 
United  Airlines  144, 1 
United  New  Concept| 
U.S.  Electricar  143 


Van  Kasper  143 
Vical  150 

W 


Walt  Disney  62 
Warburg  Pincus  Grow 
Income  108 
WCI  Steel  36 
Wellcome  56 
Wharf  (Holdings)  52 
Wheelabrator  49 
Windmere  52 
Wing  Group  52 


Business  Week  (ISSN  0007-7135)  published  weekly,  except  for  one  issue  in  January,  by  McGraw-Hill  Inc.  Executive,  Editorial.  Circulatii 
Advertising  Offices;  1221  Avenue  of  ttie  Americas.  New  York,  N.Y.  10020.  U  S.  subscnber  rate  $46.95/year;  Canada:  CDN  $69/year.  S 
class  postage  paid  at  New  York,  N.Y.,  and  at  additional  mailing  offices.  Postage  paid  at  Montreal,  P.Q.  Canada  Post  International  Publi 
Mail  Product  Sales  Agreement  No.  246484,  Postmaster:  Send  address  ctianges  to  BUSINESS  WEEK,  P,0.  Box  430,  Hightstown,  N  J.  C 


162  busin:ss  week  /  February  6.  1995 


/estment  Figures  of  the  Week 


ITARY 

ites  are  rising,  currencies 
and  the  stock  markets 
1.  The  Dow  industrials 
lays  in  a  row  before  mak- 
gain  on  Jan.  25  and  fin- 
week  down  1.5%. 
he  U.S.  market  is  a  rela- 
of  strength.  The  British 
is  down  over  2%.  the 
er  3%.  South  of  the  bor- 
Ihe  Mexican  stock  market 
continued  to  lose  ground, 
ks  dropped  5.5%,  as  in- 
isessed  the  financial 
rom  the  Kobe  earthquake. 
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OMPANIES  (S&P  MidCap  Index) 

171.5 

-1.2 

-4.2 
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30-YEAR  TREASURY  BOND  YIELD 

7.86% 
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Reading 
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Speculative  sentiment:  Put/call  ratio 
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Neutral 
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0.88 
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%  change 
4-week  52-week 
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Price 


DNDUCTORS 
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62.3 
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%  change 
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OBILES 
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-28.0 

GENERAL  MOTORS 
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-36.3 

38^4 
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10^/4 
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AT&T 
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-3.6 

-17.5 
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k  total  return 
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r  SMALLER  COMPANIES  6.5 

total  return  % 
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HERCULES  LATIN  AMERICAN  VALUE  -15.6 

52-week  total  return  %_ 

MONITREND  GOLD  -55.0 

STEADMAN  OCEANOGRAPHIC  TECHONOLOGY  -40.2 

WRIGHT EQUIFUND-HONG KONG NATL.FID.EQ.  ^0.1 


4-week  total  return 


S&P  500  Average  fund 

52-week  total  return 


TIVE  PORTFOLIOS 


lounts  represent  the 
alue  of  $10,000 
one  year  ago 
ortfolio 

iges  indicate 
total  returns 


III! 


Money  market  fund 
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U.S.stocks 

$10,086 
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Gold 
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Foreign  stocks 
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-4.16% 
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Treasury  bonds 
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Editorials 
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HELPING  MEXICO  IS  SELF-HELP 


WW  7"ho  lost  Mexico  and  triggered  the  capital  panic  of  '95?  If 
TT  Republicans  and  Democrats  aren't  careful,  people  will 
soon  start  blaming  Congress,  thanks  to  continued  bickering 
over  the  Administration's  $40  billion  bailout  of  Mexico. 

Take  a  look  around  the  world.  Equity,  bond,  and  currency 
markets  are  jittery.  A  serious  capital  flight  to  quality  is  al- 
ready under  way.  The  Kobe  earthquake  and  the  impending 
death  of  Chinese  leader  Deng  Xiaoping  have  Asia  on  edge. 
Argentina  and  Brazil  are  holding  their  breath  over  the  peso 
crisis.  Europe  is  split  between  a  strong  Germany  and  every- 
body else.  The  Russian  i-uble  is  at  an  all-time  low.  America 
must  show  leadership  at  this  critical  period — and  fast — or  a 
world  liquidity  crisis  could  trigger  a  recession. 

Not  that  Washington  should  give  a  blank  check  to  the 
Mexicans.  Far  from  it.  In  exchange  for  the  loan  guarantee,  the 
U.  S.  should  insi-st  on  major  reforms.  Economic  liberaUzation 
has  so  far  helped  the  biggest  Mexican  conglomerates  and 
U.  S.  multinationals  investing  in  Mexico,  but  small  and  medi- 
um-size companies  remain  stuck.  As  a  consequence,  econom- 
ic growth  has  been  anemic,  with  weak  job  creation. 

To  change  that,  three  things  are  needed.  First,  Mexico 
should  cut  its  high  tax  rates.  Lowering  its  10%  value-added 
tax  would  be  a  start.  Even  better  for  small-business  owners 
would  be  raising  the  level  at  which  taxes  begin  to  be  with- 
held. Withholding  cun-ently  starts  at  $5,000.  It  should  be 
boosted  significantly.  Declaring  a  three-year  tax  holiday  for 
new  small-business  investments  alone  might  generate  half  a 
million  jobs  a  year.  Revenues  lost  to  the  government  can  be 
made  up  by  selling  off  state-owned  companies  and  banks. 

Second,  Mexico  has  to  raise  its  savings  rate  so  that  it  no 

longer  depends  on  the  kind  of  private  foreign-capital  H 
that  have  proved  to  be  so  "hot."  Mutual-fund  money,  in  p;!ti 
ular,  has  shown  itself  to  be  skittish  in  the  face  of  higher 
ceived  risk.  The  Asian  nations  are  financing  their  growth  i- 
a  mix  of  inter-nal  savings  and  foreign  funding.  Mexico  mus'ii 
gin  to  rewar-d  private  savings,  too,  perhaps  like  Chile.    [  i 
Finally,  Mexico's  central  bank  must  become  more  tran^sj 
ent.  Official  dissembUng  about  dwindling  dollar  reserveski 
a  key  factor  iir  the  peso  meltdown.  Had  the  mai'kets  seerjtj 
decline,  they  would  have  forced  the  government  to  act  b^ 
the  retreat  became  a  rout,  gop  leader  Bob  Dole  is  pushinjjti 
notion  of  an  Ar-gentine-style  currency  board.  Mexican^ 
tionalism  would  make  that  difficult.  Nevertheless,  that  cje 
n't  mean  that  its  central  bank  can't  publish  its  reserves  |r: 
timely  basis. 

There  is  plenty  of  blame  to  go  around  over  the  peso,  lo 
mer  President  Carlos  Sahnas  de  Gortari  should  have  leip 
peso  fall  more  sharply  in  the  last  months  of  his  presidio 
The  monetary  printing  presses  rolled  to  help  the  electif 
Ernesto  Zedillo  Ponce  de  Leon.  The  Clinton  Administi-aa 
particularly  the  Treasury,  fiimbled  the  ball  on  financial  id' 

But  CongT'ess  must  keep  its  eye  on  what  is  really  at  stlc 
Mexico  is  in  the  middle  of  a  serious  political  and  economic  a 
olution  that  is  bringing  true  democracy  and  free  marke 
nearly  100  million  people  for  the  fir'st  time  in  their  1 
There  are  many  old-style  poHticians  and  union  bosses  ti( 
the  state  sector  who  would  be  only  too  happy  to  see  M( 
turn  protectionist  once  again.  It  is  in  the  national  intere 
the  United  States  to  deny  them  victory  and  support 
forces  of  change. 

THE  TRADE  DEFICIT:  THERE'S  A  BRIGHT  SIDE 

WW  yhat  a  difference  seven  years  makes.  The  last  time  the 
W  U.  S.  ran  a  $170  billion  trade  deficit,  back  in  1987, 
there  were  dire  warnings  of  "hollowing  out"  the  country's 
manufactuiTng  sector;  importing  higher  inflation,  and  going  into 
hock  to  foreign — especially  Japanese — creditors.  Remember 
the  hue  and  cry  about  becoming  a  nation  of  hambur-ger  flip- 
pers dependent  on  the  kindness  of  stranger-s? 

This  time  around,  the  U.S.  is  importing  relatively  mor-e 
capital  equipment,  rather  than  consumer  goods,  thus  helping 
to  boost  U.  S.  productivity  and  competitiveness.  In  fact,  cap- 
ital goods  are  the  fastest-growing  category  of  imports,  up  21% 
over  last  year  vs.  9%  for  consumer  items  (page  36). 

This  has  helped  make  the  U.  S.  No.  1  again  in  productivity. 
Its  factories  are  producing  flat  out  to  satisfy  both  local  and  ex- 
port markets — with  the  exception  of  Detroit,  which  may  be 
pricing  its  cars  too  high.  Overall,  imports  are  not  grabbing 
market  share,  they  ai'e  satisfying  the  overflow  of  demand  that 
local  capacity  can't  meet.  That  keeps  a  lid  on  inflation. 

Another  major  change  is  in  the  sourcing  of  imports, 
tween  1980  and  1987,  Japan,  Western  Europe,  and  the 
Asian  tigers  accounted  for  75%  of  growth  in  U.S.  imp 
But  by  last  year,  flows  had  shifted  so  that  Canada,  China, 
Mexico  provide  68%  of  all  import  growth.  The  stimuli 
boost  to  economic  gr-owth  provided  by  the  trade  deficits 
shifted  dr'amatically  back  to  North  America — plus  Chinj 

Baning  a  foohsh  rejection  by  Congress  of  the  Mexico 
package,  there  is  no  reason  to  fear*  higher  U.  S.  imports  i 
its  North  American  neighbors.  Where  free  markets  n 
higher  imports  will  lead  to  higher  exports  because  t: 
generates  new  incomes  and  gr-eater  demand  for  U.  S.  go 

The  real  problem  in  U.  S.  trade  continues  to  he  in  mar, 
where  foreign  goods  do  not  have  equal  access.  The  chroni< 
ficit  with  Japan  is  no  less  ir'ksome  for-  being  an  old  story 
a  tale  that  is  showing  signs  of  recurring  with  China.  Here 
rious  work  in  opening  up  markets  to  U.  S.  exports  remair, 
be  done. 
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New  ergonomically  designed 
instrument  fxinel  ivilh  large, 
easy  In  use  radio  t  onlrols. 


Ihe  only  leading  sjiorl  uldity 
with  standard  dual  air  bags  * 


Remote  keyless/ill  n  nana  led 
entry  for  added  security. 


The  Sport  Utility  That  Was  Dressed  To  The  Nines 
Is  Now  Dressed  To  The  Tens,  Elevens,  And  Twelves. 


IWew  standard  +wbeel  anti-lock 
disc  brakes  for  surer,  safer  stops. 


New  Automatic  Ride  Control 
constantly  adjusts  the 
suspension  to  your  load  f  ur 
optimum  ride  and  handling 


THE  BEST  NEVER  REST 


Sensational  sound  from 
availal)le  new  6-CD  changer 
and  jBL  stereo. 


JEBCO      BRUNSWICK  BOWLINC/BILLIARDS/COLF       BRUNSWICK   RECREATION  CENTERS 


ture  for  150  years. 


995  marks  a  milestone  in  the  history  ol 
swick:  our  150th  anniversary.  And,  while 
a  handful  of  companies  have  ever  reached 

a  landmark,  to  us  It  is  more  than  a  great 
?vement.  It's  a  great  beginning. 

150  years  old 
and  stronger  than  ever. 

The  history  of  Brunswick  Is  Inextricably 
mixed  with  that  of  America.  Since 
our  founding  In  1845,  we  have 
survived  and  prospered  dur- 
ing seven  wars.  The  Great 
Depression,  numerous 
recessions,  a  bitter 
takeover  battle,  and 
thirty-two  presiden- 
tial administrations. 
And  through  it  all, 
we've  maintained  a 
vigilant  adherence  to 
our  values  a  devotion  to 
quality  in  everything  we  make 
a  dedication  to  serving  our  customers 
a  concern  for  our  people. 
oday,  these  same  qualities  are  why 
swick  Is  a  vital,  global  corporation  With 
acuities  In  34  states  and  over  15  coun- 
a  network  of  more  than  34,000  dealers 
iwlde,  and  serving  over  400  independent 
builder  partners 

Number  one  in 
the  marine  industry. 

;ince  our  acquisition  of  Kiekhaefer 
oration  in  1961,  manufacturer  of  Mercury 
3ard  motors,  and  the  1986  acquisition  of 
vo  largest  pleasure  boat  manufacturers  in 
^orld,  U.S.  Marine/Bayllner  and  Sea  Ray, 
re  now  positioned  as  the  undisputed 

industry  leader. 

Currently  our 
Brunswick  Marine 
segment  includes 
marine  power 
brands  Mercury, 
Mariner  and 
Force  Outboards, 
MerCruiser  Stern 
Drives  and 
ards  and  Quicksilver  Parts  and  Acces- 
s.  Pleasure  boat  brands  include  Sea  Ray, 
ner  and  Maxum,  and  Starcraft,  Astro,  Fisher, 
\rk,  ProCraft  and  Spectrum  Fishing  Boats, 
ig  others 


A  global  perspective. 

Our  continuing  commitment  to  world-class 
leadership  and  Innovation  has  resulted  In  a 
Marine  segment  with  boundaries  that  reach 
far  beyond  just  the  United  States.  We  have 
achieved  significant  Inroads  in  International 
markets  as  our  marine  products  alone  are  sold 
in  over  100  countries,  and  our  marine  opera- 
tions Include  facilities  In  the  U.S.  as  well  as 
Australia,  Belgium,  Canada,  China  and  Japan. 


A  leader  in  recreation. 

We  are  positioned  with  a  well-balanced 
diversity,  as  our  marine  boat  and  engine  busi- 
ness Is  effectively  complemented  by  our  leader- 
ship positions  In  such  recreational  businesses 
as  fishing,  bowling,  billiards  and  golf.  And  we 
have  an  advantage  few  companies  can  match: 
a  150  year  experience  base  It's  the  kind  of 
know-how  that  equips  us  to  effectively  and 
strategically  plan  for  our  future 

It's  just  the  beginning. 

The  future  of  Brunswick  looks  bright  We 
have  a  diverse  line  of  superior  products,  the 
equity  of  outstanding  brand  names,  excellent 
distribution,  a  seasoned  management  team,  and 
a  strong  balance  sheet  and  balanced  portfolio. 

Add  to  this,  the  intangibles  of  quality,  pride 
and  commitment  which  have  been  infused  in 
our  company  since  Its  inception,  and  you'll  know 
why  we  look  upon  our  150th  anniversary  as  a 
marker  for  the  beginning  of  our  next  1 50  years 


Leading  The  Way  Since  1845 

THE  COMP.\NlES  OF 

BRUNSWICK 


SHARING  THE  HERITAGE  OF  BEING  NUMBER  ONE. 


>ur  compliments!  A  specially  prepared  chronicle  of  our  150-year  history  including  a  profile  of  today's  Brunswick  To  send 
ir  free  copy  write  to  Brunswick  Corporation,  150th  Brochure,  One  N.  Field  Court,  Lake  Forest,  IL  60045-4811 
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LOOPHOLES 

HOW  BIG  OIL  DEFIES 
THE  GREAT  SATAN 

PURCHASES  OF  IRANIAN  OIL 

by  U.S.  companies  are  be- 
coming a  political  sore  point. 
Reason:  They  undercut  the 
Clinton  Administration's  cur- 
rent campaign  to  get  Europe 
and  Japan  to  curb  trade  and 
financial  aid  to  Tehran. 

The  U.  S.  has  banned  im- 
ports of  Iranian  crude  oil 
since  1987  when  the  Iranians 
attacked  U.S. -flagged  tank- 


END  RUN:  Irmiian  oil  gets  through 


ers  in  the  Persian  Gulf.  But 
there's  a  loophole.  U.  S.  oil  gi- 
ants can  buy  and  sell  Iranian 
crude  through  overseas  sub- 
sidiaries. Oil  industry  ana- 
lysts say  these  subs  take 
20%  to  30%  of  the  2..5  million 
barrels  daily  that  Iran  ex- 
ports, enriching  Tehran's  cof- 


fers by  up  to  $4  billion  year- 
ly. Exxon  is  Iran's  single 
biggest  customer.  A  company 
official  confirms  that  Exxon 
buys  250,000  to  300,000  bar- 
i-els  per  day  from  Iran  for  re- 
fineries in  Europe  and  Asia. 

This  alarms  the  People's 
Mojahedin  of  Iran,  the  fore- 
most resistance  group  to  the 
Tehran  regime.  It  says  the 
sales  effectively  subsidize 
terrorism  and  repression. 

Efforts  are  afoot  to  tight- 
en the  embargo.  Senator  Al- 
fonse  D'Amato  (R-N.  Y.)  has 
just  introduced  a  bill  that 
would  bar  U.  S. 
companies  from 
overseas  purchas- 
es of  Iranian  oil. 

That's  not  likely 
to  work,  as  the  oil 
producers  point 
out.  Surging  world 
demand  for  oil 
means  that,  with  a 
tighter  embargo, 
Iran  will  simply  sell 
more  to  other  cus- 
tomers. So  Tehran's  treasury 
wouldn't  be  dented,  but  the 
Saudi  and  Kuwaiti  oil  that 
U.  S.  buyers  would  have  to 
shift  to  would  be  more  cost- 
ly. And  Europeans  would 
howl  at  any  U.  S.  attempt  to 
extend  its  jurisdiction 
abroad.  Amy  Borrus 


DEFAULT  LINE 


ORANGE  COUNTY'S  FLACK  FUP 


BUFFING    UP    A  TATTERED 

image  ain't  cheap.  Especially 
if  you're  running  bankrupt 
Orange  County.  The  Board  of 
Supervisors  got  billed 
$238,000  for  December's  last 
three  weeks  by  Sitrick  &  Co., 
a  Los  Angeles  public-rela- 
tions firm  specializing  in  fi- 
nancially ailing  outfits  (other 
chents  include  America  West 
and  Greyhound).  Nor  will 
January's  bill  be  small. 

Worth  it?  Michael  Sitrick 
says  his  fii'm  managed  to  kill 
some  negative  news  stories 


and  mute  others.  His  biggest 
coup  may  be  casting  most  of 
the  blame  on  departed  coun- 
ty Ti-easurer  Robert  Citron. 
Sitrick,  who  is  accused  by  a 
newly  elected  supervisor  of 
overcharging,  argues  he  is 
cheaper  than  other  national- 
ly known  spinmeisters. 

Meanwhile,  libraries  are 
closing  early,  and  schools 
may  have  to.  Sitrick's  hefty 
fee  is  roughly  what  the  coun- 
ty cut  from  health  care  for 
the  poor  to  help  meet  debt 
payments.     Ronald  Grover 


TALK  SHOW  CiSlower  growth  is  coming  to  a  theater  n 
you.?? 

— Anthony  Chan,  chief  economist  of  Banc  One  Invest^ 
Advisors,  on  the  state  of  the  U.  S.  economy 


SETTLING  UP 

BLACK  CASSOCKS 
AND  RED  INK 

SEX-ABUSE  COSTS  ARE  A  grow- 
ing burden  for  the  U.  S.  Cath- 
olic Church.  They  pushed  the 
Archdiocese  of  Chicago,  for 
instance,  into  a  $1.5  million 
deficit  last  year. 
Priests'  sexual 
misconduct  cost 
the  nation's  sec- 
ond-largest arch- 
diocese $4.3  mil- 
lion in  the  fiscal 
year  ended  June, 
1994— up  54% 
from  $2.8  million 
in  1993. 

These  cases 
are  certainly 
hurting  the 
Church  every- 
where, from  Los 
Angeles,  the 
largest  archdiocese,  to  Santa 
Fe,  N.  M.  In  Chicago,  where 
fiscal  reports  are  among  the 
most  detailed,  65%  of  sex- 
case  costs  go  to  legal  claims 
and  settlements. 


BERNARDIN:  Cleared 


The  situation  in  Chi||ij 
drew  special  attention ia; 
year  when  Joseph  Louis  i!a 
dinal  Bernardin  himselfVi 
the  target  of  a  sex-ajl;^ 
complaint.  The  acc^tt 
dropped  the  charges,  acjii 
ting  that  his  memoriesba 
been  wrong.  The  good  rw 
1994  may  be  the  peak  fe{ 
because  ih 
ArchdioceseSt 
started  if( 
grams  to  on 
bat  the  probsr 
The  incra 
ing  sex-cast; 
pense  in  Ch; 
go  com.es  i 
bad  time,  ih 
Archdioceseja 
fought  chriiii 
deficits  for  ro,' 
of  the  past  ! 
years.  WIl 
1994's  is  dow- 
from  a  highic 
$14  million  in  1990— Chicjg 
Church  officials  worry  la 
rising  expenses  are  out]ic 
ing  revenue  so  fast  that  ais 
cal  crisis  looms  within  in 
years.  Ketmi  Ki' 


THE  LIST  LOBBYIST  PAYCHECKS 


Heading  an  industry 
trade  group  is  a 
wallet-friendly 
endeavor,  especially 
for  ex-government 
officials.  Examples; 
LBJ  aide  Jack  Valenti 
and  former  Senator 
Richard  Schweiker. 
The  best-heeled  tend 


POINT  MAN 
VALENTI 


to  w^ork  for  finance  > 
and  communication 
groups,  both  facmg 
intense  regulatory 
action  in  recent 
years.  Five  years  age 
the  highest-paid 
association  honchos 
came  from  a  wider 
array  of  industries. 


10  BEST-PAID  TRADE  GROUP  CHIEFS** 

i*A*^A*lr^'i'''i!^_°l'9".?L<^i4.''5i^!l"-   ^^??'A^' 

THOMASASHLEY'^Assocjato 

JASON  BERMAN  Recording  Industry  Association  of  America  769,80: 


ROBERT  VAGLEY  American  Insurance  Assn^  

EDWIN  HARPER  Association  of  American  Railroads 


724^63' 
712,78: 


RICHARD  SCHWEIKER  American_Council_of_L.ife_lnsuraric_e  680^40: 

THOMAS  WHEELER  Cellular  Telecommunications  Industry  Assn.  650,00i 


RICHARD  DAVIDSON  American  Hospital  Assn. 


602,64; 


FRANKLIN  NUTTER  Reinsurance  Assn. 
CATHLEEN  BLACK  Newspaper  Assn. 


600,80' 


600,00< 


'Includes  deferred  compensation  ''Excluding  benefits  and  allowances,  as  reported  to 
Internal  Revenue  Service,  for  1993  *"No  longer  employed  fiere  DATA:  NATIONAL  JOURN 
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Up  Front 


l-WAY  PATROL 


THE  ONLINE  AND  THE  RESTLESS 


A   SOAP  OPERA  ONLINE — IT 

had  to  happen.  America  On- 
hne  subscribers  will  be  able 
to  read  the  weekly  Parallel 
Lives  this  spring  when  it 
starts  a  three-month  trial 
mn.  The  1,100-word  episodes 
have  illustrations  and  con- 
clude with  cliffhangers  that 
are  intended  to  lure  people 


Pai'alle[j, 


/ives 

NEW  SOAPS:  Internet  hound 

to  tune  in  the  following  week. 

The  series  has  tliree  separ- 
ate stoiy  lines  iTinning  simul- 
taneously. According  to  its 
promotional  material,  a  sto- 
ly  called  "One  Point  Seven" 
follows  the  Higgins  clan,  an 


"un-sitcom"  middle-class 
African  American  family  liv- 
ing in  postquake  Los  An- 
geles. In  "Urban  Studies," 
upscale  Manhattanites  go 
tlirough  nights  of  "sushi,  sam- 
ba lessons,  and  secrets."  And 
"A  Boy  and  His  Dog"  is  set 
in  a  small  town  "where  un- 
seen dangers  belie  the  sense 
of  safety  that  hometown 
America  once  provided." 

The  cyber-soap  is  spon- 
sored by  Nabisco  and  sei-ved 
up — curiously — by  the  staid 
Neiv  York  Times  on  its  aol 
service,  @ times.  It  will  run 
alongside  regular-  Times  ar- 
ticles and  arts  reviews.  The 
paper  hopes  readers  will  con- 
tribute online  reactions  to 
the  family  and  social  issues 
raised.        Edivard  C.  Baig 


AFTERLIVES 

A  JUNK-FOOD 
JOHNNY  APPLESEED 

DONALD  KENDALL,  RETIRED 

as  PepsiCo  chairman  since 
1986,  just  can't  stay  away 
ft-om  the  fast  food.  Kendall, 
73,  still  devotes  part  of  his 
time  to  expanding  PepsiCo's 
fast-food  empire — which  in- 
cludes Pizza  Hut,  Taco  Bell, 
and  Kentucky  Fried  Chick- 
en— in  the  foimer  Soviet  bloc 
■•"^w  and  other  emerg- 
ing markets.  Re- 
'w  cently,  Kendall 
j|  flew  to  Poland  to 
A  ,  9  help    his  son, 
^        Donald  Jr.,  who 
^^■b  runs  a  chain  of 
PepsiCo  ft'anchis- 
KENDALL:  es  there. 

Big  names  That's  not  all. 

Kendall  is  the 
chairman  of  a  new  interna- 
tional investment  fund  that 
aims  to  take  minority  stakes 
in  franchises.  Launched  Jan. 
27,  the  Emerging  Markets 
Franchise  Acceleration  Fund 
is  managed  by  former  Rea- 
gan Administration  Ti-easuiy 
Deputy  Secretary  R.  T.  "Tim" 


McNamar.  Another  big  name, 
ex-Ti"easury  Secr-etary  Don- 
ald Regan,  heads  the  fund's 
advisory  board. 

The  fund  plans  to  raise 
$100  million  initially,  tar-get- 
ing  fi-anchises  in  PepsiCo  and 
other's,  both  food  (McDonald's) 
and  nonfood  (Blockbuster  Vid- 
eos). PepsiCo,  says  Kendall, 
is  "pretty  excited  about  it." 
He  also  spends  his  time  i-un- 
ning  two  cattle  r-anches  in 
Wyoming,  heading  the  Na- 
tional Foi-est  Foundation  con- 
servation group,  and  co-own- 
ing a  New  Orleans  brewery 
pub  with  Donald  Jr.  and  two 
other  sons.  Phillip  L.  Zweig 


"I'lVl  AMDOLE-CUSSWHlTEew       :irt  jcST  not  IWTncUCflRLYANSRy..,,.' 


OVER  THERE 

MICKEY  GOES  TO 
CHARM  SCHOOL 

DO    mickey's  EUROPEAN 

helpers  need  hospitality  les- 
sons? Struggling  Euro  Dis- 
ney is  thinking  about  start- 
ing a  special  program  next 
year  to  vet  pos- 
sible new  hires  for 
the  entertainment 
complex  outside 
Paris.  Trainees 
would  spend  6  to 
12  months  study- 
ing such  things  as 
how  to  please 
customers.  Now, 
workers  at  Euro 
Disney  and  the 
two  U.  S.  Disney 
par'ks  get  a  single 
day's  training,  al- 
though they  also 
participate  in 
tr'aining  seminars 
periodically. 

Walt  Disney  Co.  figures 
that  a  school  with  a  dorm 
would  lure  students  from 
around  Europe,  making  it 


easier  to  reduce  the  st^f 
65%  French  makeup.  Sfc 
55%  of  the  park's  visitorsir 
non-French.  And  Dige 
might  make  a  buck  teacln 
other  European  compares 
employees  Walt's  ways,  i 

Eur'o  Disney  insists  it  a 
no  service  pi'oblems,  desjlt 
customer  complaints  thalfi 
doesn't  answer 
phones.  There  ii 
been  friction  \|i 
employees  \i< 
balked     at  h 
squeaky-clean  19 
ney  culture.  Tlj| 
union  won  a  ccjp 
battle  forx'ing 
pai-k  to  back  ofil 
appearance  ccl 
which  requij 
men  to  shave  I 
their  beards 
women   to  wii 
demure  sir 
lengths.  Even  f 
ter  a  1994  finana 
r-estnictur-ing,  the  par'k  nc^h 
help.  Attendance  in  the  \-  ■.. 
ending  Sept.  30  fell  1 
and  was  25%  below  the  on 
nal  plan.  Stewart  'a 


-THE  BIG  PICTURE 


The  U.S.  is  .still  the  deal  capital 
of  the  world.  Despite  a  weak 
dollar  last  year,  U.S.  companies 
bought  almost  twice  as  many 
foreign  outfits  as  foreigners 
bought  in  America.  Cross- 
border  deals  in  1994  jumped 
46%,  to  $239  billion,  up  from 
$163  billion  the  year  before. 


THE  GLOBAL  DEAL  MILL 


NUMBER  OF  DEALS,  1994t 


HEADQUARTERS 
OF 

COMPANIES 

.BUYING 
FOREIGN 
COMPANIES 

SELLING 
TOFOREIG 
COMPANIE 

U.S. 

1,173 

668 

BRITAIN 

644 

435  > 

GERMANY 

434 

350 

FRANCE 

350 

317 

JAPAN 

336 

86 

DATA.  KPMG  PUT  WARWICK 


FOOTNOTES  Asked  to  rate  service  (0-1 00),  consumers  gave  rental-car  clerks  highest  marks,  9 1 ;  grocery  clerks  lowest,  1 5 
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MAYBE  BIG  GOVERNMENT 
JUST  NEEDS  FINE-TUNING 

Robert  Kuttner's  column  ("Rewrite 
the  regulatory  rulebook — don't  tear  it 
up,"  Economic  Viewpoint,  Jan.  23)  illus- 
trates that  government  regulation  can 
be  circumspect  and  creative.  Too  of- 
ten, our  bureaucracy  fails  to  develop 
adaptable,  responsive,  and  market-sen- 
sitive rules.  Instead,  what  U.  S.  busi- 
nesses end  up  confronting  are  one-size- 
fits-all  mandates  that  are  the  product  of 
agencies  that  don't  consider  the  costs  of 
regulation  along  with  the  supposed 
benefits. 

Bruce  A.  Gates 
ChaiiTnan 
Project  Relief 
Falls  Church,  Va. 
Editor's  note:  Project  Relief  is  a  coali- 
tion of  businesses,  think  tanks,  and  in- 
dividuals interested  in  regulatory  re- 
form. Gates  also  serves  as  vice-president 
for  public  affairs  of  the  Natuyrial-Amei'- 
ican  Wholesale  Grocers'  Assn. 

SOME  PC  BUYERS  WANT  TO  SHOW 
GATEWAY  THE  DOOR  

Perhaps  the  mail-order  houses  are 
capturing  the  market  ("The  computer 
is  in  the  mail  (really),"  Infonnation  Pro- 
cessing, Jan.  23).  But  if  they're  not  cai*e- 
ful,  they're  going  to  lose  it  just  as  fast. 
Over  the  past  five  years,  our  company 
purchased  numerous  packages  from 
Gateway. 

We  were  impressed  with  the  quality 
and  value  of  the  units,  and  early  on  we 
encoui-aged  business  associates  and  sup- 
pliers to  look  at  the  advantages  of 
mail-order  computers.  Our  views  are 
changing. 

Our  latest  unit  came  equipped  with 
an  extra-large,  very  expensive  moni- 
tor. From  the  beginning,  it  was  proble- 
matic, and  its  soul  has  finally  gone  to 
the  big  digital  warehouse  in  the  sky. 
We  followed  pi'ocedure  by  calling  Gate- 
way's tech  service. 

We  made  half  a  dozen  calls  daily  and 
got:  "We're  busy  and  can't  take  your 
call.  Tr-y  calling  later."  I  faxed  (Gate- 
way and  pleaded  for  a  human  being  to 


respond.  That  was  three  weeks  § 
We've  been  without  a  functioning  g 
for  a  total  of  five  weeks  with  no| 
sponse  and  no  hope  of  resolving  | 
problem. 

R.  Denny  li 
Chief  Operating  Ofi| 
Centerton  Nursery  | 
Bridgeton, 

Last  year,  the  monitoi-  of  a  syste 
Gateway  2000  I'd  just  bought  b 
down.  It  took  me  more  than  e 
months  and  more  than  20  faxes  to 
my  money  back.  Sure,  a  mail-order 
pany  has  some  viitues.  But  its  corpo| 
system  is  as  primitive  as  mom-and 
stores.  ; 

Nobuyukift 
Higashiosaka,  Jaa 
Editor's  note:  Gateway  says  these  a 
plaints  are  remnants  of  an  uri(uir. 
pated  increase  in  demand  and  the  i 
structure  of  the  customer-service  dep\ 
ment.  It  says  it  lias  already  increa 
by  50%  the  number  of  calls  it  ca  n  / 
and  mil  increase  it  by  another  5(>'',i 
the  next  tivo  months. 

WHAT'S  NEXT,  ^ 
THE  HEAD-ON  ?  

Regarding  "Shocker  at  GM:  Peci 
like  the  Impact"  (News:  Analysiy^ 
Commentary,  Jan.  23):  To  me,  the  is 
shocker  at  gm  is  that  someone  woli 
actually  name  a  car  "Impact."  Let's  hoi 
dual  ah'  bags  are  standard  equipmei. 

John  McLu 
Keene,  N.3 

DON'T  BLAME  MARKET  FORCES 
FOR  BREAKING  UP  THE  FAMILY 

It  is  not  often  that  one  sees  an  ait^« 
in  BUSINESS  WEEK  containing  as  mi\ 
misinterpretations  as  "Welfare  I'efoi 
won't  patch  up  poor  families"  (Econ(  i 
ics,  Jan.  23).  To  argue  that  free  m- 
kets  are  a  major  cause  of  the  breal<i 
of  the  family,  one  must  have  a  ma 
misunderstanding  of  economics  and 
a  serious  ideological  bias.  To  dismiss  ' 
hyjjothesis  of  Charles  Murray  that  I 
welfare  policy  has  tended  to  encour;  • 
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Meet  LG,  the  new  name  for 
the  Lucky-Goldstar  Group. 

We're  still  the  same  company  you've  come  to  rely  on  for  quality  products. 
And  we're  still  dedicated  to  providing  complete  customer  satisfaction.  But  now 
we're  looking  to  the  fiature.  And  as  one  of  the  largest  global  corporations  in 
the  world,  we  want  to  concentrate  on  what  we  do  best— using  advanced 
technology  to  create  products  like  256M  DRAMs  and  High  Definition  TVs 
(HDTVs)  that  make  your  life  easier  and  more  comfortable.  So  say  hello  to  LG, 
the  Face  of  the  Future,  today! 


LG  Group 


'Chemistry  •Electric  &  Electronics  •Trade  •Finance  •Construction  •Public  Service 


PGA  TOUR  LICENSING  •  PGA  TOUR  LICENSING  •  PGA  TOUR  LICENSING 


NOW  YOU  CAN  JOIN 
THE  PGA  TOUR. 

QUALIFYING  BEGINS  FEBRUARY  1,  1995 
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ORRECTIONS&  CLARIFICATIONS 

1  page  114  in  the  Mutual  Fund  Scoreboard 
eb.  6),  the  head-and-shoulders  outline 
on  under  "Management  Changes"  should 
dicate  that  a  new  fund  manager  has  been 
place  since  Dec.  31,  1993,  not  1994. 

'assage  to  India,  compliments  of  George" 
inance,  Jan.  23)  incorrectly  described 
serge  Soros'  investment  in  Phoenix  Informa- 
on  Systems.  The  Soros  group  bought  $12 
illion  worth  of  stock  warrants  priced  at  $3, 
$10  million  convertible  note,  and  $1.22 
illion  worth  of  common  shares.  The  aver- 
ge  share  purchase  price  was  lit,,  and  So- 
is  will  eventually  own  32.1%  of  Phoenix. 

I  "The  Gene  McCarthy  of  the  war  on  abor- 
on?'  (News:  Analysis  &  Commentary,  Jan. 
3),  when  Pennsylvania  Governor  Robert  P 
asey  remarked,  "That's  who  we  are,  a  re- 
gious  people  whose  institutions  presuppose 
supreme  being,"  he  said  he  was  quoting 
upreme  Court  Justice  William  0.  Douglas, 

The  hope  beneath  the  rubble  in  Japan" 
Jews:  Analysis  &  Commentary,  Jan.  30)  said 
mron  Corp.  had  to  stop  exporting  because 
fthe  Kobe  earthquake.  Its  exports  were  cur- 
liled  for  one  day  and  have  since  resumed. 


pendency  and  illegitimacy  ignores  im- 
rtant  and  gi'owing  evidence  to  the 
itraiy.  To  argue  that  more  govern- 
!nt  pohcies  and  inten-ention  wiW  help 
3  problem  ignores  30  yeai^s  of  histoiy. 

Dan  Coggin 
Richmond,  Va. 

Thanks  for  the  Economics  Commen- 
"y  and  the  aiticle  ("What  to  expect  if 
;lfare  ends,"  Economic  Ti-ends,  Jan. 
),  challenging  the  assumption  that  wel- 
"8  recipients  are  like  the  middle  class, 
.t  that  welfare  makes  them  depen- 
nt.  Cutting  aid  alone  won't  help  the 
irginalized  person  with  manual-labor 
ills.  Republicans  are  right:  moi-e  peo- 
e  should  work.  Democrats  are  right: 
b  development  and  compassion  are 
eded  to  assist  those  left  behind. 

Roger  D.  Harms 
Wichita 
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Not  just  big,  but  full,  rich,  and  lifelike.  Introducing  the  Bose'  Wave' 
radio.  Small  enough  to  fit  almost  anywhere,  yet  its  patented  acoustic 
waveguide  speaker  technology  helps  it  fill  the  room  with  big  stereo 
sound.  You  literally  have  to  hear  it  to  believe  it.  Available  directly 
from  Bose,  the  Wave'  radio  even  has  a  remote  control.  Call  toll  free 
or  write  for  our  free  information  kit.  And  M7WW^^M~^ 
find  out  how  big  a  radio  can  sound.  ^:;^7Z>^rou9h research. 


.VIRJMRSAIS. 


D.AITIMf.  TELEPHONE  EVENIN<,  TELEPHONE 


Call  1-800-845-BOSE,  ext.  R216  ^eTiluLm'F^^TnXr'NL^^^^^ 


HIGH  YIELD 
5-STAR  PERFORMANCE 


T.  Rowe  Price  Tax-Fiee  High  Yield  Fund  offers  the  investor  high 
current  income  free  of  federal  taxes*  and  the  highest  risk-adjusted 
performance  rating  (5  stars — -k-k-k-k-k]  from  Morningstar."*  The 
Fund  achieves  its  high  performance  w^ith  a  prudently  diversified 
and  actively  managed  portfolio  of  upper  medium-  to  lower-quality 
municipal  bonds.  We  also  place  primary  emphasis  on  our  own  credit 
analyses  to  reduce  risk.  Of  course,  yields  and  share  price  will  vary  as 
interest  rates  change.  $2,500  minimum.  No  sales  charges. 

Call  24  hours  for  a  free  report  and  prospectus 

1-800-541-6157 


Invent  Witli  Conthicnc, 


T.Roweftice 


*Sonie  income  may  be  subieci  to  state  and  local  ta.\es  ;ind  the  federal  idtemative  minimum  ta.\.  "Momingstar  propri- 
etar\-  ratings  reflect  historical  risk-adjusted  pertomiance  a.s  of  I  l/,-i(.lA)-4.  These  ratings,  which  are  subject  to  change 
montliK.  are  calculated  from  the  Fund's  3-  and  5-year  average  annual  returns  in  excess  of  OO-day  Treasury  bill  returns 
with  apprupnate  fee  adjustments  and  a  risk  factor  that  reflecLs  the  Fund  perfommncc  helow  90-day  Trea.sury  bill  returns. 
Only  the  top  10";,  of  funds  in  an  investment  category  receive  5  stars.  Past  performance  cannot  guarantee  future  results. 
Request  a  prospectus  with  more  complete  information,  including  management  fees  and  other  charges  and  expenses. 
Read  it  carefully  before  you  invest  or  send  monev.  T  Rowe  Price  Investment  Senices,  Inc..  Distributor         TFH02ss  )i. 
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BOOK  BRIEFS 

WHY  WE  GET  SICK 

The  New  Science  of  Darwinian  Medicine 

By  Randolph  M.  Nesse,  M.  D.,  and 
George  C.  Williams,  PhD 
Times  •  291pp  •  $24 

MISGUIDED  DOCS 

So  many  camps  have  co-opted  the 
term  "survival  of  the  fittest"  that 
Charles  Darwin's  theory  of  biological 
evolution  has  been  distorted  and 
obscured.  One  result  is  that  many  peo- 
ple erroneously  believe  that  evolution 
refers  to  some  force  pushing  us  contin- 
ually to  improve,  until  we  reach  a 
healthy,  perfected  state.  Another,  as 
Randolph  M.  Nesse  and  George  C. 
Williams  spell  out  in  Why  We  Get  Sick, 
is  that  modern  medicine  has  not  ade- 
quately considered  the  biological  origins 


of  many  maladies  and  consequently 
may  be  missing  out  on  better  strategies 
for  treating  them. 

In  enjoyable,  if  sometimes  too  breezy, 
form,  the  authors   set  the  record 
straight:  Evolution  relies  on 
random  mutations  that  hap- 
pen to  confer  superior  repro- 
ductive fitness  on  individuals 
and  so  are  incoiporated  into  a 
species  over  many  genera- 
tions. But  we're  not  Hkely  to 
evolve  dramatically  longer 
lives,  because  the  traits  that 
help  us  gi"ow  and  reproduce 
can  be  deleterious,  too.  For 
example,  cell  division,  so  nec- 
essary for  growth,  can  backfire  and  be- 
come cancer.  But  cancer  typically  does 
not  hit  till  we're  past  reproductive  age, 
so  mutations  that  help  people  avoid  it 
aren't  systematically  passed  on. 

These  realities  can  inform  smarter 
approaches  to  some  health  problems. 


Doctors  have  long  sought  a  treatrit 
for  morning  sickness,  for  example,  lb 
some  research  suggests  that  morjn 
sickness  and  food  revulsion  in  pregja: 
women  have  evolved  because  they  }|ie 
toxins  away  from  the  ftlau 
The  authors  believe  dodfit 
should  try  to  learn  what  fifd 
^^'^  dangerous  before 
P'^^s^iiS  women's  natural^ 
gmtm^mmm     sponses.  Similarly,  they 
^■^^agi     gest  that  fevers  aren't 
symptoms  of  infection  bu| 

  evolved  disease-fighting 

anism — so  efforts  to  lo|si 
them  may  be  misguided,  i. 
At  times,  tne  authors  ai 
so  many  evolutionary  threads  at  cjic 
that  it's  hard  to  sort  through  the  tarjfe 
But  Wliy  We  Get  Sick  offers  both  a  re 
vocative  challenge  to  medicine  aiA. 
thoughtful  discussion  of  how  evolutiB 
aiy  theory  applies  to  people.         ^ ' 
BY  JOAN  O'C.  HAMILOl 


BEYOND  THE  PROMISED  LAND 
Jews  and  Arabs  on  a  Hard  Road  to 
a  New  Israel 

By  Glenn  Frankel 

Simon  &  Schuster  •  416pp  •  $24 

DATED  CLIPPINGS 

In  Beyond  the  Promised  Land,  Glenn 
Frankel,  ex-Jerusalem  bureau  chief 
for  The  Washington  Post,  provides  us 
with  a  great  deal  of  reportage,  some  of 
it  interesting.  But  somehow  Frankel, 
who  won  a  Pulitzer  for  his  Mideast 
coverage,  fails  to  forge  the  details  into 
the  larger  structure  needed  to  deliver  a 
clear  portrait  of  the  "new  Israel"  prom- 
ised by  the  subtitle.  The  book  reads  like 
a  lot  of  newspaper 
and  wire  dispatch- 
es spliced  togeth- 
er, and  that  gi'ows 
tiresome. 

Frankel's  big 
theme  is  that  the 
harrowing  experi- 
ences of  the  upris- 
ing in  the  Occu- 
pied Territories 
•     "I  and     the  Iraqi 

S>  1.(1  lii  -ieks  (1.  'ng  the  gulf  war  have 
made  Israelis  realize  that  they  won't 
have  a  bright  future  unless  they  make 
peace  with  Ai-ab  neighbor's.  At  the  same 
time,  he  says,  the  Palestinians  have 
Lmdergone  a  similar  change  in  attitude. 
So  -x  new  Israel  is  emei'ging  that  will  be 
able  to  focus  more  on  business  and 
ti-ade  than  on  fighting  for  survival. 
Frankel  is  probably  right.  But  he 


Beyond 
THE  Promised 
Land 


lews  and  Arab^ 
on  d  Hard  Road 

!  :  ■  •  :i-  Fl 


gives  us  mostly  the  old  Israel:  endless 
details  about  Palestinian-Israeli  disputes, 
Israeli  political  intrigue,  and  U.  S. -Is- 
raeli relations.  Anyone  who  has  read  a 
decent  newspaper  over  the  past  10 
years  will  find  lots  of  this  familiar. 

There  is  surprisingly  Little  on  the  new 
Israel  of  entrepreneurs  and  technology 
companies.  Frankel  has  some  good  ma- 
terial on  younger  Isi-aeU  political  leadei-s, 
such  as  Haim  Ramon,  who  has  been 
leading  a  rebellion  in  the  Labor  Party, 
and  Likud  counteqmrts  such  as  Ehud 
Olmert,  who  ousted  Teddy  Kollek,  the 
legendary  mayor  of  Jerusalem. 

Just  now,  however,  Frankel's  cautious 
optimism  seems  decidedly  off-key.  It  may 
be  that  he  wrote  the  book  too  soon.  The 
peace  process  is  in  the  midst  of  a  set- 
back, and  the  old  stories — ten-orism  and 
other  violence — dominate  the  news. 
Fi'ankel  himself  has  worried  in  the  Post 
that  the  kind  of  chaos  that  engulfs  Leb- 
anon might  take  over  Israeli  life. 

BY  STANLEY  REED 


VISIONS  OF  THE  FUTURE 

The  Distant  Past,  Yesterday,  Today,  Tomorrow 

By  Robert  Heilbroner 
Oxford/NYPL*  128pp  •  $19.95 

PEERING  AHEAD 

One  vestige  of  the  end  of  the  cold 
war  is  a  loss  of  familiar  context. 
Combatants  can  no  longer  be  identified 
as  pro-  or  anti-communist,  and  compet- 
itors are  as  likely  to  be  emerging 
nations  as  venerable  industrial  coun- 
tries. How  to  explain  this  new  world? 


By  giving  it  perspective.  That's  e 
omist  Robert  Heilbroner's  aim  in 
thin  volume.  Author  of  the  classic 
Worldly  Philosophers,  Heilbroner  drfe 
on  work  from  anthropology  to  econonb 
to  build  a  construct  within  whic™ 
view  the  past,  understand  the  prestt 
and  speculate 
about  the  futur'e. 

He  argues  that 
in  the  "distant 
past" — from  the 
time  of  hunter's 
and  gather'ers  un- 
til the  Industrial 
Revolution — our 
ancestors  viewed 
life  as  static;  they 
had  no  expecta- 
tions of  change  or  material  gain.  Weati 
such  as  it  was,  went  to  the  r-ulers,  kt 
poverty  was  seen  as  the  natural  orcsr 
"Yester'day" — the  period  fi'om  the  h- 
dustrial  Revolution  until  about  1951- 
mar-ked  a  sea  change  as  technokjj 
spurr-ed  phenomenal  growth.  Capil- 
ism,  with  its  pr'omise  of  material  g;li 
became  the  dominant  social  order,  it 
the  same  time,  pohtical  will  becamii 
new,  r-evolutionary  for'ce,  marrifestingt- 
self  in  various  ways,  from  democr;^ 
in  America  to  communism  in  Russia 

"Today,"  technology  stUl  fiaels  growl 
but  expectations  have  sour-ed.  Heilbrjl- 
er  attributes  this  to  a  recognition  Jl 
technology's  dar-k  side — from  Hirofi- 
ma  to  Chernobyl —  and  the  ongoing  c- 
elusion  of  many  from  capitalism's  i 
war-ds.  But  the  current  anxiety,  he  sas. 
could  give  way  to  an  optimistic  "tomf- 
row" — as  far  away  as  a  century — if  !»■ 
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ry  Business  Week's  Mutua 
Fund  Scoreboard 

^  on  diskette  for 
only  $^Q.95 


s  current,  accurate  and  concise 

h  Business  Week's  exclusive  software  combined  with 
data  supplied  by  Morningstar  you  and  your  PC  have  all 
1  need  to  select,  rank  and  compare  over  4,500  Mutual 
ids  in  minutes.  With  more  than  25  key  performance 
lires  and  up  to  ten  years  of  historical  earnings  detail  to 
ily  -  as  you  choose  -  you  instantly  locate  the  funds  that 
form  to  your  needs,  and  the  data  to  intellectually 
apare  one  against  the  other.  A  wonderful  key  to  more 
cessful  financial  decision  making  -  and  it's  all  at  your 
^ertips  at  home  or  at  the  office. 

s  easy  to  use 

;r-friendly,  menu-driven  commands  let  you  select  and 
play  the  information  you  want,  in  the  format  you  need, 
complicated  technical  data  to  interpret  -  no  training 
nual  necessary.  Scoreboard  diskettes  carry  their  own 
nagement  program,  but  can  be  easily  transported  into 
ir  Lotus  1-2-3  or  ASCII  files.  Within  ten  minutes  you'll 
operating  the  system,  by  following  the  simple  menu 
nmands. 

Special  features  check  list 

•  Simple  menu-driven  program,  no  extra 
software  required 

•  Multiple  search  &  sort  criteria  on  over 
25  data  fields 

•  Rapid  data  retrieval  -  full  database  and 
management  program  reside  in  memory 

•  Customized  selection  of  Funds 
based  upon  your  own  criteria 

•  Suitable  for  IBM  or  compatible  PC's  with 
minimum  256K  memory  and  DOS  2.1  plus 


It's  excellent  value  for  the  money 

And  priced  to  suit  your  needs.  Subscribe  to  monthly  or 
quarterly  updates  of  either  FIXED  INCOME  or  EQUITY 
FUNDS  or  both.  Or  order  now  on  a  one-time  basis  for 
only  $49.95  per  diskette. 

Subscription  Prices 

One  Year  (Quarterly  updates)  Fixed  Income  or  Equity  $149.95  each 
One  Year  (Quartedy  updates)     Fixed  Income  &  Equity    $224.95  both 

Add  $12.  handling  &  packing  to  above  prices 
One  time  diskette  Fixed  Income  or  Equity    $49.95  each 

One  time  diskette  Fixed  Income  &  Equity    $89.95  both 

Add  $3.  handling  &  packing  to  above  prices 
N.J.  Residents  please  add  6%  Sales  Tax 

TO  ORDER  BY  CREDIT  CARD  IN  USA 

(OR  TO  REQUEST  A  FULL  INFORMATION  PACK)  CALL: 

1-800-553-3575 

OUTSIDE  USA  TELEPHONE  1.201-461-7921 
OR  FAX  1-201-401-9808 

VISA-MASTERCARD-AMERICAN  EXPRESS-DINER'S  CLUB  ACCEPTED 

To  order  by  mail  send  check  or  credit  card  details  with  signature 

plus  this  ad  to:  BUSINESSWEEK  MUTUAL  FUND  SCOREBOARD 

Dept.  HB45,  P.O.  Box  1597,  Fort  Lee,  New  Jersey  07024  USA 

Enclose  name,  address  &  telephone  number  and  diskette  size: 
5.25"  or  3.5" 


Dept.  HB45 
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Average  Annual 
Total  Returns 

(for  the  year 
ended  12-31-94) 

Strong  Growth  Fund 

(inception  date  12-31-93) 

VJ.21% 

S&P  500* 

1.32% 

Past  perfonnance  does  not 
represent  future  results. 


Strong 
Growth 


As  you  can  see,  the  Strong  Growth 

Fund  has  achieved  attractive  re- 
sults. Behind  this  performance  is 
aggressive  research  by  a  seasoned 
management  team,  whose  focus  is 
finding  distinctive,  well-managed 
companies  at  attractive  values.  Give 
yourself  this  growth  potential.  Call 
for  a  free  prospectus  kit. 

■  100%  no-load 

■  Start  with  $1,000 

'  Available  for  IRAs 


STRONG 


The  Strong  Growth  Fund 
1-800-368-9550 

Mestrneiit  retimes  arid pnnCipaivaiuevar^:  arid  you  niay  nave  a  gaiTi  01  ic;-  .  sellsbares- 

"The  S&P  500  is  an  immanaged  index  generally  represeniative  of  the  U  S.  e:  ;  .-:.::.r;  For  a  free  prospectus 
rath  more  complete  mformation,  mcluding  management  fees  and  expenses,  caa  Suong  Funds  Distnbutors, 
Inc.  Read  i:  carefully  before  you  mvest  or  send  money  =2::m;  a'ivc-c2!455 


Books 


March  of  Dimes 

WalkAmerica 


on  the  road  to 
healthier  babies 


Walk  for 
Someone  You 
Love 

Your  son.  granddaughter, 
nephew,  cousin,  sister, 
neighbor's  child.  A  pregnant 
friend,  a  healthy  baby,  a  sick 
baby.  Babies  bom  and  babies 
yet  to  be  born. 

Walk  with  us! 

Call  The  March  of  Dimes 
and  sign  up  today! 


Join  Our  Campaign  for  Healthier  Babies 


man  endeavor  focuses  less  on  accunl 
tion  and  people  stop  \ie\\ing  progi-e^ 
a  way  to  achieve  heaven  on  eaith. 

Any  such  summaiy  of  past  and 
suffers,  inevitably,  from  oversimplic:- 
tion,  and  HeUbroner  is  at  his  wealit-  . 
suggesting  what  the  futui'e  might 
hke.  Still,  for  those  of  us  gi'opinef'. 
ways  to  evaluate  what's  happenir.  -; 
our  brave  new  world,  he  makh 
worthwhile  contribution.  i 
BY  KAREN  PENfcR 


THE  COLLECTED  STORIES  OF 
LOUIS  AUCHINCLOSS 

By  Louis  Auchincloss 
Houghton  Mifflin  •  465pD  •  $24.95 

WASP  WORLD 

If  you  care  to  know  how  Lester 
don  acquired  control  of  Atlati 
Enterprises  with  Atlantic's  m  o'; 
resulting  in  the  loss  of  his  own  cnn'. 
nies,  his  reputation,  and  his  wife.  : 
must  consult  the  Wall  Street  law  fn-i^. 
Arnold  &  Degener.  And  the  only  wale 
do  that  is  through  the  fiction  of  }*r 
York  attorney  Louis  Auchinclas 
whose  short  storj'  The  Money  Jc.Qif 
describes  Gor-  i- 
don's  fall.  This 
septuagenarian 
writer's  stock-in- 
trade  for  nearly 
50  years  has  been 
a  rich  inventory 
of  imaginary  law 
firms  and  busi- 
nessmen and  the 
WASP  Establish- 
ment of  old  New 
York.  His  credentials  for  both  car.  ■ 
faulted:  years  at  Sullivan  &  Cron. v 
membership  in  a  patrician  New  Y 
family.  He  also  writes  like  an  ange 
In  the  Age  of  Newt  and  O.J.. 
chincloss  seems  old-fashioned.  Introi 
ing  these  19  stories,  he  acknowled 
that  his  method  of  telling  a  tale  tr 
can  range  over  years  owes  more: 
Edith  Wharton  and  Heniy  James  tli; 
to  current  fashion.  Yet  his  subject  njt 
ter  demands  his  use  of  the  slow  windf 
The  rise  and  fall  of  law  finns  or  fan^ 
businesses  is  brought  slowly  to  the  bil 
Auchincloss  is  concerned  with  > 
consti-aints  goveiTiing  conduct  withinj? 
organization — and  the  comeuppance  tr 
awaits  those  who  transgi'ess.  Anycu 
in  business  will  immediately  recogr^t 
the  principals  of  such  tales  as  jk 
Colonel's  Foundation  and  The  Ma 
licks  as  people  they've  met  before. 

BY  JOHN  E.  PLUENNF 
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Annapolis 

Loews  Annapolis  Hotel 

Dallas 

Loews  Anatole  Hotel 

Denver 

Loews  Giorgio  Hotel 

Los  Angeles 

Loews  Santa  Monica  Beach  Hotel 

Nashville 

Loews  Vanderbilt  Plaza  Hotel 

New  York  City 

Loews  New  York  Hotel 

New  York  City 

The  Regency  Hotel 

San  Diego 

Loews  Coronado  Bay  Resort 

Tucson 

Loews  Ventana  Canyon  Resort 

Washington,  D.C. 

Loews  Lenfant  Plaza  Hotel 

Quebec  City 

Loews  Le  Concorde  Hotel 

Monte  Carlo 

Loews  Monte  Carlo  Hotel 


Business  success  never  comes  easy  You  have  to  work  at  it.  All  the  time.  Even  when 

you're  out  on  the  road.  So  we've  created  a  new  tool  to  help  you  get  the  job  done. 

It's  called  Loews  Hotels  Business  Class. 

Upgrade  to  a  specially  designed  Business  Class  room. 

You'll  receive  state-of-the-art  office  amenities. 

•  Direct  dial  FAX  machines  for  incoming  and  outgoing  transmissions. 

•  Two-line  phones  with  private  voice-mail  messaging.* 

•  High-speed  computer  data  ports. 

•  Complimentary  morning  coffee. 

•  There's  an  iron  and  ironing  board,  too. 

Best  of  all,  you  get  these  essential  Business  Class  services  for  just  $15  above  our 
national  corporate  rate. 

 jUa®  


LOEWS  HOTELS 


Now  You  Con  Eorn  Up  To  1,000  AAdvantage  "  miles. 

Loews  Hotels  is  proud  to  announce  our  partnership  in  the  American  Airlines" 
AAdvantage  program.  Now  you  con  earn  miles  at  any  Loews  Hotel  with  every  stay 
at  any  published  Loews  rate.^  To  celebrate,  we're  introducing  a  special  offer  for 
AAdvantage  members:  We'll  give  you  o  free  upgrade  to  a  Business  Class  room 
whenever  available  as  well  as  1,000  AAdvantage  miles  for  every  stay  now 
through  April  30th.  Be  sure  to  provide  your  AAdvantage  number  when  you  call  for 
reservations. 

^Group  and  negotiated  rotes  do  not  qualify.  American  Airlines  and  AAdvantage  are  registered  trademarks  of 
Americon  Airlines,  Inc  American  Airlines  reserves  the  right  to  change  AAdvantage  program  rules,  regulations,  travel 
awards  and  special  offers  at  ony  time  without  notice,  and  to  end  the  AAdvantage  progrom  with  six  months  notice. 


For  reservations  call  your  travel  expert  or  800-23-LOEWS 


*Not  available  at  Loews  Annapolis  hlotel 


There's  no  telling 
where  the  next 
Fortune  500®  leaders 
will  come  from. 


Who  knows,  one  of  these  kids  from 
Anchora^'e,  Alaska  may  one  ckiy  desi^t^n  a 
downhill  ski  that  revolutionizes  the  sport. 
Or  develop  new  acjuatulttire  techniques 
to  harvest  bi^^i.,'er,  faster-growing  Alaskan 
king  crabs. 

When  that  happens,  they'll  need  more 
than  just  their  vision  to  keep  their  companies 
strong.  They'll  need  to  manage  a  seemingly 
endless  flow  of  information. 

For  25  years,  Martin  Marietta  has  been 
helping  companies  do  just  that.  From  an 
overnight  delivery  company  to  a  multi-office 
government  agency.  From  a  national  food 
supplier  to  a  video  game  maker. 

As  an  established  systems  integrator, 
Martin  Marietta  works  closely  with  industry 
and  government  to  energize  aging  systems, 
switch  to  advanced  technologies,  and  imple- 
ment totally  new  information  strategies. 
All  to  ensure  that  our  customers  have  the 
resources  to  stay  focused  on  their  business. 

Tomorrow's  business  leaders  will  come 
from  anywhere,  just  as  one  of  these  children 
may  one  day  pioneer  a  way  to  tap  glaciers  to 
irrigate  the  arid  Southwest. 

The  right  information  technology, 
h()'vve\er,  will  not. 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM  

THIS  MAC  REALLY 
DOES  WINDOWS 


I 


It  looks  like  the  tliird  time 
is  the  charm  for  Apple 
Computer  Inc. 
Last  year,  the  company  of- 
fered hardware  and  softwai'e 
that  make  it  possible  for  the 
Macintosh  personal  computer 
to  run  software  written 
for  Microsoft  Corp.'s  Win- 
dows operating  system.  Both 
the  Quadra  610  DOS  Compat- 
ible and  Insignia  Systems 
Inc.'s  SoftWindows  for  the 
Power  Mac  were  interesting, 
but  suffered  from  a  raft  of 
problems. 

With  the  introduc- 
tion of  the  Power 
Macintosh  6100/66 
DOS  Compatible,  Ap- 
ple has  finally  done 
it  light.  Press  two 
keys  on  your  Macin- 
tosh and  you  can  switch  from 
your  favorite  Mac  program 
into  a  zippy  Windows 
environment.  Apple 
also  offers  an  add-in 
Comjjatibility  Card  for 
existing  Power  Macs 
(table). 

The  comimtible  can 
spare  you  the  need  foi' 
two  computers  if  your 
kids  want  a  Mac  like 
the  ones  they  use  in 
school,  but  you  need 
to  i*un  PC-based  office 
software.  Mac  fanatics 
who  work  in  PC  shops 
may  be  able  to  have 
it  both  ways. 

TWO  BRAINS.  Apple  works  its 
magic — the  product  was 
code-named  Houdini  during 
the  development  stage — by 
building -two  computers  into 
one  box.  Each  has  its  own 
processor  (a  486DX2  for  the 
PC),  memoiy,  and  display  cir- 
cuitry. The  tw'o  share  disk 
and  CD-ROM  drives;  audio, 
keyboard,  and  mouse;  and 


printer,  modem,  and  network 
connections.  And  there  ap- 
pears to  be  no  speed  penalty 
except  when  the  two  pro- 
grams attempt  to  use  the 
same  disk  drive  or  other 
function  at  the  same  time. 

My  informal  testing  indi- 
cates that  Apple  has  achieved 
a  high  degree  of  compatibil- 
ity on  the  Windows  side.  Mul- 
timedia programs  that  have 
given  me  timible  on  some 
pure  Win- 
dows ma- 


GEniNG  COMPATIBLE 


LismLCE 

$1,819 


POWER  MAC  6100  DOS 
COMPATIBLE  COMPUTER  lAhooe) 

A  complete  solution  including  a  66 
megahertz  PowerPC  and  a  66  mega- 
hertz 486.  Monitor  and  keyboard  extra. 

APPLE  DOS  COMPATIBILITY  CARD  $739 
Turns  an  existing  Power  Mac  6100  or 
Peiforma  6110  into  a  DOS  compatible. 

RELY  CORP.  DX  250/266  CARD  $49.5 
Gives  DOS  compatibility  to  a  range 
of  68040-powered  Macintoshes. 

DATA  APPLE  COMPUTER  INC  .  RELY  CORP 

chines,  such  as  WordPerfect 
Coi-p.'s  Wallobee  Jack  games, 
ran  flawlessly. 

Earlier  attempts  at  dual- 
mode  Macs  lacked  support  for 
DOS  or  Windows  networking. 
But  I  got  the  new  DOS  Com- 
patible running  on  our  No- 
vell NetWare  network  in  a 
snap:  Like  all  Macs,  network- 
ing is  built  in,  and  the  Win- 
dows side  is  easy,  too. 


Indeed,  I  could  find  only 
two  major  ai'eas  of  incompat- 
ibility, and  Apple  alerts  us- 
ers to  both.  The  Macintosh 
mouse  is  equii)ped  with  only 
one  button  and  you  have  to 
use  the  keyboard  to  simulate 
the  right  mouse  button  that's 
used  in  Windows.  And  Macs 
and  PCs  use  entirely  differ- 
ent hardware  to  connect  with 
modems.  Results  ai'e  variable: 
Stac  Electronics  Inc.'s  Reach- 
Out  remote-control  software 
worked  fine,  while  America 
Online  dialed  the  telephone 
but  couldn't  connect. 

Previous  efforts  at  com- 
patibles flopped  because  they 
were  sluggish,  and  couldn't 
run  multimedia  programs  or 
connect  to  networks  in  Win- 
dows and  DOS.  The  new  sys- 
tem hits  equally  well  from 
either  side  of  the  plate. 
"RIGHT    THING."  Apple, 
which  has  no  desire  to 
encourage  its  customers 
to  move  toward  Windows, 
is  focusing  sales  on  PC 
owners  and  fii"st-time  buy- 
ers. "If  we  were  only 
selling  to  the  installed 
base,  we'd  wonder  if 
-    ,     tliis    was    the  right 
////~^       thing  to  do,"  says 
^  Dave  Daetz,  Ap- 

ple's product  line  manager. 
Indeed,  Apple  is  leaving  its 
brand  name  off  compatibil- 
ity retrofits  for  the  mass  of 
Mac  owners.  Instead,  it  has 
licensed  the  technology  to 
Rely  Corp.  (800  801-6898), 
which  offers  a  range  of 
boai'ds  for-  Macs  powered  by 
Motorola  Inc.'s  68040  chip. 

To  attract  new  buyers  to 
Maes,  Apple  is  pricing  the 
package  aggi'essively.  When 
the  machine  hits  retail  out- 
lets in  quantity  in  February, 
it  will  probably  be  available 
with  a  keyboai'd,  monitor-,  and 
CD-RO.M  for  under-  $8,000,  per-- 
haps  $500  more  than  a  simi- 
lar PowerMac  without  PC 
compatibility. 

A  switch-hitting  Apple 
isn't  for  everyone.  But  it 
i-esolves  a  lot  of  dilemmas 
for  both  homes  and  offices 
whei'e  Macs  have  been  lov- 
able but  impractical. 


BULLETIN  BOAR 


SOFTWARE 
VIDEO  EDITOR  FADES  IN  | 

It  may  not  make  you  a  | 
Spielberg  or  a  Fellini,  but 
professional-quality  videc 
editing  IS  now  within  reat) 
of  anyone  with  a  Macinto?,. 
For  $259,  Video  Shop  3.0!; 
from  Avid  Technology  Inc.i 
(800  949-2843)  turns  you 


Mac  into  an  editing  ma- 
chine with  a  simple  visua 
interface  that  handles  tra- 
sitions,  special  effects,  a  • 
dio,  and  titles  on  a  frame 
by-frame  basis.  Any  color 
Mac  can  edit  images  in 
memory.  Working  from 
videotape  requires  a  vcr  : 
and  either  an  a/v  model  Mj 
or  a  video  digitizer,  such 
the  Radius  Spigot,  startin 
at  about  $500. 

TELECOM 
AREA  CODE  MELTDOWN 

New  area  codes  are  giving 
lots  of  business  phone  sys 
tems  fits.  Starting  on  Jan. , 
metro  Chicago,  western  :i 
Washington  State,  and 
southern  Alabama  got  the 
first  area  codes  that  don't| 
have  a  1  or  a  0  in  the  mid? 
die,  and  many  business 
callers  were  unable  to  rea(( 
the  new  numbers.  That's  b? 
cause  their  pbxs  didn't  rec? 
ognize  the  new  codes  as  v* 
id.  With  several  more  such;' 
codes  scheduled  to  take  ef . 
feet  this  year.  Bill  Todd,  ex 
ternal  affairs  manager  for 
BellSouth  in  Birmingham, 
cautions  businesses  to  mas 
sure  that  their  pbx  software 
IS  up  to  date. 


QUESTIONS?  COMMENTS?  techandu@mgh.eom  on  Internet  or  fax  (202)  383-2125 
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Sign  up  for  an 
Amr 500  number; 
place  or  receive 
$25  worth  of  calls, 
and  you'll 
receive  a  Delta 
companion  ticket, 
good  for  anywhere 
Delta  flies. 


thAE^,you 

n  talkyour 
/  into  a  Delta 
pardon  ticket 


AIKT  otters  yc  )li  a 
new  SOO  number. 
Tlien,  jirst  tor  using 
it,  yoLi  recei\  e  a 
Delta  companion 
ticket.  What  couki 
Ix"  easierr* 

But  the  best 
thing  about  this 
offer  is  the  SOO 
number  itselt. 
When  you're  traveling,  family  members,  friends 
and  business  associates  can  dial  it  and  reach  you 
almost  anywhere  you  go.  But  0)ily  if  you  want 
them  to.  Unlike  pagers  and  cellular  ^ 
phones,  you  control 

\  //'^^  who  calls 
you,  when,  and 
wlu)  pays  tor  the  call.  It's  the  pertect  way 
to  stay  connected  with  important  people. 

ATJvT  calls  it  True  Cojiiiectioiis"''  .sei'vice. 


  _  AIJEI  Iruc- ( inincctioiis  ■ 

^pATSiT 

NumluT         1  I  C)R   \1  :  K  K 


An  appropriate  name.  Becau.se  you  can  ton\'ard 
calls.  You  can  screen  calls  or  .send  them  to  Voice 
Mail.  You  can  place  calls 
from  almost  any  touch- 
tone  phone.  And  you 
can  permit  special  callers 
like  family  members  or 
clients,  to  reverse  charges  ^ 
to  your  ATXT  home  phone  bill. 

And  if  you  sign  up  by  May  IS,  1995,  and  phct- 
or  receive  $2S  \\'()rth  ot  Taie  C>)nneclions  calls  in 
the  first  three  months,  you'll  get  a  Delta  companion 
certificate  from  AW.  It's  gcx)d  for  a  round-trip  ticket 
between  September  1,I99S  and  March  31.  1990*  with 
the  [:)urchase  of  any  domestic  ticket  issued  at  any 
.ipplicible  published  tare  ot  S379  or  more.  Or,  you 
can  irse  it  with  any  round-tnp  international  ticket 
i.ssued  at  any  applicable  published  first  class  (F), 
business  class  (C),  or  economy  tare  booked  in 
Y  cla.ss.  Either  \\  ay,  it's  a  nice  rewaiel  for  usinu  .some- 
thing you  really 
wanted  anyvv'ay. 


1 800  TRUE  500,  ext.  203^ 


AT&T  A.DELIAAIRLINES 


Lower  fares  may  be  available  in  certain  markeu  and  customers  should  comult  with  Delta  or  their  travel  agent  to  determine  the  most  economical  fare  for  their  itinerary. 

TERMS  &  CONDmONS:  1  Uj\i:'I  must  onj^iruie  in  the  -i^-  i.iiniit;u(ius  I'niicd  Mjtes  on  DfitJ  Air  Lint-s  or  Dt-llJ  r.()nnet.[ii>n^  carntrs  Deltj  Lonncctmn  IIikIus  uprr.ik'  uiih  \)e\u  lliglit  numlxrns 
3000-'i9'»  and  "(H)()-"'W9  2  CustomtTs  niusl  si^n  up  IicUMi-fn  Pehaurv  1  and  Mj\  IS  ,inJ  qualifv  In  August  IS.         A  cftTihcJic  vmII  ix-  issued  u>  qii.ilifMnt;  cusinnicis  .itul  must  Ixr  prvsfntfd  Id 

any  l»t.i  ,iutht  )n7t\l  iravt- 1  jgenty  <>r  any  Delta  Air  Lines  or  Delta  (_-onne(.tion  titketmii  K^jiion  at  lime  of  ticket  purchase  3  OnK'  one  companion  ticket  ma\  Ix:'  issued  per  terlifitate.  h  All  ticket.s  must 
Ix-  purchased  on  or  lx-lore  OcU)lx*r  31.  IWS,  or  according  to  ailes  of  fart,  \\hiche\er  «Kcun.  first  t  (.^.eniftcate  can  Ixf  exchanged  for  a  ticket  c)nl\'  b\  the  person  \shose  name  appears  on  llie  cerlificute. 
6  Ail  travel  for  purchased  ticket  and  companion  ticket  must  commence  on  or  alter  Septemlx^r  1,  IWS  and  Ix-  completeti  on  or  Ix-lort  March  31.  IWf)  or  according  to  niles  ol  tare,  wliichever  occurs  firsi, 
'Travel  not  pemiitted  November  21.  22.  2(i.  27.  1*-»S,  Deceml">er  21,  IWS  tlmiugii  January  3,  1^^^^  Jnd  Febn.iar>'  1".  18,  19,  IWi  7  Both  pers<;>ns  must  travel  u  )getlier  in  the  same  class  ot  service  on  all 
portions  ot  the  itinerary  8,  ©  199S  Delta  Air  Lines.  Inc  €>  1995  ATJtT  All  nghts  reserved  ATXT  and  llie  AHiT  logo  are  registered  trademark-s  ot  ATXT  9  See  ATi\T  Delta  Companion  Cenihcates  for 
additional  aile.s,  10  You  must  Ix?  an  ATXT  dial-1  kmg  distance  customer  to  enaill  in  True  Connections  ser\ice  1 1  Tnis  offer  is  gfxxl  while  supplies  last  12  (Jne  companion  certificate  may  Ix-  issued  per 
billing  telephone  numlx-r  13-  $2S00  must  fx'  spent  on  one  500  numf>er  within  the  first  three  months  of  service  to  qualih'  lor  a  companion  ticket  U  Calls  to  \oiir  500  numlier  which  you  don't  pay  for 
will  apply'  towards  your  $25  (X)  worth  of  ser\'ice 


Economic  Viewpoint 


BY  RUDI  DORNBUSCH 


WHY  IS  THE  MIDDLE  CLASS 
REALLY  BOGGING  DOWN? 


HARD  WORK: 

The  reasons 
are  complex, 
but  class 
warfare  isn't 
one  of  them. 
So  Clintonites 
should  can  the 
rhetoric  and 
push  to  keep 
growth  robust 


Rudi  Dornbusch  is  professor 
of  economics  at  Massacfiusetts 
Institute  of  Technology 


The  battle  for  1996  is  on:  President  Clin- 
ton is  fighting  for  sui-vival  by  invoking 
divisive  class  prejudice,  while  the  Re- 
publicans are  no  better  in  their  promise  to 
create  prosperity  out  of  thin  air.  The  economy 
has  been  doing  well,  there  has  been  growth, 
and  there  is  full  employment.  But  it  is  obvious 
from  the  political  maneuvering  that  more  is 
expected  and  promised  than  the  economy  can 
deliver  That  is  a  dangerous  route:  Even  a 
free-market  economy  cannot  deliver  equality 
and  prosperity  for  all. 

Today,  the  U.  S.  economy  is  operating  at 
peak  performance.  Over  the  past  decade, 
gTowth  has  been  strong,  averaging  3%  a  year 
including  the  last  recession.  Unemployment  is 
as  low  as  it  can  get  before  inflation  becomes 
the  dominant  issue.  So  why  does  the  average 
American  feel  left  out,  even  betrayed? 

During  the  1950-73  period,  median  family 
income  doubled.  That  has  been  the  Ameri- 
can model — every  generation  gets  ahead  of 
the  previous  one,  with  the  postwar  decades 
representing  a  giant  advance  from  the  De- 
pression years.  But  since  the  eai-ly  1970s,  the 
economy  has  failed  to  deliver  broad-based  in- 
come gains.  Even  though  the  economy  has 
grown  steadily,  the  average  American  family 
is  basically  where  it  was  20  years  ago.  Pover- 
ty rates  have  increased,  and  the  economic 
foimdation  of  the  middle  class  is  being  eroded. 
COSTLY  MINIMUM.  There  is  no  single  explana- 
tion for  the  middle  class  bogging  down.  A 
list  of  contributing  factors  would  include  few- 
er unions  and  monopolies  on  which  they  can 
feast,  more  competition  within  the  countiy 
and  across  borders,  immigration,  deregula- 
tion, and  labor-saving  technology.  More  broad- 
ly, the  sliift  to  an  immensely  competitive  envi- 
ronment, where  the  norm  is  cost-cutting  and 
paying  no  more  than  the  bare  minimum,  has 
been  rainous  to  the  middle  class. 

Over  the  past  decade,  much  of  the  success 
in  cost-cutting  has  not  come  from  raising  out- 
put per  worker  hour.  It  has  come  from  reduc- 
ing labor  costs  by  shifting  work  outside  the 
company  or  across  borders.  It's  no  sui'prise  if 
companies  have  photocopies  made  at  the  min- 
imum-wage-paying shop  across  the  street 
rather  than  in-house  at  middle-class  wages. 
And  advances  in  transportation,  communica- 
tion, and  infoiTnation  technology  have  created 
one  vast  world  labor  market,  making  a  level- 
ing inevitable. 

What  to  do  about  all  this?  One  answer  is  to 


roll  back  progi'ess,  making  competition  ilal, 
its  foiTTis  the  enemy.  That  is  impossible.  Heii 
Eui'ope  is  finding  that  its  proclivity  for  arc 
tectionist  welfare  state  that  shelters  w|k| 
ers  and  wages  from  market  pressures  |ai 
become  a  costly  aberration — and  undesirAe 
Without  competition  and  progress,  theiff  i; 
no  assiu'ance  that  real  income  will  grow  a©)! 
Even  if  income  gi'ows,  what  to  do  about  rijij 
inequality?  The  common-sense  answer  ris 
be  that  more  growth  provides  a  bigger  |iie 
and  this  must  remain  the  priority.  Therem 
three  ways  to  create  more  gi'owth,  non  o 
them  new  and  all  of  them  hard  work:  be:e) 
education  for  the  middle  class,  freer  trad  t< 
empower  high-wage  industries,  and  a  far  Ifh 
er  rate  of  investment.  | 
MALIGNANT  NEGLECT.  The  safest  way  to|e- 
investment  up  is  to  cut  the  deficit,  and  tljiri 
is  no  better  time  to  do  so  than  at  full  tn 
ployment.  Much  of  the  political  debatlii 
fought  around  the  status  quo:  shifting  a) 
burdens  and  expenditure  benefits  ai-ound  k< 
furniture  while  neglecting  potential  prn( 
budget-savers  that  have  so  far  been  protet 
ed  by  Congi-ess.  Robert  J.  Shapiro  of  h( 
Progi'essive  Policy  Institute  has  identiec 
spending  and  tax  reforms  that  would  real 
in  total  five-year  savings  of  $225  billion,  lia 
is  a  good  downpayment  for  tax  cuts  and  5f 
icit  reduction. 

There  is  also  an  important  political  messg< 
in  a  key  Clinton  Administration  mistake  lia 
some  have  lauded  as  a  great  political  {ij 
With  characteristic  skill.  White  House  sp 
meisters  repeatedly  acclaim  "working-cfe 
families  who  play  by  the  mles."  The  argunt' 
loms  like  this:  If  the  economy  is  going  ahl 
and  most  people  are  not,  someone  mustlo" 
making  off  with  the  money.  Today,  corpoa 
tions  are  routinely  pictured  as  greedy,  r 
fair,  and  exploitative,  and  the  middle  clasii: 
portrayed  as  getting  the  shaft.  The  nolai 
that  corporations  should  make  profits  isai 
longer  acknowiedged. 

The  Administration's  rhetoric  only  incr 
class  warfare.  In  the  context  of  inequai,^ 
too  little  is  said  of  individual  responsibility^; 
education  and  skills  and  too  much  of  how  S< 
system  is  flawed.  It  undermines  the  b;i( 
American  expectation  that  anyone  who  tjgi 
hard  enough  can  get  ahead.  To  declare  ta 
basic  premise  null  and  void  creates  a  soS 
pessimism  that  opens  the  door  to  question|j 
a  free,  competitive  society.  ;. 
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t>ear  OwnOP 


1 


Ransom  Note 
AGCA/AIGCA  Form  00321  (10/88) 


G£v^  us  more  m@nei  ant/ m@re  Time^  or  you'll  nevpp 
see  ^@ur  prOjeCt  again...  We  promise  absolute  final 
m^jbealmOsT  kin^a  ^mpelion  probflbly  agaiiV 
in  sVx.  m©mhs  or  sO...  we  think... 

Sometimes,  you  don't  find  out  you  hired  the 
wrong  project  manager  until  it's  too  late. 


MA  T  TESON  -  WA  R 

Certified  Project  8c  Program  Managers 

OWNER  AGENCY  and  REPRESENTATION 

Architecture,  Engineering,  Construction,  &  Forensic  Accounting  Management 
Facilities,  Systems,  &  Utilities  Engineering,  Analysis,  and  Management 
Real  Estate  Asset  Management,  Analysis,  Development,  &  Site  Audits 
Project  &  Program  Audits,  Feasibility  Studies,  Evaluations,  Troubleshooting,  &  Crisis  Alleviation 
Scope,  Quality.  Time,  Cost,  Risk,  Resource,  &  Contract/Procurement  Management 
Oversight  -  Support  and  Integration  Guard  Your  Assets 

Your  success  is  our  business! 

Matteson- Warfield,  inc. 

|S/D|M]AVBE]  National  &  International  Operalions 
222:  East  1700  South,  Suite  A- 1.  Salt  Lake  City.  Utah  USA  84 108-27  19 
Voice:  +1  (801 )  583-6646     FAX:  -i-l  (801 )  583-5901 
MatteWar@Pipeline.com    75444.261 1  @CompuServe.coni    JDWarfield@ATTMail.com  Warfiej@IIA.org 
®  1987,  Mallcvin-Wartleld,  Inc  .  All  Rislits  Reserved 


You're  driving  in  broad  daylight.  Suddenly,  a  car's  lights  catch  your  eyes.  They  could  bettji 
new  daytime  running  lamps  (DRLs).  These  special  low-intensity  headlights  help  j 
other  drivers  with  light,  like  your  car  horn  can  alert  them  with  sound,  according  toft 
Minotas,  a  member  of  General  Motors'  safety  team.  They're  simple,  practical,  and  easi 


c  ?  because  they  come  on  automatically.  And  research  shows  they  reduce  collisions,  and  that 
li  \  help  save  lives.  GM  is  introducing  daytime  running  lamps  in  1995,  and  they'll  be  shining 
\  all  its  vehicles  by  1 997.  Right  now,  no  other  domestic  auto  company  offers  them.  Jay  says 
j  hopes  that  will  change:  "The  sooner  every  car  and  truck  has  DRLs,  the  safer  we'll  all  be!' 


Economic  Trends 


BY  GENE  KORETZ 


A  YELLOW  LIGHT 
FOR  DETROIT 

Demographic  trends  are  worrisome 

It  is  eight  years  since  U.  S.  car  and 
light  truck  sales  hit  a  record  16.1  mil- 
lion clip.  Yet  four  years  into  the  cur- 
rent expansion,  vehicle  sales  still  lag 
behind  their  prior  peak.  And  a  big  rea- 
son, says  economist  Paul  D.  Ballew  of 
the  Federal  Resei^ve  Bank  of  Chicago,  is 
the  startling  gi'owth  of  nontraditional 
households  and  their  adverse  impact  on 
purchases  of  big-ticket  items  like  cars. 

From  1970  to  1992,  note  Ballew  and 
economist  Robert  H.  Schnorbus  of  the 
Chicago  Fed,  as  the  U.  S.  added  more 

HOW  HOUSEHOLD  HPES 
AFFECT  AUTO  OUTLAYS 


AVERAGE  ANNUAL  SPENDING 
ON  VEHICLE  PURCHASES' 
THOUSANDS  OF  DOLLARS 


MARRIED  COUPLES  SINGLE  PARENTS 
53%  16% 


SINGLE  PERSONS* 
31% 

PERCENT  OF  U  S  HOUSEHOLDS 


•NEW  AND  OLD  VEHICLES  IN  1992 
'  'INCLUDES  SINGLE  PERSONS  LIVING  TOGETHER 

DATA,  FEDERAL  RESERVE  BANK  OF  CHICAGO 

than  32  million  households,  the  share 
made  up  of  married  couples,  with  or 
without  children,  shrank  from  77%  to 
53%.  At  the  same  time,  the  shares  of 
one-parent  and  single-person  households 
jumped  to  16%  and  31%,  respectively. 

These  changes  sj^ell  increasing  income 
inequality.  Over  the  1970s  and  '80s,  real 
median  income  of  U.S.  married  couples 
rose  13%,  as  women  flooded  into  the  la- 
bor force.  Single-parent  and  single-per- 
son households,  by  contrast,  saw  little  or 
no  income  growth,  and  their  median  in- 
comes are  now  less  than  half  of  manied 
couples'.  (Almost  a  thii-d  of  single-parent 
families  and  a  fifth  of  single  persons 
live  below  the  poverty  line). 

The  growth  of  nontraditional  house- 
holds has  already  begun  to  exert  in- 
creasing downward  pressure  on  vehicle 
sales  and  other  major  consumer  pur- 
chases. In  1992,  for  example,  average 
outlays  for  car  purchases  (new  or  used) 
by  single  parents  was  only  29*%  of 
spending  by  married  couples,  while  such 
outlays  by  single  persons  were  56%  be- 
low raairied-couple  levels  (chart). 

With  a  third  of  all  American  children 


now  born  to  single  women,  the  econo- 
mists think  the  impact  of  such  trends  on 
consumption  patterns — and  on  the  enth-e 
economy — will  intensify  in  the  decades 
ahead.  And  though  the  effect  initially 
may  spiu-  demand  for  economy  and  used 
cars,  they  warn  that  eventually  it  could 
result  in  a  period  of  sales  stagnation. 


WHEN  THE  BOSS 
HAS  A  BIG  STAKE 

Simply  put,  shareliolders  do  better 

Do  shareholders  tend  to  profit  when 
top  executives  have  a  sizable  stake 
in  the  fortunes  of  their  companies? 

To  find  out,  Wyatt  Co.  recently  ana- 
lyzed the  stock  market  perfoirnance  of 
105  large  U.  S.  companies  over  a  five- 
year  period  in  relation  to  company 
shares  owned  by  their  chief  executive 
officers.  Ownership  was  defined  as  the 
ratio  of  the  dollar  value  of  a  CEO's  hold- 
ings (excluding  stock  options)  to  his  or 
her  base  salary. 

Wyatt  found  that  the  top  half  of  the 
companies  in  teirns  of  chief  executive 
ownership  posted  average  annual  re- 
turns of  11.4%  over  the  five  years,  com- 
pared with  7.3%  for'  those  in  the  bottom 
half.  The  I'esults,  which  were  similar 
when  industry  groups  were  analyzed 
separately,  suggest  that  it  can  pay  to  in- 
vest in  companies  whose  bosses  have  a 
lot  riding  on  their  performances. 


HOORAY  FOR 
RISING  RATES? 

The  gain  may  exceed  ttie  pain 

Although  some  economists  argue  that 
rising  interest  rates  squeeze  con- 
sumers more  than  they  help  them,  Ed- 
ward F.  McKelvey  of  Goldman,  Sachs 
&  Co.  disagi'ees.  He  notes  that  industiy 
and  Federal  Resei-ve  sources  estimate 
that  only  a  third  of  all  mortgages  and 
revolving  credit  balances,  currently 
about  $3.1  trillion  and  $328  billion,  re- 
spectively, are  adjustable-rate.  That's 
some  $1.15  trillion  in  liabilities. 

On  the  other  hand,  McKelvey  calcu- 
lates that  households  own  about  1.7 
times  that  amount,  or  $1.95  trillion,  in 
assets  whose  returns  can  change  over  a 
year's  time.  This  includes  about  $469 
billion  in  time  deposits  and  Treasury 
securities  maturing  within  a  year,  $330 
billion  in  money  market  funds,  and  $1.15 
trillion  in  savings  deposits  that  can  be 


moved  if  their  rates  rise  too  sluggis 
What's  more,  since  rate  hikes  on  nl 
adjustable-rate  mortgages,  which 
count  foi'  the  bulk  of  inter-est-sensij 
household  liabilities,  ar-e  capped  at 
basis  i^oints  a  year;  McKelvey  calculJ 
that  the  household  sector's  maxinrl 
exposur'e  to  rising  inter-est  r-ates  on 
r-ent  liabilities  is  about  $22  billion  a  y| 
By  contrast,  the  interest  individuals 
ceived  over  the  latest  12  months,  mi^ 
so-called  imputed  intei-est,  came  tc 
annualized  $33  billion — indicating, 
McKelvey,  that  "rising  rates  are 
ting  more  income  into  the  pocket^ 
families  than  they  ar-e  taking  out  in  i 
for-m  of  lar-ger-  debt-service  paymenfl 


BORDERS  ARE 
FOR  CROSSING 

Dealmakers  take  a  worldwide  vii 

Spar-ked  by  a  brisk  global  econo 
merger-  mania  sur-ged  to  new  heig 
last  year.  Accorxling  to  a  tally  by  Kl 
Peat  Mar-wick,  the  number  of  cross-l 
der-  acquisitions,  joint  ventui'es,  and 
nority  investments  rose  20%  to  5, 
in  1994.  Total  value  of  such  deals,  incl 
ing  40  in  the  $1 
biUion-plus  range,  1994'SGLOBA 
soared  46%  to  MERGER  MANl 
$239  billion. 

The  leading  in- 


THE  BIG  THREE 
CROSS-BORDER  TARGE' 

(VALUE  OF  DEALS') 
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A  BILLIONS  OF  DOLLARS 
•ACQUISITIONS,  JOINT  VENTUF 
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vestment  targets 
in  terms  of  deal 
values  were  the 
U.S.,  Indonesia, 
and  China  (chart). 
(Indonesia  snared 
a  $40  billion  in- 
vestment by  Ex- 
xon Corp.)  China 
was  second  in  the 
number  of  such 
deals,  attr-acting 
490,  compared  with  668  for  the  U.  S. 

Among  investors,  the  biggest  sper 
er's  were  the  U.  S.,  which  shelled  ( 
$87  billion,  $30  billion  more  than  it 
tr-acted,  followed  by  Britain  ($38.2  1 
lion)  and  Switzerland  ($16.3  billio 
Wliile  U.  S.  companies  wer-e  particula 
busy  in  Britain,  Spain,  and  (];hina,  th 
Mexican  tr-ansactions  fell  almost  in  h; 
to  $1.5  billion,  while  Mexican  deals 
the  U.S.  nearly  tripled,  to  $1.4  bilho 

As  for  industries,  the  top  four 
cr'oss-borxler-  deals  were  petroleum  ad 
mining  ($59.6  billion),  information,  co 
munications,  and  entertainment  ($2 
billion),  chemicals  ($23  billion),  and  f 
($14.1  biUion). 
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fOW  IS  THE  FED  READY  TO  STOP 
IGHTENING  THE  VISE? 


u  s;  ECONOMY 


THE  FED  TURNS 
THE  SCREWS.  AGAIN 

FED  FUNDS  RATE 


No  good  deed  goes  unpunished. 
Neither  does  a  good  economy, 
e  fouith  quarter's  burst  of  growth  capped  off  the  econ- 
i^s  best  performance  in  10  years,  even  as  inflation  re- 
ined quiescent.  And  according  to  the  early  data  for  Jan- 
ty,  consumers  and  businesses  carried  some  of  that 
•mentum  into  the  new  year. 

rhe  result  of  such  uplifting  news:  The  Federal  Re- 
•ve  tightened  the  monetary  screws  for  the  seventh 
le  in  a  year.  On  Feb.  1,  policymakei*s  at  the  central 
nk  voted  to  i-aise  the  federal  funds  rate  by  half  a  per- 
itage  point,  to  6%.  The  fed  funds  rate,  which  banks 
jrge  each  other  for  overnight  loans,  has  doubled  in 
;t  a  year.  The  Fed  also  bumped  up  the  discount  rate  it 
irges  banks  for  loans  by  a  half  point,  to  5J4%  (chart). 

Fed  watchers  are  beginning 
to  speculate  that  this  latest 

 move  is  the  last,  at  least  for  a 

FED  FUNDS  ^^'^ wWle,  and  that  the  current 
.(Lfii/'^y^     tightening  cycle  is  now  drawing 
^^mii^^^  ^  ^  close.  One  reason:  scattei-ed 

DISCOUNT  RATE  signs  that  past  rate  hikes  are 

beginning  to  cool  off  the  econo- 
my.  Also,  more  than  hah"  of  the 
Fed's  tightening  in  the  past  year 
has  not  had  time  to  filter 
through  the  economy. 
In  its  statement  regarding  the  hikes,  the  Fed  said: 
•espite  tentative  signs  of  moderation  in  growth,  economic 
tivity  has  continued  to  advance  at  a  substantial  pace, 
lile  resource  utilization  has  risen  further."  That's  the  first 
ae  a  policy  statement  has  acknowledged  even  a  hint  of 
dower  economy.  But  the  financial  markets  reacted  neg- 
vely  because  the  statement  did  not  give  a  clearer  signal 
at  the  Fed  was  finished  tightening. 

IE  4.5%  ANNUAL  RATE  of  growth  in  the  fourth  quar- 
r's  real  gross  domestic  product  wasn't  unexpected,  but 
e  Fed  was  undoubtedly  displeased  that  demand  re- 
ained  so  resilient  despite  its  past  rate  hikes.  Final  de- 
and  grew  3.7%  last  quarter,  slower  than  in  the  third 
larter,  but  excluding  the  ups  and  downs  in  defense  out- 
>^s,  demand  increased  a  sturdy  5.1%,  faster  than  in  the 
evious  quarter  In  fact,  the  hot  items  last  quarter  were 
trable  goods — ^the  very  items  sensitive  to  interest  rates. 
The  real  head-turner  in  the  GDP  report,  though,  was  an- 
her  huge  rise  in  inventories.  Total  inventories  grew  by 
8  billion  last  quarter,  after  mega-increases  of  $592  billion 
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INVENTORIES  ARE 
PILING  UP 
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in  the  second  period  and  $57.1  billion  in  the  third  (chart). 
That's  the  largest  thi-ee-quarter  accumulation  in  a  decade. 
But  while  the  buildups  in  the  two  prior  quaiters  were  in- 
tentional, the  yearend  increase  may  have  been  more  than 
businesses  wanted.  That's  because,  according  to  the  Com- 
merce Dept.'s  estimate,  the  biggest  gain  came  during 
December,  when  consumer  spending  began  to  flag. 

The  inventory  pileup  has  three 
implications  for  1995.  Fii-st,  most 
of  the  extra  inventory  ended  up 
in  the  warehouses  of  wholesalers 
and  retailers.  So  these  business- 
es will  have  Uttle  need  to  re- 
order goods,  leading  to  smaller 
gains  in  factory  output  and  jobs 
in  coming  months. 

Also,  look  for  a  lull  in  the  im- 
port surge  because  some  of  those 
warehoused  goods  were  made 
overseas.  The  import  slowdown  will  help  reverse  the 
vddening  of  our  trade  deficit.  In  the  fourth  quarter,  im- 
ports grew  16%,  outpacing  the  14.2%  advance  in  exports 
and  widening  the  net-export  deficit  by  $7.1  billion.  The 
$124.1  billion  gap  was  the  largest  in  seven  years. 

And  last,  unwanted  inventories  will  help  the  inflation 
outlook.  'W^th  retailers  over-stocked,  stores  will  have  to  cut 
prices  to  clear  out  excess  merchandise.  That  means  infla- 
tion at  the  consumer  level  should  remain  low. 

BUT  FOR  HOW  LONG?  The  fourth-quarter  gdp  numbers 
indicate  that  U.  S.  output  of  goods  and  services  is  now 
greater  than  the  output  possible  when  all  labor  and  capi- 
tal resources  are  fully  utilized,  according  to  the  Fed's 
numbers.  With  demand  outpacing  the  ability  to  satisfy  it, 
price  pressures  typically  emerge.  So  inflation  hawks  are 
woi-ried  that  the  best  inflation  news  is  now  behind  us.  In- 
flation, as  measured  by  the  gdp  fixed-weight  price  index, 
shows  some  acceler-ation,  rising  2.9%  in  the  year  ended  last 
quarter  That's  up  from  a  2.5%  rate  in  1994's  first  quarter. 

Price  pressures  were  also  on  the  minds  of  the  nation's 
purchasing  agents  in  January.  The  National  Association  of 
Purchasing  Management  said  its  index  of  prices  paid  by 
manufacturers  held  near  a  15-yeai"  high,  and  that  business 
activity  began  1995  with  "a  good  head  of  steam."  The 
napm's  index  rose  to  57.9%  from  57.5%  in  December. 

The  reports  of  industrial  price  hikes  as  well  as  the  im- 
balance between  real  gdp  and  its  potential  are  the  chief 
reasons  why  the  Fed  acted  to  restrain  the  economy  even 
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more.  So  far,  though,  only  a  few  signs  of  slowing  are 
emerging.  Last  quarter,  home  construction  fell  at  a  2.6% 
annual  rate.  The  dip  would  have  been  larger  if  not  for  un- 
usually mild  weather.  Consumer  spending  slowed  over 
the  coui'se  of  the  tliree-month  period,  but  buying  surged 
by  4.6%  for  the  quarter. 

Consumers  saw  their  real  aftertax  income  jump  by 
0.7%  in  December,  but  they  lifted  theii"  inflation-adjusted 
spending  by  only  02%  after  a  modest  0.3%  increase  in  No- 
vember. They  may  have  started  to  realize  that  higher  ad- 
justable-rate mortgage  payments  and  large  ci'edit-card 
bills  lie  ahead. 

Consumers  gave  a  mixed  appraisal  of  the  economy  in 
January.  According  to  the  Conference  Board,  consumer 
confidence  edged  dovra  to  102.1  from  December's  103.4. 
While  a  reading  above  100  indicates  an  upbeat  view,  con- 
sumers' plans  to  buy  interest-sensitive  goods  declined. 
Intentions  to  purchase  a  new  car  dropped  shaiply,  plans  to 
buy  appliances  fell  for  the  second  month  in  a  row,  and 
home-buying  plans  have  been  drifting  lower  since  August. 

THE  FED  had  to  be  heartened  by  the  benign  pattern  of 
labor  costs  in  1994.  Wages  and  benefits  for  civilian  work- 
ers rose  0.7%  last  quarter  and  just  3%  for  the  year — down 
from  3.5%  in  1993,  and  the  smallest  gain  since  the  Labor 
Dept.  began  tracking  employment  costs  in  1981. 
The  slowdowm  in  compensation  was  evident  in  al- 


BENEFiTS  RESTRAIN  I 
EMPLOYMENT  COSTS 


most  all  occupations  and  industries.  Wage  growth  c( 
tinued  to  drop,  falling  to  2.8%  in  1994  from  3.1% 
1993.  But  benefits  staged  a  more  dramatic  slowdo^ 
(chart),  grovring  only  3.4%  in  1994 — way  below  the  4.(i 
gain  in  1993  and  about  half  of  the  6.7%  in  1990.  Lah' 
said  the  small  rise  reflected  slower  grov^h  in  health  ai 
workers'  compensation  insurance  costs 

However,  last  year  may  have 
been  the  bottom  for  labor-cost 
grov^rth.  Hourly  wage  gains 
started  to  edge  higher  in  the 
second  half  of  1994.  And  with 
labor  markets  gi'ovdng  tighter, 
businesses  may  have  to  loosen 
their  purse  strings  and  lift  pay 
to  attract  qualified  workers. 
Even  so,  the  forces  of  intense 
competition  and  increased  pro- 
ductivity will  keep  the  growth 
in  unit-labor  costs  mild  even  for  1995. 

The  problem  for  those  hoping  to  find  a  job  or  expanc; 
business  is  that  even  a  nruld  acceleration  in  labor  cos 
may  be  too  much  for  the  Fed.  That  means  the  centil 
bank  vrill  not  stop  hiking  rates  until  the  economy  show 
broad  signs  of  slowing  dowm.  Only  then  can  the  infl 
tion-waiy  Fed  be  certain  that  price  pressures  are  in  :| 
danger  of  bui'sting  out  of  control. 
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CHAMPAGNE  AND  PROZAC  FOR  HONG  KONG'S  NEW  YEAR 


Hong  Kong's  stock  market  will 
have  a  lot  to  digest  when  it  re- 
opens on  Feb.  3,  after  the  obser- 
vance of  the  Chinese  Lunar  New 
Yeai'.  Consider  the  wony  list:  rising 
interest  rates,  falling  property 
prices,  souring  Sino- 
American  trade  rela- 
tions, prospects  for 
slower  growi:h  in  China, 
and  uncertainty  sur- 
rounding Deng  Xiao- 
ping's  failing  health.  It's 
little  wonder  that  the 
Hang  Seng  stock  index, 
already  in  a  yearlong 
decline,  has  plunged 
23%  since  Nov.  16. 

However,  the  bear  market  is  now 
well  advanced,  based  on  past  expe- 
rience, and  it  may  be  close  to  its 
nadir,  say  many  analysts.  Property 
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land  auction  on  Jan.  25,  suggesting 
some  life  in  the  real  estate  sector 
(page  60).  Some  70%  of  Hong 
Kong's  businesses  derive  a  portion 
of  their  eainings  fi'om  real  estate. 
Property  values  have  been  hit 
especially  hai'd  by 
hikes  in  U.  S.  interest 
rates,  which  have 
pushed  up  rates  in  the 
teiTitory,  since  the 
Hong  Kong  dollar  is 
closely  tied  to  the  LI.  S. 
dollai'.  But  after  the 
Federal  Reserve's  hike 
on  Feb.  1,  speculation 
is  gi'owing  that  Fed 
tightening  is  about  fin- 
ished for  this  cycle. 

Many  fear  that  a  China-U.  S. 
trade  war  would  dent  Hong  Kong's 
huge  reexport  business.  Reex- 


stocks  rallied  after  the  government  ports — ^goods  made  elsewhere  but 


shipped  through  Hong  Kong — ac- 
count for  80%  of  the  territory's  ex- 
ports. However,  reexports  from 
China  have  been  slowing  foi"  three 
years,  as  grovrth  on  the  mainland 
has  cooled  off  from  13%  in  1993  to 
11%  in  1994  to  a  projected  9%  this 
year,  and  as  China's  shipping  capac- 
ity has  increased. 

Most  obsei-vers  expect  Hong 
Kong's  economy  to  grow  5.5%  this 
yeai".  High  rates  and  a  plunging 
stock  market  have  depressed  con- 
sumer incomes  and  spending.  But 
pei-sistent,  if  slower,  grovrth  in  Chi- 
na and  better  growth  globally  in 
1995  will  continue  to  jwwer  ex- 
ports. In  the  short  term,  share 
prices  will  remain  vulnerable  until 
current  worries  ease.  But  further 
out.  Hong  Kong  is  well  positioned 
as  the  financial  center  of  the 
world's  fastest-growing  region. 
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Now  the  hardest  thing 
about  shipping  is  mastering  the  complexities 

of  the  double  (lid. 


Introducing  FedEx  Skip," 

tke  revolutionary  new  desk- 
top skipping  software  from 
FedEx.  Now  witk  FedEx  Skip,  you  can  kandle 
virtually  any  aspect  of  skipping  a  package  witk 
just  a  few  clicks  of  your  mouse. 


■ 


Fed 


Using  your  modem,  tke  software  connects  your 
computer  directly  to  FedEx.  It  creates  skipping 
lakels  and  prints  tkem  on 
your  own  laser 
printer.  Maintains  a  data 
kase  of  your  customers.  Sckedules  pickups, 
tracks  and  confirms  delivery  of  your  packages. 
All  faster  and  easier  tkan  ever  kefore.  Witkout  so 
muck  as  picking  up  tke  pkone.  FedEx  Skip. 
Once  you  get  tke  doukle  click  down,  it  s  a 
wkole  new  way  of  skipping  packages.  For  a 
free  copy  of  FedEx  Skip  software  for  Windows  ' 
or  Macintosk;  just  call  1-800-GO-FEDEX.* 


Federal  Express 

Our  Most  Important  Package  Is  Yours.* 
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News:  Analysis  &  Commentary 


THE  MEXICAN  CRISIS 


ANATOMY  OF 

A  RESCUE  MISSION 


How  Clinton 
cobbled  together 
an  aid  package  as 
Congress  waffled 


The  call  came  to  the  White  House  at 
8  p.m.  on  Jan.  30.  It  was  House 
Minority  Leader  Richard  A.  Gep- 
hai'dt  (D-Mo.),  and  the  news  was 
bad:  Pi'esident  Clinton's  controvereial  $40 
billion  loan-guarantee  plan  to  prop  up 
the  Mexican  peso  was  dead  on  Capitol 
Hill.  With  stock  markets  from  Brazil  to 
Thailand  shuddeiing  at  the  prospect  of  a 
Mexican  government  default,  top  Admin- 
istration officials  labored  through  the 
night  to  craft  an  alternative  plan. 

Bleaiy-eyed  Ti-easury  Dept.  officials 
quickly  cobbled  together  an  internation- 
al peso  posse.  After  getting  the  legal 
0.  K.  to  draw  .$20  billion  from  a  discre- 
tionaiy  Ti'easui-y  fund  nonnally  used  to 
support  the  dollar,  Ti'easui-y  Secretaiy 
Robert  E.  Rubin  and  his  top  interna- 
tional strategist,  Lawrence  H.  Summei-s, 
phoned  French  and  German  Finance 
Ministers  in  a  desperate  race  to  line  up 
billions  more  in  international  support. 
The  final  piece  of  the  package  fell  into 
place  at  5  a.m.  on  Jan.  31,  when  the 
International  Monetary  Fund  reluctant- 
ly agi'eed  to  kick  in  $10  billion  on  toj)  of 
$7.8  billion  it  had  pledged  earlier — a 
record  commitment  from  the  fund. 

By  dawn's  eaiiy  light,  Ti'easuiy  had 
Plan  B  in  place.  The  bottom  line:  a  $49.8 
billion  package — remai'kably  similar  to 
the  original  bailout — that  averted  a 
meltdown  in  the  world's  financial  mar- 
kets. "The  risks  of  inaction  are  gi-eater 
than  the  risks  of  decisive  action,"  Clin- 
ton declared  later  that  morning  to  a 
meeting  of  state  governors.  "This  is  the 
right  thing  to  do." 


Clinton  managed  to  extract  GOP  leaders'  suppori  for  his  plal 
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The  i-evised  rescue  comes  with  plenty 
strings  attached.  Mexico  will  have  to 
t  government  spending,  slow  the 
owth  of  private  credit  and  its  money 
pply,  and  sell  off  more  state-owned 
iustries.  And  Mexico  will  have  to  fork 
t  hefty  fees  for  the  right  to  tap  $20 
lion  in  U.S.  loans  or  loan  guarantees, 
lich  will  make  it  easier  for  the  gov- 
nment  to  bon"ow  in  commercial  mar- 
ts. But  since  the  plan  will  bypass 
ingress,  there  are  no  politically  touchy 
mands  to  improve  labor  standards  or 
i-der  controls  on  migration,  two  condi- 
ms  sought  by  U.  S.  lawmakers. 
For  now,  the  bailout  appears  to  be 


working.  Jittei-y  foreign  investors,  who 
saw  their  Mexican  holdings  eroded  by  a 
45%  collapse  in  the  peso  since  Decem- 
ber, were  looking  on  the  bright  side. 
By  Feb.  1,  stock  prices  on  the  Mexican 
bolsa  were  up  5.2%,  and  the  peso  rose 
18%  to  5.4  to  the  dollar.  "The  Presi- 
dent's decision  helped  stabilize  other 
markets  as  well  as  Mexico's,"  says  Ar- 
thur J.  Massolo,  head  of  the  Latin 
America  division  at  Fir-st  Chicago  Corp. 

On  Capitol  Hill,  the  plan  was  a  god- 
send. A  month  earlier.  Congress  would 
have  squawked  at  Clinton's  unorthodox 
use  of  the  Ti-easuiy's  stabilization  fund. 
Indeed,  Federal  Reserve  Chair-man  Alan 


Greenspan  told  a  Senate  committee  on 
Jan.  26  that  the  Fed  and  Treasury  lack 
authority  "as  we  see  it  to  take  that  sort 
of  action."  But  now  most  lavwnakers  are 
pleased  they  won't  have  to  vote  on  a 
highly  unpopular  bailout.  "There  was  a 
sigh  of  relief  here,"  says  Representa- 
tive Sander  Levin  (D-Mich.).  "Most 
[members]  will  welcome  it  without  say- 
ing so." 

Throughout  Corporate  America,  Mex- 
ico-minded executives  could  only  hope 
that  the  wor-st  was  over.  Ford  Motor 
Co.'s  plans  to  double  vehicle  shipments 
to  Mexico  to  50,000  this  year  is  now  "a 
pipe  dream,"  says  CEO  Alexander  J. 
Tr-otman,  though  Ford  says  it's  sticking 
with  plans  to  shift  some  operations 
south  of  the  border.  Adds  Nicholas  F. 
Fiore,  senior  vice-president  of  Carpenter 
Technology  Corp.,  a  Reading  (Pa.)  steel- 
maker: "We  expected  short-term  set- 
backs and  windfalls,  but  we  wouldn't 
have  gone  in  if  we  wer-en't  in  for  the 
long  haul." 

The  massive  international  bailout  plan 
rapidly  or-ganized  by  distr-essed  U.S.  of- 
ficials signals  a  seismic  shift  in  the  global 
financial  or'der.  Just  as  the  American 
public  and  Congr-ess  are  gi-owing  weary 
of  the  U.  S.  military  shouldering  sole 
responsibility  for  policing  the  globe, 
America's  days  of  being  the  emergency 
banker  for  every  financial  crisis  may  be 
over  as  well.  Deal  broker?  Yes,  Wash- 
ington vrill  continue  to  lead.  But,  says  a 
senior  Administration  official,  "the  U.  S. 
cannot  be  the  worid  lender  of  last  re- 
sort" (page  38). 

TOURNIQUET.  In  an  era  of  quicksilver 
capitalism,  global-mar-ket  jjanics  will  like- 
ly become  mor"e  commonplace.  But  play- 
ing commander"-in-chief  of  the  inter-na- 
tional bucket  brigade  poses  political 
risks  for  Clinton.  His  authority  is  al- 
ready under  attack  at  home  by  a  new 
breed  of  populist  lawmakers  wary  of 
for-eign  entanglements  (page  35). 

At  this  point,  concer-ns  about  Clin- 
ton's political  future  pale  in  comparison 
to  wor-ries  about  Mexico's  economic  out- 
look. Wliether-  the  bailout  is  a  long-ter-m 
solution  or  a  tourniquet  ultimately  de- 
pends on  Mexico's  willingness  to  swallow 
har'sh  economic  medicine  (page  36). 
Meeting  the  stiff  economic  conditions 
"will  just  put  Mexico  into  a  big  reces- 
sion, and  it  is  not  clear  how  the  country 
will  come  out  of  it,"  says  Rudi  Dom- 
busch,  an  economist  at  the  Massachu- 
setts Institute  of  Technology.  David 
Hale,  chief  economist  of  Kemper  Finan- 
cial Ser-vices,  fears  that  even  vdth  new 
help,  the  peso's  downward  spir-al  will 
triple  the  size  of  nonper-for-ming  loans  at 
Mexico's  undercapitalized  banks  to  about 


lUTIVE  ORDER  Li  The  risks  of  inaction  are 
,ter  than  the  risks  of  decisive  action.  This 
e  right  thing  to  do.n  -  bill  clinton 


Clinton's  New  Deal  For  Mexico 

Details  of  the  $49.8  billion  aid  package  assembled  by  the  U.S. 

'REASURY  By  executive  order,  Clinton  will  provide  $20  billion  in 
with  terms  of  as  much  as  10  years  by  tapping  the  Treasury's  Ex- 
B  Stabilization  Fund — normally  used  to  bolster  the  dollar. 

EDERAL  RESERVE  The  Fed  will  make  available  $4.5  billion  to 
lion  in  short-term  loans  until  the  promised  longer-term  Treasury 
ing  is  issued  to  Mexico. 

R  NATIONS  Major  industrial  countries  will  kick  in  $10  billion  in 
erm  credit  through  the  Bank  for  International  Settlements.  In  ad- 
Canada  pledged  $1  billion  and  Latin  American  nations  $1  billion. 

he  International  Monetary  Fund  will  provide  $10  billion  in  five-year 
3n  top  of  the  $7.8  billion  in  credit  it  already  has  promised  Mexico. 

20  The  U.S.  and  IMF  will  insist  that  Mexico  adhere  to  strict  tar- 
)r  money  supply,  domestic  credit,  fiscal  spending,  and  foreign  bor- 
;.  U.S.  loan  guarantees  will  be  backed  by  oil-export  revenues  to  be 
y  the  Federal  Reserve  Bank  of  New  York  as  collateral. 

DATA,  U  S  TREASURY  DEPT..  INTERNATIONAL  MONETARY  FUND 
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30%  of  their  portfolios.  "The  chances 
for  bank  faikires  are  very  high,"  he 
warns. 

Many  traders  believe  that  the  pack- 
age will  enable  Mexico  to  lessen  its 
risky  dependence  on  short-term  dollar- 
denominated  securities  known  as 
tesobovos  in  favor  of  more  stable,  long- 
term  financing.  But  others  say  that 
Mexicans  must  go  far  beyond  the  re- 
forms called  for  in  the  bailout  to  bolster- 


than  Clinton  let  on.  Commercial  banks 
led  by  Citicorp  and  J.  P.  Morgan  &  Co. 
may  still  come  thi-ough  with  $3  billion  in 
loans  announced  in  December.  Ultimate- 
ly, including  the  private  money,  the  final . 
package  could  top  S55  billion. 

The  outcome  is  hardly  what  the  Clin- 
tonites  were  expecting  when  they  fash- 
ioned the  original  $40  billion  bailout 
package  in  mid-January.  Congr^essional 
leader's  signed  on  quickly,  and  approval 


Why  Clinton  Bailed  Out  of  the  Bailout 


GINGRICH 


DOLE 


GRAMM 


RUBIN 


TOO  LITTLE  CAPITAL  The  President  didn't  invest  enough  political  capi- 
tal to  win  over  Congress.  Instead,  he  gave  only  brief,  tepid  support.  Why? 
Clinton  may  have  been  reluctant  to  distract  attention  from  his  renewed  fo- 
cus on  middle-class  issues. 

FRESHMAN  REVOLT  Clinton  and  Republican  leaders  underestimated 
the  resistance  from  first-term  lawmakers — many  of  whom  had  campaigned 
on  slashing  foreign  aid.  That  left  House  Speaker  Gingrich  out  on  a  limb. 

GOP  INFIGHTING  The  issue  became  a  showdown  between  two  Republi- 
can Presidential  rivals.  Senator  Phil  Gramm  (Tex.),  a  conservative  leader, 
criticized  the  plan  in  part  to  distinguish  himself  from  Senate  Majority  Lead- 
er Bob  Dole  (Kan.),  the  front-runner  for  the  1996  nomination. 

TREASURY  NEWCOMER  Treasury  Secretary  Robert  Rubin  knows  finan- 
cial markets  but  lacks  political  savvy.  Rubin  wasn't  helped  by  his  top  inter- 
national specialist,  Under  Secretary  Lawrence  Summers,  who  was  unwilling 
to  provide  Congress  with  details  of  the  rescue  plan. 


their  economy  and  rebuild  investor  con- 
fidence. "The  best  thing  they  could  do  is 
what  Ar-gentina  has  done — open  every- 
thing up  to  for'eign  investment,"  says 
Lawrence  D.  Krohn,  head  of  Latin 
American  r-esearch  for  Union  Bank  of 
Switzerland. 

Ti-ader-s  and  analysts  still  have  serious 
reser-vations  about  whether  the  plan  is 
suiScient  to  fully  shor'e  up  Mexico's  wob- 
bly finances.  And  they  question  the  will- 
ingness of  Mexicans  to  accept  pr-omised 
wage  hikes  of  just  7%  after  a  45%  de- 
valuation. Yet  they  ar-e  encom-aged  that 
the  new  package  may  actually  be  larger 


looked  like  a  slam  dunk.  As  late  as  Jan. 
24,  House  Banking  Committee  Chair- 
man James  A.  Leach  (R  Iowa)  had  won 
liber'al  Democrats  over  with  concessions 
r-ecjuiring  Mexico  to  upgrade  labor  stan- 
dards. The  chief  Democratic  vote-coun- 
ter*. Representative  Barney  Frank  of 
Massachusetts,  promised  up  to  130 
Democr-atic  votes. 

But  the  compr-omise  unraveled  when 
<;op  leader-s  order-ed  Leach  to  yank  the 
labor-  concessions.  Lawmaker's,  frustrat- 
ed that  Summers  and  Rubin  didn't  pr'o- 
vide  details  of  the  plan,  began  equiv- 
ocating. Feisty  gop  fr-eshmen  mounted  a 


surprising  and  furious  revolt  agair 
House  Speaker  Newt  Gingr-ich  (R-G; 
"Newt  went  out  to  lead  his  Repuh 
cans,  only  to  learTi  they  wei'en't  folio 
ing,"  says  one  leadership  aide.  WhI 
GingTich  privately  admitted  he  was  oai 
of  chits  after-  coerx-ing  fr-eshmen  to  ba^ 
a  water-ed-down  balanced-budget  amer^ 
ment,  Clinton  feared  the  worst. 
NAILED  DOWN.  News  that  the  plan 
falter-ing  spread  quickly  across  t| 
globe.  At  a  world  economics  conferer 
in  Davos,  Switzerland,  a  go?  lawmak 
pr-ivately  confessed  to  international 
nanciers  on  Jan.  28  that  the  rescue  pl^ 
didn't  even  have  the  support  of  l;i 
House  member's.  |: 

That  helped  trigger  a  Monday  morfaBi 
ing  sell-off  in  Latin  Amer-ican  marke  iiii 
By  noon,  the  Brazilian  bolsa  h;  utii 
plunged  8%,  and  the  Mexican  peso  w  B. 
on  its  way  to  a  fur-ther  15%  collapi  Efi 
Even  as  Rubin  was  trumpeting  the  su  »f 
por't  of  former  Presidents  and  Seer  pi 
tar'ies  of  State  at  a  press  conferenc  tl 
Summers  was  warning  senators  th  m 
Mexico's  currency  reserves  were  so  k  ic 
that  it  could  default  within  48  houi  i, 
Efforts  to  nail  down  Plan  B  began  th  ffl 
evening.  «, 

Clinton,  his  all-night  plan  in  han  ^1 
summoned  congr'essional  leaders  to  t  k 
White  House  ear'ly  Tuesday  morrrin  n 
Is  there  any  hope  for  a  vote  tur  a? 
ar'ound,  he  asked.  "You  will  have  to  g  i 
in  the  trenches  and  fight  it  out  memb  Ei 
by  member-,"  Gingr"ich  advised.  That  d  iais 
it.  Clinton  unveiled  the  new  packaj  ii.' 
and  demanded  that  the  leaders  public  leas 
back  him.  All  agreed,  and  the  groi  ?li 
sneaked  out  a  side  door  to  avoid  talkii  n 
to  reporter's.  f:1e 

While  the  Administration's  fumblii  bl 
of  the  $40  billion  bailout  dismay(  fie. 
Washington  insider's,  the  speed  wr  k 
which  Clintonites  assembled  the  fal  iiji 
back  financing  impr'essed  many  We>;r 
Streeters.  In  the  first  real  financial  ciis 
spai'ked  by  fears  of  a  global  run  on  m 
tual  funds,  the  new  rescue  plan  m£ 
usher  in  an  era  of  financial  cooperatic 
among  governments.  If  so,  the  U.  S.  ju 
took  a  fir'st  step  towar-d  creating  i 
international  safety  net  to  cushion  tl 
impact  of  panics  that  are  siu'e  to  prolifj 
r-ate  in  mar'kets  that  now  move  at  tl 
speed  of  light. 

By  Dean  Foust,  Siisan  B.  Garlanj'- 
Douglas  Harbrecht,  and  Riciiard  S.  Dm 
liam  in  Washington,  and  bureau  reporft 


Will  Plan  B  do  the  trick?  Yes,  analysts  say,  if  it's  met  by 
l^"^   lean  reforms  that  renew  investor  confidence 
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COIVIMENTARY 

By  Paul  Magnusson 

IF  GUHTON  AND  CONGRESS  CANT  AGREE  ON  MEXICO 


rhe  sun  surely  would  have  brok- 
en through  the  wintry  gray 
clouds  passing  over  the  White 
louse  if  President  Clinton  signed 
igislation  granting  Mexico  $40  bil- 
on  in  loan  guarantees.  Pocketing 
he  ceremonial  pens,  smiling  Repub- 
cans  and  Democrats  might  have 
alked  of  further  joint  efforts  on 
van  tougher  economic  measures  to 
ome:  reforming  the  creaky  U.  S. 
ax  structure,  rescuing  So- 
ial  Security  and  Medicare, 
alancing  the  budget. 

But  there  vdll  be  no  leg- 
nation  and  no  souvenir 
ens.  Bill  CHnton's  first  at- 
empt  at  enhsting  coopera- 
ion  from  gop  leaders  col- 
ipsed  unceremoniously  on 
an.  31.  What  aid  will  be 
rovided  to  Mexico  instead 
/ill  come  from  existing 
J.  S.  lending  programs  and 
rom  international  contribu- 
ions.  And  while  Mexico 
lay  benefit,  the  aid  debacle 
odes  ill.  "The  fact  is,  we 
re  not  going  to  be  working 
ery  closely  with  the  Re- 
ubhcans  on  a  lot  of  policy 
his  year,"  laments  one  Ad- 
ministration economic  offi- 
ial.  "There  are  just  too  few 
reas  of  agreement." 

Philosophical  diffei'ences 
re  natui'al  to  the  two-party 
ystem.  But  what's  ominous 
bout  the  Mexico  loan  col- 
ipse  is  the  inabihty  of  ei- 
her  the  White  House  or 
ongressional  leaders  to  de- 
ver  votes  from  within  their 
wn  parties.  The  GOP  insisted  thai 
lore  Democrats  in  Congi-ess  stand 
p  for  CHnton's  deal.  But  when  all 
hey  got  was  lukewarm  support 
rom  House  Minority  Leader  Rich- 
rd  A.  Gephardt,  Republicans 
alked.  None  wanted  to  risk  seem- 
ig  too  cozy  with  foreigners  or 
/ealthy  bondholders. 
lESiTATION  STEPS.  But  this  "After 
ou,  Alphonse"  routine  isn't  going 
0  get  much  legislation  passed.  The 
lexican  rescue  would  have  been 
imple  compared  with  the  economic 
onflicts  that  Congress  and  the 
Vhite  House  must  tackle  over  the 
ext  two  years.  For  example,  nearly 
11  lawmakers  are  committed  to  wel- 


fare refoi'm,  but  their  proposals  ran 
the  gamut  from  expensive  orphan- 
ages to  ending  federal  welfare  en- 
tirely. A  compromise  will  require 
precisely  the  sort  of  strong  leader- 
ship missing  from  the  Mexico  plan. 

Yet  the  President  is  using  the 
same  weak  tactics  on  welfare  re- 
form and  a  proposed  minimum-wage 
hike  that  he  attempted  with  the 
Mexican  deal.  He  prefers  to  nego- 


tiate lieLail.s  tA'  a  welfare  (jverliaul 
with  Congi'ess  and  state  governors 
before  submitting  any  bill.  And. af- 
ter agonizing  for  weeks  over  the 
minimum  wage,  Clinton  still  had  no 
bill  to  show  legislators  after  endors- 
ing the  idea  in  his  State  of  the  Un- 
ion message. 

Such  delays  can  choke  off  legisla- 
tion. Clinton's  hesitancy  gave  oppo- 
nents of  the  Mexico  plan  time  to  ob- 
ject and  gave  fringe  players  such  as 
Ross  Perot  and  Patrick  J.  Buchanan 
openings  to  lambaste  it  as  a  Wall 
Street  rescue.  "There  wasn't  imme- 
diate follow-through,  and  with  a 
problem  like  this,  the  President  has 
to  drop  everything  else  and  focus 


laserlike  on  getting  it  done,"  says 
Senator  John  McCain  (R-Ariz). 

Republicans  also  have  shown  re- 
luctance to  take  the  steering  wheel. 
Senate  Majority  Leader  Bob  Dole 
(R-Kan.)  quickly  endorsed  Clinton's 
Mexico  aid  plan  but  then  waffled. 
So  did  House  Speaker  Newt  Gin- 
grich (R-Ga.).  Noting  on  Jan.  27 
that  GOP  support  was  "eroding," 
Dole  complained  that  "something 
dramatic's  got  to  happen." 
As  if  a  45%  peso  devalua- 
tion and  impending  loan  de- 
faults by  Mexico  weren't 
sufficient  drama. 
HEAVY  WORKLOAD.  The 
same  scenario  is  playing 
out  in  the  fiscal  1996  bud- 
get debate.  Republicans  are 
back  "worshiping  at  the  al- 
tar" of  a  balanced-budget 
amendment  but  are  ner- 
vously ducking  the  collec- 
tion plate — refusing  even  to 
outline  proposed  spending 
cuts  until  they  see  the  Ad- 
ministration's draft  first. 
Meanwhile,  the  most  impor- 
tant budget  issues  already 
are  missing  from  the  table. 
Gingi'ich  said  no  changes 
would  be  made  to  Social 
Security  "for  four  or  five 
years,"  and  Democrats  have 
shown  scant  interest  in 
touching  the  issue.  Medi- 
care is  ripe  for  reform,  says 
Gingi'ich,  but  the  White 
House  seems  intent  on  us- 
ing Medicare  cuts  to  pay 
for  health-care  reform. 
To  be  sure,  the  Adminis- 
tration did  some  things  right  on 
Mexico,  such  as  persuading  Federal 
Reserve  Chairman  Alan  Greenspan 
to  help  sell  the  package.  And  pre- 
paring a  quick  fallback  plan  that 
uses  the  existing  Exchange  Stabil- 
ization Fund  averted  a  larger  crisis. 
Still,  Chnton  and  the  gop  leaders  in 
Congress  will  have  to  work  harder 
on  the  really  difficult  economic  is- 
sues— and  get  their  respective 
teams  on  board.  As  a  warmup  for 
the  big  battles  to  come,  the  Mexico 
bailout  should  provide  some  lessons 
on  how  not  to  do  business. 

Magnusson  covers  economic  poli- 
cy from  Washington. 
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THE  MEXICAN  CRISIS 

MEXICO  IS  STILL 
IN  A  WORLD  OF  HURT 

Zedillo  faces  widespread  economic  pain,  with  no  easy  remedy 


After  a  month  of  20-houi'  workdays 
spent  sorting  out  Mexico's  financial 
crisis,  Finance  Secretaiy  Guillermo 
Ortiz  looked  undei'standably  tired  on 
Jan.  31.  Tired  but,  for  once,  satisfied: 
Hours  earlier,  the  Clinton  Administra- 
tion had  unveiled  a  $49.8  bilhon  rescue 
package  for  Mexico's  embattled  peso. 
"The  times  ahead  of  us  won't  be  easy 
times,"  Ortiz  warned. 

What  an  understatement.  The  deval- 
uation of  the  peso  and  the  accompanying 
financial  jitters  will  dra- 
matically slow  Mexico's 
economy  this  year,  as 
interbank  interest  rates 
as  high  as  50%  choke  off 
consumer  spending  and 
send  overleveraged  com- 
panies into  bankruptcy. 
With  emergency  cuts  in 
government  spending, 
the  economy  could  actu- 
ally shrink  by  1.5% — a 
far  cry  from  the  4%. 
gi'owth  President  Ernes- 
to Zedillo  Ponce  de  Leon 
forecast  just  six  weeks 
ago.  Tens  of  thousands 
of  Mexicans  will  lose 
their  jobs,  and  inflation 
as  high  as  40%  will  sav- 
age the  spending  power 
of  those  who  still  have 
a  paycheck. 

WEAK  SUPPORT.  Just  as 
troubling  is  Zedillo's  abO- 
ity  to  hold  the  countiy  together  ])oliti- 
cally:  Although  he  has  promised  interna- 
tional creditors  an  austere,  orthodox 
path  to  economic  recovery,  opposition 
parties  and  labor  unions  are  expected  to 
block  proposed  privatizations  and  press 
for  more  government  spending.  "The 
country  is  on  the  verge  of  economic  col- 
lapse," says  Congi'essman  Adolfo  Agui- 
lar  Zinser,  of  the  left-leaning  Party  of 
the  Democratic  Revolution.  "Zedillo  does 
not  have  the  political  support  to  apply  a 
painful,  orthodox  pi'ogTam." 

Ultimately,  Zedillo  will  have  to  strike 
a  delicate  balance  between  buying  oppo- 
sition support  for  his  economic  progi'am 
and  satisfying  members  of  his  own  rul- 
ing Institutional  Revolutionary  Party, 
who  ai-e  chafing  at  his  attempts  to  make 


Mexico's  long-closed  political  system 
more  democratic.  As  for  the  Mexican 
people,  Zedillo  now  has  little  to  offer 
but  a  year  of  sacrifice. 

Although  the  bailout  appears  to  solve 
Mexico's  short-teiTn  financing  woes,  key 
sectors  show  signs  of  vulnerability.  The 
jump  in  interest  rates  sparked  a  spate 
of  loan  defaults  that  could  push  the 
banks'  nonperforming  loans  to  as  high  as 
30%  of  total  loans  from  8%  to  10%  now, 
says  David  Hale,  chief  economist  at 


Kempei'  i  .imu  ,,u  .services  Inc.  Mean- 
while, Mexico's  three  biggest  banks — 
Banamex,  Bancomer,  and  Serfin — owe 
overseas  creditors  nearly  $5.5  billion  in 
dollar-denominated  certificates  of  depos- 
it, all  of  which  fall  due  during  the  next 
90  to  180  days.  The  banks  say  they're 
liquid  enough  to  pay  off  the  notes,  but 
sharply  higher  domestic  loan  defaults 
eventually  could  make  that  difficult.  Ma- 
jor coiporate  borrowers,  holding  some 
$3  billion  in  international  commercial 
paper,  also  will  be  hard-]3ressed  to  make 
payments. 

In  the  months  ahead,  consumer  spend- 
ing on  everything  from  household  appli- 
ances to  automobiles  is  expected  to  drop 
30%  to  50%..  Mercedes-Benz,  Ford,  Nis- 
san, and  Volkswagen  all  have  carried  out 


plant  shutdowns,  vdth  more  to  cck 
ConstiTJction  will  be  hit  hai*d,  too. 
government's  emergency  economic  ."(j 
gram  includes  big  cuts  in  infrastruci* 
spending,  and  high  interest  rates  \4 
put  most  pinvate  projects  on  hold,  d 
presas  ICA,  Mexico's  largest  construcq 
company,  hopes  to  go  ahead  with  a  § 
million  Mexico  City  development  \i 
Paul  Reichmann  and  George  Soros, 
ICA  official  Eduardo  Borja  admits  aff: 
able  financing  will  be  tough  to  find:  '% 
project  is  still  viable,  but  the  finarj| 
crisis  has  put  the  brakes  on." 

Exporters,  certainly,  will  gain  fi 
the  cheaper  peso.  Tiiemaker  Intei| 
clonal  de  Ceramica  plans  to  sell  50*?! 
its  production  to  the  U.  S.  and  Cam 
up  from  40%'  last  year.  Exports 
canned  processed  foods  and  beer 
will  do  well.  And  makers  of  tires 
textiles,  which  had  been  hurt  by  eh 


Where  Mexico  Will 
Suffer  Most 

BANKING  High  interest  rates  will 
cripple  many  corporate  customers, 
driving  up  nonperforming  loans  to  c 
much  as  30%  of  lenders'  portfolios 


CAPITAL  GOODS  Sales  of  every 
thing  from  cars  to  washing  ma- 
chines are  expected  to  drop  30%  t 
50%  as  consumer  credit  costs  soai 


CONSTRUCTION  Drastic  govern 
ment  mfrastructure  spending  cuts, 
and  a  slowdown  in  office  building, 
will  force  a  major  slump 


CONSUMER  PRODUCTS  A  7%  ca 

on  salaries,  combmed  with  inflatior 
of  25%  to  40%,  will  dampen  de 
mand,  especially  for  imports 

imports,  will  benefit  from  diminish 
competition  fi-om  overseas.  A  sharp  di 
in  imports  from  the  U.  S.,  cornbin 
with  greater  Mexican  exports,  is 
pected  to  help  quickly  reduce  Mexicji 
$28  billion  current-account  deficit 
of  the  factors  that  triggered  the  p^ 
devaluation. 

Indeed,  export  strength  likely  vnR 
a  boon  to  maquiladoras,  plants  alo 
the  U.S.  border  that  produce  larg( 
for  foreign  markets.  Samsung  Electrc 
ics  is  going  ahead  with  a  $500  million 
vestment  in  a  Tijuana  plant.  But  el( 
tronics  producers  who  also  had  be 
targeting  the  Mexican  market  have  p 
gi'owth  plans  on  hold.  Sony  Electron! 
de  Mexico  General  Dii-ector  Koichi  Na 
amura  expects  that  domestic  demaJ 
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If  you  think 

the  home  you  own  will  fund  your  retirement, 
you've  reached  this  page 

just  in  time. 


Once  you  could  count  on  your 
home  to  fund  a  large  part  of  your 
retirement.  Your  family  nest 
would  eventually  become 
your  "nest  egg." 

But  no  longer.  Home 
values  have  stagnated; 
adjusting  for  inflation,  the 
average  house  in  many  markets 
is  worth  no  more  today  than  it 
was  15  years  ago* 

So,  if  you  can't  count  on  the 
value  of  your  home  appreciating, 
what  can  you  do  now? 


Send  for  a  free  copy  of 
Twentieth  Century's  guide. 
The  New  Retirement  Realities: 
Strategies  for  a  More  Secure 
Future,  and  a  complete  IRA 
planning  kit.  You'll  learn 
new  ways  that  may  help  you 
adjust  your  strategy  to 
better  prepare  for  retire- 
ment. Plus,  you'll  discover  how 
an  IRA  could  help  provide  a  more 
solid  foundation  for  your  future. 

There's  still  time! 
CaU  1-800-345-2021  today. 


RO.  Box  419200  •  PCansas  City,  Missouri  64141-6200 


Please  Rush  Me  A  Free  Copy  Of  The  New  Retirement  Realities  And  IRA  Kit  Today! 


Twentieth  Century  Sliarehulder?    □  Yes    □  No 


Name 


Address 


City 


State 


Zip 


From  A.  Gary  Shilling  &  Co.,  Inc.  (Spiingtield,  NJ),  1994  1-i.nL'  Term  KorecaM.  Ocmber  li,  1994 

"he  IRA  Kit  contains  a  prospectus  with  more  complete  information,  including  charges  and  expenses.  Please  read  the  prospectus  carefully 
efore  investing. 
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for  audio  and  video  equipment  will  drop 
30%  to  40%  this  year.  "The  market  is 
shrinking  drastically,"  he  says.  "Peo- 
ple . . .  don't  need  a  TV  set  right  now." 

Similarly,  many  of  Mexico's  small, 
family-iun  companies  will  struggle.  Jose 
Guaida's  family  makes  plastic  tricycles 
and  beach  toys.  Most  of  their  materi- 
als— plastic  and  steel — are  imported, 
and  Guaida  is  allowed  to  pass  on  just 


oO%  of  price  increases  to  customers.  To 
boost  volume  in  the  face  of  shrinking 
margins,  Guaida  is  expanding  his  line 
of  beach  toys,  figuring  that  more  Me.xi- 
cans  will  spend  vacations  at  the  beach 
close  to  home.  "We've  survived  devalu- 
ations before,"  says  Guaida  with  a 
shrag.  "It's  better  to  keep  working." 

Zedillo  is  counting  on  such  common- 
sense  support  as  he  attempts  to  shep- 


herd the  economy  through  the  coij 
months.  To  succeed,  though,  he 
cater  to  two  very  different  constitj 
cies:  impatient  Mexicans  eager  to 
theu-  long-postponed  shai-e  of  prospd 
and  foreign  investors  who,  like  i| 
not,  now  have  a  gi"eat  stake  in  se| 
that  Mexico  reaches  its  goals. 

By  Geri  Smith,  with  Elisabeth 
kin,  in  Mexico  City 


COMMENTARY 


By  William  Glasgall 

WELCOME  TO  THE  NEW  WORLD  ORDER  OF  FINANCE 


Global  financial  panics  erupt  eve 
ry  decade  or  so.  But  even  by 
historical  standards,  Mexico's 
currency  collapse  ranks  among  the 
scariest.  With  the  crisis  stretching 
into  its  seventh  week,  investors 
were  stampeding.  Worse  yet,  the 
panic  was  spreading  from  Buenos 
Aires  to  Budapest.  Even  the  dollar 
was  taking  an  unexpected 
shellacking.  Some  were 
bracing  for  another  1987 
crash-— not  just  in  Mexico 
City,  but  in  New  York,  Lon- 
don, and  Tokyo. 

It  took  forceful  action  to 
stop  the  runaway  markets 
before  they  dragged  the 
world  economy  dowm  with 
them:  $49.8  biUion  in  loans 
and  guarantees  for  Mexico 
from  the  U.S.  and  its  allies. 
Some  bankers  say  the  total 
could  reach  $53  billion  oi- 
more.  Certainly,  this  will  go 
down  as  the  largest  social- 
ization of  market  risk  in 
intemational  histoiy 
AMBITIOUS  LABOR.  With  the 
U.  S.  spreading  the  gospel  of 
democracy  and  free-market 
economics  throughout  the 
developing  world,  Clinton 
and  his  cohorts  had  little  choice  but 
to  assemble  the  megaplan.  As  the 
club  of  emerging-market  nations  ex- 
pands, the  rich  nations'  obligation  to 
provide  a  safety  net  for  poorei-  trad- 
ing partners  is  gi'owing  exponential- 
ly. America  and  its  allies  must  mount 
a  collective  drive  to  ensure  global 
monetai7  and  economic  stability — 
much  like  their  efforts  to  maintain 
geopolitical  order  in  the  post-cold- 
war  era. 

Such  ambitious  labor  is  needed  be- 
cause the  natm-e  of  financial  markets 


has  changed  since  Latin  America's 
last  financial  crisis  in  1982.  Back  then, 
it  was  gunslinging  bankers  who  lent 
to  Latin  America.  Because  banks 
could  lend  for  the  long  haul  and  ab- 
sorb losses,  they  wei'e  a  valuable 
shock  absorber  for  the  financial  sys- 
tem. When  enough  Latin  loans  even- 
tually went  bad,  it  still  took  yeai's  to 


craft  and  conclude  their  restracturing. 

Since  then,  bankers  have  wised 
up.  Now,  othei-s  with  a  shorter  time 
hoiizon  make  the  emerging-market 
deals.  This  time,  it  was  mutual-, 
hedge-,  and  pension-fimd  gunslingers 
who  provided  the  capital.  Mexico  at- 
tracted $45  billion  in  mutual-fund 
cash  in  the  past  thi-ee  years.  And 
when  the  peso  dived,  fund  managers 
bolted.  In  this  global  market,  all  it 
takes  is  a  phone  call  to  Fidelity  to 
send  money  hurtling  toward  Monter- 
rey— or  zooming  back.  And  world 


leaders  should  be  able  to  act  vrith 
similar  speed. 

CUnton's  $40  billion  in  loan  guar- 
antees foi"  Mexico  got  nowhere  be- 
cause Congress  objected  to  bailing 
out  Wall  Street.  Legislators  also  did  I 
not  like  the  U.  S.  shouldering  most  ol 
the  cost.  They  were  right.  Emerging] 
markets  will  stay  volatile,  and  coun- 
tries and  investors  shouldn't! 
expect  a  handout  eveiy 
time  an  economy  hits  a 
rough  patch.  And  when  a 
rescue  is  necessary,  it 
should  be  global. 
BRIDGE  THE  GAP.  Europe 
and  Japan,  after  all,  will 
benefit  ft'om  a  healthy  Mexi-| 
can  economy  and  thus 
should  bear  the  burden  of 
supporting  it  in  times  of  cri-| 
sis.  Likewise,  Washington 
should  be  obliged  to  lend  a 
hand  to  European  or  Asian  I 
allies  if  Poland  or  Indonesia 
comes  unglued.  One  way  to 
keep  the  next  crisis  at  bay: 
bridge  the  gap  between 
short-tenn  money  and  long- 
teiTn  investment  needs. 

In  addition,  emerging 
economies  need  to  take 
steps  to  immunize  them- 
selves from  the  vagaries  of  a  fund- 
dominated  world.  It  would  help  a  lot 
if  more  of  them  developed  mandato- 
ry pension  schemes  to  build  up  do- 
mestic savings.  Along  with  that 
should  come  privatization.With  capi- 
tal so  flighty,  it  may  take  hard  deci- 
sions to  make  money  stay  put.  But  if] 
the  first  worid  wants  to  encoiu-age 
capitalism,  it  will  have  to  underwrite 
it — even  if  the  cost  is  huge. 

William  Glasgall  is  a  Senior  Writ- 
er specializing  in  global  finance. 
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AUTOS 


HALFWAY  UP  THE  HILL 
ATGM 

One  good  quarter  does  not  a  turnaround  make 


Was  that  a  sigh  of  rehef  coming 
fi-om  G.  Richai-d  Wagoner  Jr.'s  of- 
fice on  Jan.  31? 
That  morning,  General  Motors  Coq^. 
reported  that  its  core  North  American 
auto  operations  (NAO),  which  Wagoner 
has  headed  for  barely  six  months,  made 
$690  million.  It  was  the  unit's  fu'st  profit 
since  1989  and  a  far  ci-y  from  the  anemic 
third-quarter  results  that  Wall  Street 
greeted  in  October  by  pounding  GM 
shares  down  12%.  This  time,  gm's  stock 
jumped  VA,  to  $38";^.  "We  celebrated  here 
this  moiTiing  for  five  minutes,"  says  Wag- 
oner. "Now  it's  back  to  the  salt  mines." 

That's  just  as  well:  nao,  gm's  problem 
child,  still  has  a  long  road  to  real  re- 
covery. Its  0.7%  net  profit  margin  of 
last  quarter  seems  absurdly  low  com- 
pai'ed  to  Wagonei-'s  goal  of  5% — a  tai'get 
he  concedes  will  be  tough  to  hit  before 
the  next  recession.  Meanwhile,  gm  must 
scramble  to  ei-ase  its  pension-fund  short- 
fall, restore  its  sunken  credit  rating,  re- 
new its  aging  product  lineup,  and  dra- 
matically lift  productivity.  One  extra 
complication:  The  United  Auto  Work- 
ers likely  will  continue  to  pepper  NAO 
with  work  stoppages.  Says  Paine  Webber 
Inc.  analyst  Stephen  J.  Girsky:  "At 
General  Motoi-s,  it's  a  race  against  time." 
"SMOOTH  SAILINCr*  In  the  year  ahead, 
though,  Wagoner  is  Likely  to  start  seeing 
considerably  higher  profits  at  nao.  After 
putting  one-sixth  of  factory  capacity 
through  lengthy  model 
changeovers  and  other 
major  renovations  last 
year,  the  unit  now  has 
little  downtime  sched- 
uled. That  means  more 
output,  higher-  productiv- 
ity, and  less  costly 
overtime  and  premium 
freight  expense.  "It 
should  be  smooth  sailing 
at  nao  for  at  least  the 
fii-st  half  of  the  year;  bai- 
ling labor  inteiTuptions," 
says  Wertheim  Schroder 


&  Co.  analyst  John 
A.  Casesa,  who  ex- 
pects nao  to  earn 
$2.85  billion  this  yeai-. 

gm's  latest  financial 
results,  which  ex- 
ceeded analysts'  ex- 
pectations, provide 
further  encourage- 
ment. NAO's  fourth- 
quarter  revenue-per- 
vehicle  jumped  neai'ly 
$1,100  from  a  year 
earlier,  to  $18,176,  wagoner 
Girsky  figures.  One 
reason:  nao  is  building  more  high-margin 
trucks,  up  to  40%  of  total  units  from 
38%,  though  still  lagging  the  industiy's 
44%  average.  And  NAO  has  fattened  its 
bottom  line  by  cui'bing  low-profit  sales  to 
rental-cai-  fleets  and  by  tiimming  rebates 
and  other  marketing  incentives. 

gm's  results  still  pale  next  to  Ford 
Motor  Co.,  which  on  Feb.  1  reported 
that  its  fouilh-quarter  U.  S.  auto  profits 
had  doubled,  to  $3  billion.  But  gm  may 
gain  some  competitive  advantage  from 
the  economy.  The  Federal  Reseive's  se- 
ries of  interest-i'ate  hikes  appears  to  be 
cooling  off  red-hot  auto  sales.  If  that 
brings  a  longer,  flatter  sales  plateau,  gm 
will  have  more  time  to  cut  costs  and 
clean  up  its  balance  sheet.  The  nagging- 
fear,  of  course,  is  that  the  Fed  could  ac- 
tually choke  off  the  recovei-y.  Indeed, 
slower  January  sales 


lebrated  for  five  m  inutes  " 
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'EXCLUDES  fFFECT  OF  ACCOUNTING  CHANGES 

DATA:  COMPANY  KlPORTS,  WCRTHEIM  SCHROEDER  &  CO., 
J  P.  MORGAN  SECURITIES  INC. 


have  raised  fears  that 
the  auto  sales  boom  may 
be  waning  before  most 
analysts  expected.  "The 
big  gorilla  for  gm  is  still 
the  [economic]  cycle," 
says  analyst  John  V.  Kir-- 
nan,  of  Salomon  Broth- 
ers Inc. 

Boom  or  no,  Wagoner 
must  prove  he  can  lick 
NAO's  persistent  prob- 
lems. Strikes  have  crip- 
pled output  six  times 


since  the  beginning  of  1994,  and 
new  NAO  chief  hasn't  yet  shown  he  ( 
placate  gm's  contentious  rank  and  i 
And  NAO's  launches  of  cmcial  vehic 
such  as  Chevi'olet's  Lumina  family  sec 
and  Cavalier  compact  have  been  plagi 
with  costly  delays.  As  a  result,  gm's 
ready  anemic  share  of  the  U.  S.  light-' 
hide  market  edged  down  thi-ee-tenths 
a  point  to  32.9%  last  year.  And  N 
missed  its  goal  of  a  9%  gain  in  mai 
facturing  productivity,  improving  oi 
5%'  for  the  year. 

STILL  SLOW.  Such  is  the  challenge 
Wagoner,  41.  He  was  a  star  in  gm's  N^ 
York  treasurer's  office,  where  he  w 
hired  in  1977.  N-amed  NAO's  chief  fins 
cial  officer  in  1992  after  a  string  of  ovi 
seas  postings,  he  won  gm  credibility 
adopting  more  conservative  financ 
methods.  Within  NAO,  the  impretentioi 
straight-talking  executive  is  well  i 
garded,  though  gTiping  persists  abc 
his  relative  youth  and  lack  of  engine* 
ing  or  manufacturing  experience 
ready,  he  has  reshuffled  top  manage 
and  combined  four  car  groups  into  tv 
yoking  SatuiTi  closer  to  other  units. 

Wagoner's  main  frustration,  says  o; 
gm  insider:  "Nothing  is  happening 
fast  as  he'd  Hke  it  to."  gm's  Nor 
American  unit  remains  an  unwielc 
slow-changing  elephant.  Enough  wi 
the  champagne.  Back  to  the  salt  mine 
By  Kathleen  Kerwin  in  Detn 


is  scrambling  to  renew  its  aging  product  lineup 
improve  productivity  before  the  next  downturn 
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IN  THE  CHIN  DYNASTY,  THEY  BUILT 
A  WALL.  NOW  THEY  RE  USING 
AST  COMPUTERS  TO  ADD  A  HIGHWAY. 


China  is  experiencing  a  revolution  of 
telephone  lines,  satellite  dishes,  fax  machines  - 
and  personal  computers.  Many  oi  them,  ours. 

Nearly  one  out  of  three  personal  computers 
in  China  is  made  by  AST.  From  Shanghai  to 
Beijing,  you  hear  the  same  question,  "Is  it  AST 
compatible  ?"  For  that,  we  say  xie-xie.  Or  thanks. 

While  some  companies  have  only  recently 
discovered  Ch.ina's  explosive  economic  growth, 
we've  been  there  all  along.  Even  the  Soiidi  China 
Moniing  Post  has  noticed  that  AST  is  "at  the 
forefront  of  marketing  innovations!' 

Years  ago,  we  began  donating  our  computers 
to  local  schools.  We've  even  sponsored  contests 
to  promote  computer  literacy. 

We  also  opened  a  Hong  Kong  headquarters, 
followed  by  a  manufacturing  plant  in  Tianjin. 
Today,  it  delivers  computer  systems  pre-loaded 
with  Chinese  software  as  far  away  as  Manchuria. 

With  plants  in  Asia  and  other  countries 
around  the  world,  AST  is  one  ot  the  largest 
manufacturers  of  personal  computers  anywhere. 

For  business  users,  we  make  Premmia  "  high 
performance  desktops,  affordable  Bravo  desk- 
tops, a  full  range  of  Ascentia "  notebooks  along 
with  Manhattan™  servers.  Our  Advantage!*  PC's 
are  perfect  for  home  or  small  office. 

In  China,  AST  computers  are  hard  at  work 

YOU'LL       LIKE  TH 


improving  communications  among  a  billion 
people,  and  creating  the  infrastructure  of  a  free 
market.  Whatever  your  needs,  chances  are  we 
can  help.  Please  call  800-876-4AST. 

Or  on  your  next  business  trip  to  China,  look 
for  our  computers.  You'll  hnd  them  wherever 
the  Great  Wall  meets  the  infomiation  highway. 


E       WAY       WE  WORK 


COMPUTER 


94  ASTResearc/i.  Ik.  Alirigfils  reserved.  AST  arul  Advantage!  are  registered  ttademarh  of  AST  Research,  liit  ASTGim;)iiii.T,  i/k  ASTIiko,  A.sce?iliu,  Mim/iiiium,  PrLummi,  uiiil  "lnull  l/u'  Way  We  Wi  irk"  are  irmlniiarfa  AST  Rcvarch. 
All  other  prtxlttct  or  service  names  mentioned  herein  may  be  trademor/cs  or  registered  traikimrks  of  their  respective  ouTiers. 
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Schwab's  New  FundMap" 

iOFTWARE  MaKES  SELECTING 

Mutual  Funds  Easy 


h3  A-f"** 


:iding  where  to 
ave  your  IRA  can 
icult,  but  deciding 
mutual  funds  to  put 
r  IRA  can  be  dovm- 
)verwhelming,  even 
Derienced  investors.  After  all,  you  have 
mds  of  funds  to  choose  from.  That's  where 
b  can  really  help  you  this  IRA  season. 

iet  FundMap  Mutual  Fund  Selection 
Software  for  Windows?  Free. 

en  you  bring  $10,000  or  more  to  a  Schwab 

No-Annual-Fee  IRA 
or  any  other  Schwab 
account,  you'll  also 
receive  our  exclusive 
FundMap  Mutual 
Fund  Selection 
Software  for 
Windows®  Free. 
FundMap  helps  you 


Free 

For  A 
Limited 
Time. 


Our  free  FundMap  software  for 
Windows®  IS  only  available  to  Schwab 
customers  who  bring  over  $10,000  between  January  1 
and  April  30,  1995.  Call  1-800-330-6756  ext.  TIC. 


r  Selected  Portfolio 


calculate  your  retirement 
savings  and  allocate  your 
assets.  Then  FundMap 
helps  you  choose  from  a 
select  list  of  funds  chosen 
from  a  variety  of  well- 
known  fund  families.  It's  a  $25  value  that  can  be 
yours  free. 

Bring  Your  IRA  or  Rollover  to  Schwab. 

Transfer  your  IRA  or  your  rollover  distribution 
into  a  Schwab  No- 
Annual-Fee  IRA*  It's 
free  for  life  with  an 
account  balance  of 
$10,000  or  more.  For 
more  details  just  stop 
by  one  of  our  more 
than  200  Schwab 
offices  or 


FundMap  Worksheet 


Fund 

Allocation 

$ 

% 

INVESCO  FUNDS 

10,500 

30.0 

Twentieth  Century 

7,000 

20.0 

Janus  Funds 

7,000 

20.0 

Strong  Funds 

5,500 

15.7 

Berger  Funds 

5,000 

14.3  i- 

Total  Allocation 

choose  liom  many  wdl-knownjund  [amilies. 


e  your  own  diversified  portjoh 


CaU:  1-800-330-6756  ext.  27C 


Charles  Schwab 

Helping  Investors  Help  Themselves' 


jspectus  containing  more  complete  information  including  management  fees  and  other  expenses  for  any  fund  is  available  through  Schwab.  Please  review 
1  ectus  carefully  before  investing. 

ust  reach  $10,000  by  9/15/95.  Set-up  and  maintenance  fees  for  certain  assets  such  as  limited  partnerships  and  promissory  notes  still  apply  Graphs  for  illustrative 
3nly  FundMap  software  will  be  available  mid-February  1995.  Please  allow  two  weeks  lor  delivery  Valid  only  in  the  United  States,  Limit  one  response  per  customer. 
'  is  a  registered  trademark  of  Microsoft  Corporation.  ©1995  Charles  Schwab  &  Co.,  Inc  Member  SIPC/NYSE.  All  nghts  reserved.  (1/95) 


COMMENTARY 


By  Aaron  Bernstein 


WHY  LANE  KIRKLAND  LOOKS  LIKE  A  LAME  DUOK 


The  whispers  are  back. 
Since  the  RepubHcans 
swept  into  power  in 
Congress  last  November, 
there  have  been  rumblings 
in  the  union  halls  and  in  the 
corridors  of  the  afl-cio.  At 
the  federation's  executive 
council  meeting  in  mid-Feb- 
ruary, the  question  will 
come  up  again:  Is  it  time  for 
President  Lane  Kirkland  to 
retire? 

Such  sniping  has  cropped 
up  before  during  Kirkland's 
15  years  atop  the  federa- 
tion— but  never  so  publicly 
or  widely.  Unionists  are 
deeply  frustrated,  and  they 
should  be.  After  a  decade  in  which 
unions  suffered  a  near-death  experi- 
ence, Kirkland  acts  as  though  little 
has  changed. 

NO  FIREBRAND.  TiTie,  the  decline  of 
unionism  can't  be  ascribed  to  lack- 
luster leadership.  Heightened  man- 
agement antipathy,  America's  broad 
shift  out  of  manufacturing,  and  the 
rise  of  the  global  economy  have  done 
more  to  reduce  membership.  And 
Kirkland,  who  dechned  to  comment, 
didn't  lose  the  November  elections. 
But  the  federation  president's  strate- 
gy to  combat  those  long-teiTn  forces 
hasn't  worked.  Kirkland  waited  12 
years  for  a  Democratic  President 
who  could  save  unions,  then  watched 
as  the  Clinton  Administration  failed 
to  deUver  on  labor's  requests.  Now 
that  the  GOP  runs  Congress,  Kirkland 
seems  to  have  no  other  plan  for  re- 
viving the  movement. 

More  than  that,  the  crusty  72- 
year-old  presents  a  condescending 
public  image  that  reinforces  the  im- 
age of  labor  unions  as  out  of  touch 
with  the  workers.  More  intellectual 
than  fii"ebrand,  he  shuns  TV  inter- 
views and  speaks  in  endless  Proust- 
ian  sentences.  Says  Ron  Carey,  presi- 
dent of  the  International 
Brotherhood  of  Teamsters,  the  feder- 
ation's largest  union:  "We  need  a  la- 
bor movement  that  has  some  fire  in 
it  again,  and  that  means  a  change  at 
the  top." 

C  \rey  and  others  complain  that 
Kirkland  has  lost  his  relevance.  A 


UNFOCUSED:  Kirkland  lacks  a  plan  to  revive  unions 


card-carrying  cold  warrior  who  has 
devoted  much  of  his  lengthy  career 
to  battling  communism,  Kirkland 
spends  one-third  of  the  afl-cio's 
$100  million  annual  budget  on  four 
foreign  affairs  institutes  that  support 
overseas  labor  unions.  He  seems  less 
interested  in  the  plight  of  American 
unions.  "He  spends  an  extraordinary 
amount  of  time  dealing  with  Eastern 
Europe  while  we're  going  to  hell  in  a 
handbasket,"  complains  Robert  E. 
Wages,  president  of  the  Oil,  Chemical 
&  Atomic  Workers  International 
Union. 

Indeed,  it's  often  difficult  to  tell 
what  the  federation's  domestic  strat- 
egy is.  The  labor  movement  split  into 
two  schools  in  the  1980s.  One  sought 
cooperation  with  management  to  help 
fend  off  global  competition;  the  other 
attacked  employers  for  demanding 
employee  concessions.  Kirkland  advo- 
cates neither  view  and  has  no  alter- 
native. Instead,  he  resisted  the  coop- 
eration way  of  thinking  for  a  decade, 
then  finally  allowed 
AFL-CIO  Secretary- 
Ti-easurer  Thomas  R. 
Donahue  to  spearhead 
a  committee  that  en- 
doi-sed  the  concept 
last  year. 

Kirkland's  biggest 
achievement  in  that 
time:  bringing  the 
auto  workers,  mine 
workers,  and  Team- 
sters back  into  the 


LABOR'S  LOSSES 


WAGE  AND  SALARY 
EMPLOYEES  REPRESENTED 
BY  ORGANIZED  LABOR 


AFL-CIO.  This  strengthened  U 
the  federation  but  didn't  lif^i 
overall  union  membership. 
Meanwhile,  opportunities 
have  gone  unexploited. 
Many  workers  are  anxious 
about  falling  wages  and  losj 
jobs,  yet  the  loudest  voice 
on  the  subject  is  a  govern- 
ment official.  Labor  Seci-e- 
tary  Robert  B.  Reich. 
"VSTiat's  more,  numerous  sur 
veys  indicate  that  about 
40%  of  all  workers  would 
like  to  join  a  union,  far  mor 
than  the  16%  that  actually 
belong  (chart).  Kirkland  has 
done  little  to  make  Ameri- 
cans aware  of  the  dramatic 
increase  in  illegal  firings  of  union 
supporters  that  dampen  organizing 
drives. 

NEW  LEADER?  Some  unionists  think 
Kirkland  should  retire  when  his  tern 
ends  in  October  and  let  Donahue 
take  over  the  ship.  Even  some  stal- 
wart supporters  now  seem  open  to 
change.  "I'm  100%  behind  Lane  until 
there's  another  candidate,  and  then 
I'll  take  a  look  at  all  the  candidates," 
says  Albert  Shanker,  a  friend  and 
longtime  supporter  of  Kirkland's  who 
heads  the  Ajnerican  Federation  of 
Teachers. 

It's  not  clear  yet  whether  the  fed- 
eration's 86  unions  will  screw  up  the 
courage  to  act  on  their  complaints.  If 
they  do,  Donahue  likely  would  serve 
as  president  for  one  or  tv/o  two-year 
terms.  A  new  secretary-treasurer, 
poised  to  take  charge  for  the  longer 
term,  might  be  a  younger  leader 
such  as  United  Mine  Workers  Presi- 
dent Richard  L.  Tr-umka.  One  of  la- 
bor's best  stump  speakers  and  just 

45  years  old,  TVumka 
could  help  rejuvenate 
labor's  image.  No  one 
will  singlehandedly 
restore  the  labor 
movement's  preemi- 
nence. But  someone 
like  Trumka  just 
might  help  return  it 
to  relevance. 
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the  workplace. 
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Our  plain  piper  fax  machine 
options  iren^  o 


They're  free. 


you've  been  waiting  for  the  right  moment 

0  buy  a  plain  paper  fax,  this  is  it.  Now,  for 
Tiited  time,*  the  fax  options  you  want 
St  are  free. 

What's  more,  Canon  LASER  CLASS* 
machines  continue  to  save  you 
ney.  That's  because 
major  cost  of 
ning  a  fax 
:hine  isn't  buying 
t's  using  it.  And  Canon 
SER  CLASS  fax  machines 
'e  features  that  reduce  labor 

1  line-time  costs  so  much  they 
the  least  expensive  plain 

■R  CLASS  K  a  registered  trademark  of  Canon  Int.  'This  offer,  whith  runs  from  February  I  to  May .!  1,  1995,  applies  to  the  LASER  CLASS  501)0, 5500,  7000  and 
and  to  the  FAX-L777  and  FAX-L790.  Offer  varies  based  on  mode!  purchased.  Available  only  in  the  U.S.  lixal  dealer  prices  may  vary, 
in  U.S.A.  dues  not  warr.intor  endorse  third-parry  software.  ©l'^'^5  Cjnnn  U.S.A.,  Inc. 

ASER  CLASS. 

•AtN     PJif»EH  FACSIMILE 


paper  fax  machines  you  can  own.  No  wonder 
Canon  received  an  Editor's  Choice  award  from 

What  to  Buy 
i*'  J'    for  Business. 

And  there's 
one  more 
money-saving 
offer.  It's  the 
free  Fax 
Decision 
Maker's  Kit  to 
help  you  decide 
which  fax 
machine  will 
save  you  the  most  money. 


For  your  copy  and  more  mformati 
call  1-800-OK- CANON.  At  Canon, 
saving  money  isn't  optional.  It's  built  in. 


on. 
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News:  Analysis  &  Comment^y 


JUST  TOO  AGGRESSIVE?  Bond-fund 
investors  have  pulled  out  in  droves 


STRATEGIES 


FIDELITY'S  NEW 
CONTRACT  WITH  AMERICA 

Steffanci's  ouster  signals  a  conservative  shift 


A 


head  of  Fidelity  Investments' 
,  bond  operations,  Thomas  J.  Stef- 
ifanci  produced  a  profoundly  envi- 
able record.  In  just  five  yeai-s,  he  built  a 
business  with  63  funds  and  $27  billion  in 
assets.  His  funds  outpeifonned  their  in- 
dustry peers  each  year  until  1994 — and 
even  then,  returns  were  only  slightly 
below  average.  "If  last  year  was  a  disas- 
ter, a  lot  of  fund  gi'oups  have  disasters 
eveiy  year,"  says  John  Rekenthaler,  ed- 
itor of  Morningstar  Mutual  Ftoids. 

Within  Fidelity,  though,  1994  was  in- 
deed seen  as  disastrous.  Aggi'essive  in- 
vestments by  some  of  Steffanci's  manag- 
ers, combined  with  rising  interest  rates, 
produced  lousy  results  at  key  funds. 
Most  embanussing  were  hits  to  the  firm's 
most  conservative  shoit-teiTn  funds — the 
veWcles  investors  count  on  never  to  lose 
money.  Shai-eholdei-s  pulled  out  himch-eds 
of  millions  of  dollars. 
REINED  IN.  In  late  January,  Fidel- 
ity acted  to  prevent  such  sur- 
prises again,  announcing  Stef- 
fanci's resignation  and  the 
reorganization  of  his  bond  opera- 
tions under  J.  Gary  Burkhead, 
Fidelity's  chief  of  investments. 
Five  fund  managers  were  re- 
a,-sigTied;  separately,  emerging- 
markets  specialist  Robert  Cit- 
rone  left  to  join  hedge  fund  Ti- 
ger Asset  Management.  The 
moves  signaled  an  attempt  to 


THOMAS  STEFFANCI 


curb  Fidelity's  conservative 
funds,  which  under  Steffanci 
had  tried  to  juice  yields  by 
taking  risky  bets  in  emerg- 
ing-market  debt.  Says  an  insider,  "the 
funds  that  strayed  will  get  pulled  back 
in."  Steffanci  wouldn't  comment. 

The  moves  may  finally  soothe  inves- 
tors, who  pulled  $800  milhon  from  Fi- 
delity's bond  funds  in  December  and 
$100  million  more  in  Januaiy  But  now. 
Fidelity  must  gi-apple  with  an  issue  fac- 
ing many  funds  in  the  wake  of  last 
year's  historic  bond-market  debacle: 
How  can  it  balance  performance  with 
conservatism?  Burkhead's  reorganiza- 
tion, say  insiders,  was  aimed  at  instilling 
some  caution  into  the  bond  group's  high- 
octane  investment  culture.  But  if  Fidel- 
ity pulls  back  too  hard,  shareholders 
could  suffer.  "If  they  go  too  consei-va- 

c 

RESULTS  OF  FIDELITY'S  FIXED-INCOME  INVESTMENT  STRATEGY 
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five,  they're  less  likely  to  recoup"  losi 
says  Sheldon  Jacobs,  editor  of  the  , 
Load  Investor  newsletter. 

Steffanci  had  created  a  fiercely 
gressive  corps  of  fund  managers,  h\x 
ing  teams  of  specialists  in  derivatr 
and  emerging-market  debt.  Manage 
encouraged  to  think  like  stockpieke 
could  double  their  salaries  if  their  fui 
performed.  The  approach  encoura^ 
risk-taking  that  appeai'ed,  at  times,  in 
propriate.  Fidelity  was  stunned  wl 
one  of  its  most  conserv^ative  produ( 
the  Short-Term  Bond  fund,  lost 
last  year — worse  than  tlu-ee-quarters 
similai'  competing  ftinds  (page  94).  Inv 
tors  pulled  out  in  droves,  with  assi 
plummeting  more  than  4C 
to  $1.5  billion.  The  reasi 
manager-  Donald  G.  Tayl 
investing  heavily  abroad,  w 
bm-ned  by  a  hefty  stake 
Mexico.  Another  big  fu 
managed  by  Taylor,  Spari: 
Short-Tenn  Income,  fell  4.6 
and  assets  dropped  to 
milhon  from  $1.5  bilhon. 

Numbers  like  those 
attention  fast — hence  Bui 
head's    intervention.  1 
wouldn't  comment,  but  ins: 
ere  say  he  wants  to  establi 
a  clear  hue  between  Fidehty's  consen 
five  funds  and  its  high-risk  funds. 
NO  HOTDOGGING.  That's  probably  wl  " 
Taylor,  for  one,  has  been  reassigned 
more  aggi'essive  vehicles.  Following  C  ''l 
rone's  departure,  the  emerging-marke 
gi'oup  has  been  placed  under  junk-boi  ^ 
chief  Robert  LawTence,  indicating  th 
Fidelity  will  significantly  pare  back 
vestments  in  those  markets.  The  fiilo 
change:  Robert  A.  Beckwitt,  the  st 
manager  of  Fidelity's  $11.1  bilhon  Ass 
Manager  fund,  will  leave  the  bond  groi 
to  join  the  equity  gi'oup.  Beckwitt  sa; 
his  investment  strategy  won't  chang 
Taylor  wouldn't  comment. 

Some  question  whether  Bui'khead 
going  far  enough.  One  possib 
pi'oblem:  The  bond  group's  corj " 
pensation  system,  which  remaiipi 
unchanged,  genei-ates  handson 
annual   performance  bonusd 
without  accounting  for  ris 
Even  so,  Fidelity  has  made  r 
message  perfectly  clear:  Aft(| 
losing  11%  of  its  bond-fund  aj 
sets,  the  firm  wants  to  kee] 
hotdogging  in  check.  Risk 
its  place — but  it's  not  in  conse: 
vative  investments. 

By  Geoffrey  Smith  in  Bosto')\ 
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THE  INTERNET 


YOUR  COMPETITION'S  ALREADY  THERE, 

ARE  YOU? 


r 


Open  yoiu^Vindows  to 
the  World  of  Internet. 

Plu>T  ai  titul  <.rploiv  On-  imf  irstiniiYx 
of  (hi'  liifowmlum  Siif>cr  {li'Jiuay. 


TAKE  THE  INTERNET  $9  CRUISE  TEST  DRIVE. 


■  best  way  to  move  ahead  of  the  competition  is  to 
a  the  Internet.  And  the  best  way  to  get  on  the 
net  is  with  Internet  Chameleon. 

emet  Chameleon  features  over  a  dozen  easy-to-use 
lows  applications -all  the  software  you  need  to  get 
ected  and  explore  the  network  that's  linking  the 
d.  Get  on  the  Internet  to  put  your  company  closer 
ur  customers. 

tant  IntemetTM  lets  you  sign  up  for  your  own 
aet  account  in  minutes*.  WebSurfer^M  taps  you 
the  World  Wide  Web  for  news,  stock  quotes, 
jetitive  information,  the  Library  of  Congress, 
lame  it.  Electronic  Mail  lets  you  communicate 


 • 

around  the  globe.  Other  applications  include  Gopher, 
Archie,  Newsreader,  File  Transfer,  Telnet,  and  more. 

The  Internet  $9  Cruise  offers  you  an  easy,  risk-free, 
opportunity  to  try  out  the  full  product  and  find  out 
for  yourself  what  the  Internet  can  do  for  your 
competitive  edge. 

To  order  the  Internet  $9  Cruise, 
call  1-800-558-7656,  ask  for  Dept.BI 
today.  We'll  also  send  you  a  free  white 
paper,  "How  To  Do  Business  On  The 
internet". 


m  a 
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Networking  Your  PC  To  The  World 


u  can  choose  from  a  selection  of  providers.  Free  trial  usage  available  up  to  30  days  depending  on  provider.  Connect  charges  and  configuration  fees  for  permanent  accounts  will  vary  hy  providetL 


News:  Analysis  &  Commentyy 


TELEVISION 


THE  PEACOCK 
STRUTS  ITS  STUFF 

NBC  still  has  a  way  to  go,  but  it's  scoring  key  ratings  victories 


%  1(1 


It's  rerun  time.  A  decade  ago,  Bill 
Cosby  led  a  woeful  NBC  Inc.  to  rat- 
ings nirvana.  Today,  instead  of  the 
family-friendly  Cos,  it's  the  endless 
stream  of  drag  overdoses  and  accident 
victims  being  wheeled  through  ER  that 
has  hearts  throbbing  at  N'BC's  parent, 
General  Electric  Co. 

Before  the  Jan.  29  mega-ratings  for 
the  Super  Bowl  bolstered  abc's  lead, 
NBC  had  mounted  the  kind  of  rally  the 
San  Diego  Chargers  couldn't  muster. 
Third  last  season,  the  Peacock  netwoi'k 
has  a  powerhouse  Thursday-night  lineup 
of  Seivfeld,  Mad  About  You,  and  ER 
that  has  propelled  it  to  three  straight 
ratings  victories  in  the  18-to-54  age 
gToup  for  the  fii'st  time  since  1992.  And 
there's  good  a.m.  news,  too:  Todaij  reg- 
ulai'ly  wins  the  moming-show  race. 
"REAL  HORSE  RACE."  With  its  early  sea- 
son lead,  ABC  still  expects  to  win  the 
year's  prime-time  title.  But  even  when 
counting  the  Super  Blowout's  120  million 
viewers,  ratings  at  the  Capital  Cit- 
ies/ABC Inc.  unit  are  dovra  3%  from  last 
year,  according  to  Nielsen  Media  Re- 
search. That  sets  up  1995-96  "as  a  real 
horse  race  between  ABC  and  nbc,"  says 
media  buyer  Paul  Schulman. 

So  far,  NBC's  strength  hangs  mainly 
on  one  blockbuster  night.  Mixing  up- 
scale comedy  and  fast-forward  medical 
action  has  attracted  one  of  every  three 
TV  sets  turned  on  during  Thursday 
prime  time. 

Such  success  is  a  remarkable  rever- 
sal from  1993,  when  nbc  had  lost  a 
third  of  its  viewers  over  three  years. 


Gone  was  The  Cosby 
Show,  L.  A.  Law  was 
fading,  and  Seinfeld 
had  just  a  small  audi- 
ence on  Wednesdays. 
Programming  boss 
WaiTen  Littlefield's  job 
was  on  the  line,  and 
Don  Ohlmeyer  was 
brought  in  as  enter- 
tainment chief  to  help 
turn  things  around. 

And  turn  they  did. 
NBC  has  added  such 
hits  as  Frasier  and  Friends.  And  it 
signed  Steven  Spielberg  to  make  er.  It 
also  gambled  mightily  by  sending  F)xisi- 
er  to  Tuesday  night  up  against  the  top- 
ranked  Home  Improvement.  To  Macli- 


NBC  ON  THE  MEND? 

PRIMETIME  VIEWER  RATINGS* 

.        FIRST  19  WEEKS  OF  SEASON   


1 

] 

1 

a 

1 

EACH  POINT  REPRESENTS  950.000  HOMES 
DATA:  NIELSEN  MEDIA  RESEARCH 


son  Avenue's  sui-jjrise,  Frasier  prove 
stout  competitor:  Ranked  14th  for 
year,  it  has  helped  close  the  Tuesd|8i 
night  gap.  Securer  in  his  job  and 
boldened  by  success,  Littlefield  n§si 
shift  other-  Thursday-night  standouti 
weaker  lineups. 

BOWL  HOPES.  Beyond  its  progi-ammi; 
NBC  is  closing  the  prime-time 
thanks  to  gains  by  the  Fox  netwo  f 
largely  at  the  expense  of  ABC  and  c 
The  20-something  d 
ma  Melrose  Place  a 
the  supernatural  thr 
er  X-Files  have  hel{ 
boost  Fox's  ratings 
from  last  year. 

But  the  champ  i 
worried  about  bei 
dethroned — yet.  W 
Home  Improveme 
Roseanne,  and  Gn 
Under  Fire,  abc  is  s 
the  team  to  beat 
nbc  has  momentum 
and  it  gets  to  air  the  Super  Bowl  ntr 
year.  That  could  be  the  Hail  Maiy  pji 
that  gives  the  No.  3  network  a  cons, 
from-behind  victoiy.  h 
By  Ronald  Grover  in  Los  Angel 


PENSION  FUNDS 


THIS  GADFLY  IS 
REALLY  BUZZING 

CalPERS  is  issuing  fresh  reprimands  to  laggard  boards 


The  di'eaded  list  is  back.  On  Feb.  2, 
the  $80  billion  Califoniia  Public  Em- 
ployees' Retii'ement  System  planned 
to  release  its  annual  catalog  of  cram- 
my  companies — a  distinction  based  on 
stock  perfoiTTiances  and  the  fimd's  com- 
plaints about  management.  "We  view 
this  as  a  wake-up  call,"  says  CalPERS 
General  Counsel  Richard  H.  Koppes. 


The  1995  list  is  comprised  of  nii| 
companies,  which  rank  among  the  ii 
worst-performing  stocks  in  the  pensiff" 
fund's  portfolio  of  1,200  companies.  Ot 
er  factors  that  can  land  a  corporation! 
spot:  unresponsiveness  to  CalPERS  ij'^ 
quiries,  labor  practices,  and  the  pe  ' 
centage  of  shares  owned  by  CalPEE' 
This  year,  the  unfortunate  nine  includ 
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il 


WHY  VANGUARD'S 
MONEY  MARKET  YIELDS 
HAVE  BEEN  CONSISTENTLY 
HIGHER  MONTH  AFTER  MONTH 


se  Cascade  Corp. — a  four-time  ol- 
der— and  Navistar  International 
•p.,  which  has  made  the  Hst  two 
rs  i-unning.  Others,  such  as  golf-club 
<er  Zurn  Industries  Inc.  and  oil  and 
producer  Oryx  Energy  Co.,  ai*e  less 
.iliar  (table). 

HE-UP  CALL.  With  the  list,  CalPERS 
es  to  persuade  corporate  boards  to 
:e  management  and  strategic  chang- 
inside  its  targeted  companies.  To- 
•d  that  end,  the  pension  ftind  has  in- 
'd  itself  to  meetings  at  companies  to 
1  management  and  directors.  And 
;t  of  this  yeai-'s  offenders  ai"e  cooper- 
ig  with  the  pension  fund — possibly 
ause  it's  the  fastest  way  off  the  list, 
tie  emphasize,  however,  that  they 
I't  make  changes  simply  because 
PERS  wants  them  to  do  so.  "No  deci- 
1  was  driven  singly  by  CalPERS,"  says 
se's  director  of  investor  relations. 
Should  any  of  the  companies  on  the 
PERS  list  fail  to  make  significant  al- 
itions,  Koppes  promises  that  he 
I't  hesitate  to  turn  up  the  heat,  as  he 

done  in  the  past.  "Fihng  a  share- 
ier  proposal  is  the  buzzer  for  heavy 
spers,"  says  Koppes.  Given  CalPERS' 
it,  few  corporate  boards  that  made 

1995  list  will  want  to  risk  the  fund's 
cial  brand  of  shock  therapy. 

By  Eric  Schine  in  Los  Angeles 


You  can  earn  high 
current  yields,  without 


sacrificing  quality  or  safety,  with 
Vanguard  Money  Market 
Reserves'  Prime,  Federal  or  U.S. 
Treasury  Portfolios. 

Why?  In  money  market  funds, 
other  things  being  equal,  lower 
costs  mean  higher  yields.  And 
Vanguard  s  costs  are  among  the 
lowest  in  the  fund  industry 

For  example.  Vanguard 
Money  Market  Reserves  had  a 
1993  expense  ratio  of  0.30%  vs.  an 
average  0.75%  for  all  money  mar- 
ket funds.  We  pass  along  the  sav- 
ings to  you  in  higher  yields. 


Minimum  initial  investment: 
$3,000;  $500forIRAs. 

Call  1-800-962-5165 

Any  Hour,  Any  Day 
For  A  Free  Money  Market 
Information  Kit 

Kit  contains  a  prospectus  with  more  com- 
plete information  on  advisory  fees,  distri- 
bution charges  and  other  expenses.  Please 
read  it  carefully  before  investing  or  sending 
money 

Note:  An  investment  in  a  money  market  fund 
is  neither  insured  norguaranteed  by  the 
U.S.  Government,  and  there  is  no  assurance 
that  the  fund  will  be  able  to  maintain  a 
stable  net  asset  value  of  $1.00  per  share. 
©  Vanguard  Marketing  Corp.,  Distributor 
*Lipper  Analytical  Services,  Inc. 


THB^irKfuardGROUP 

<^OF  INVESTMENT  COMPANIES. 


NATIONAL     CENTER      for      f  AMIL-l'  LITERACY 


One  in  tivc  American  adults 
cannot  read  well  enough  to 
understand  this  ad. 

That's  wh)'  the  National 
Center  tor  Family  Literacy 
IS  currently  behind  literacy 
programs    tor   families  in 


Suite  200-B,  325  West 
Main  Street,  Louisville, 
Kentucky  40202-4251,  for 
intormation  on  bow  to  sup- 
port tamil\-  literacy.  Or  call 
(502)  584-1133  e.xt.  33. 
It  we,  as  a  nation,  can 


To  12  million  adults  this  is  an  ad  about  a  dog. 
Actually,  it's  an  ad  about  literacy. 


over  1,000  communities 
across  America.  But  there  is 
mucli  more  we  need  to  do. 


We  urge  you  to  write  the 
National  Center  for  Family 
Literacy,  Waterfront  Plaza. 


achieve  full  literac\ 
then  we  cai 
achieve  an\'thing 


\Vl    AKI   t.KATlI  liL  lO  THIS  I'UllI  H  ATION  I'.'V  M 


r.  I  1^'  .  nils  Ml 


SALPERS'  NAUGHH  NINE 

DSSE  CASCADE  The  CEO  is 

)ne,  but  CalPERS  wants  more.  It 
lys  higher  paper  prices  will  help. 

i  MART  After  its  stock  price  lan- 
i  lished  for  years,  Kmart  split  the 
j  10  and  chairman  jobs. 

ji  ELVILLE  CalPERS  is  unhappy 

th  the  retailer's  diversified  lines, 
j  has  met  with  CalPERS. 

AVISTAR  Chairman's  exit  should 
Hp  get  Navistar  off  the  '95  list, 
j  s  responding  to  concerns. 

j  S.  SHOE  Board  has  not  signed 
1  f  on  annual  elections,  and 
1 3lPERS  says  stock  is  too  low. 

!  IRST  MISSISSIPPI  Company  is 
len  as  unfocused.  It  says  it  will 
view  CalPERs'  complaints, 

>STENS  It  says  shuffling  execs 
:  id  cutting  costs  have  helped,  but 
will  meet  with  CalPERS. 

'RYX  ENERGY  Its  stock  price  has 
unged  80%  since  1990.  Oryx 
I  lys  it  is  trying  to  improve. 

'  URN  INDUSTRIES  Maker  of  gen- 
^  ators  and  golf  clubs  saw  sales 
II  50%.  It  will  meet  with  CalPERS. 
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In  Business  Th|^  Week 


EDITED  BY  KEITH  H.  HAMMONDS 


END  OF  THE  LINE  FOR 
UNION  PACIFIC'S  BID 

UNION  PACIFIC  WALKED  AWAY 

from  its  four-month-long  ex- 
ercise in  acquisition  futility — 
but  not  before  making  Santa 
Fe  Pacific  shareholders  con- 
siderably wealthier,  up  gave 
up  its  battle  on  Jan.  81  to  de- 
rail Burlington  Northern's 
proposed  accjuisition  of  Santa 
Fe.  The  price  just  got  too 
high,  says  up  Chairman  Di-ew 
Lewis.  But  thanks  to  up's 
intervention,  Burlington 
Northern  now  will  pay  $4  bil- 
Hon  in  cash  and  stock  for 
Santa  Fe,  up  almost  50% 
from  its  original  $2.7  billion 
all-stock  offer — which  Santa 
Fe's  board  of  directors  had 


CLOSING  BELL 


MARION  MURMURS 

Marion  Merrell  Dow's  stock, 
long  juiced  by  takeover  talk,  is 
up  anew  on  rumors  that 
Hoechst  is  circling.  What  could 
Hoechst  want?  With  patents 
expired  on  its  Cardizem  CD 
and  Seldane-D  drugs  and  with 
sales  of  its  Nicoderm  patch 
weak,  Marion's  profits  should 
be  $319  million  in  1996,  down 
54%  from  1992,  says  A.G.  Ed- 
wards analyst  Ken  Nover.  But 
Hoechst  may  see  an  inroad 
into  managed  care.  Marion 
has  earned  a  loyal  following  of 
HMO  pharmacists,  and  its 
Rugby  generic  drug  unit  is 
strong.  Nover  says  Marion  may 
fetch  $28  a  share.  Hoechst 
wouldn't  comment. 

30- 


::/Ax 


MARION  MERRELL 
STOCK  PRICE 


JULY  1, '94  JAN.  31, '95 

DATA  BLOOMBERG  FINANCIAL  MARKETS 


0.  K.'d.  The  richer  deal  is  ex- 
pected to  be  approved  by 
Santa  Fe  shareholders  on 
Feb.  7. 


THE  ROCKY  HORROR 
AIRPORT  OPENING 

Af^TER  FOUR  POSTPONEMENTS 

and  coiuitless  talk-show  jokes, 
Denver  International  Airport 
is  set  to  open  on  Feb.  28 — 16 
months  late  and,  at  $4.2  bil- 
lion, twice  the  projected  cost. 
The  infamous  automated  bag- 
gage system,  which  tended 
to  chew  up  suitbags,  is  pailly 
working.  But  the  airport  will 
charge  airlines  $18  per  pas- 
senger to  recouj)  costs,  forc- 
ing United  Airlines  and  oth- 
ers to  add  $20  per  ticket. 
Denverites,  promised  once 
upon  a  time  that  they  would- 
n't have  to  underwi'ite  con- 
struction, are  furious.  Says 
Colorado  Govemoi-  Roy  Rom- 
er,  who  stumped  hard  for  the 
new  airpoit:  "Had  somebody 
told  me  that  the  per-passen- 
ger  cost  was  going  to  be  $18, 
I  would  not  have  supported 
the  airpoil."  Ah,  hindsight. 

LA.  GEAR  AND  RYKA 
TIE  THE  KNOT 

BASKETBALL   SHOES  WITH 

light-emitting  diodes  meet  so- 
cial activism:  Sense  a  disaster 
in  the  making?  Ti-endy  ath- 
letic shoemaker  L.A.  Gear 
announced  on  Jan.  30  that  it 
would  acquire  Ryka,  a  tiny 
maker  of  high-performance 
footwear  for  women.  Ryka  is 
known  for'  ads  that  combine  a 
workout  message  with  calls 
to  end  domestic  violence. 
L.A.  Gear,  which  posted  a 
loss  of  $22  million  last  yeai;  is 
known  for  earnings  troubles. 
Still,  it  will  pay  about  $16 
million  for  the  company,  plus 
wai'rants  for  Ryka's  shares. 
L.A.  Gear  said  Ryka  would 
be  the  fii'st  of  many  purchas- 
es and  licensing  arrange- 
ments aimed  at  expanding 
into  the  upscale  women's  and 
children's  sneaker  market. 


HEADLINER:  HOWARD  STERN 


HOW  ABOUT  THE  JERSEY  STERNPIKE? 


Vince  Lombardi.  Molly 
Pitcher.  James  Fenimore 
Coopei'.  Howard  Stern?  In 
coming  weeks,  the  radio 
shock  jock,  was  to  join  a 
pantheon  of  New 
Jersey  luminaries 
who  have  high- 
way rest  areas 
named  after 
them.  The 
Howard  Stern 
Rest  Stop  off 
Interstate  295 
near  Ti-enton,  com 
plete  with  placjue,  would 
fulfill  a  pledge  from  Gov- 
ernor Christine  Todd 
Whitman,  in  gratitude  for 
Stern's  very  vocal  support. 

Now,  the  National  Or- 
ganization for  Women  in 
New  Jersey  has  asked 
Whitman  to  reconsider. 
"Inappropriate  and  coun- 


terproductive," New  Jer- 
sey NOW  President  Myra 
Terry  wrote  the  governor 
citing  Stern's  attacks  on, 
well,  everyone.  "The 
man  is  very  vul- 
gar," says  Roose 
velt  Nesmith, 
coordinator  for 
the  southern 
region  of  New 
Jersey  naacp 
branches. 
Whitman  plans 
to  proceed  with  the 
dedication.  And  the  rift 
has  given  Stern  plenty  of 
fodder.  "Why  would  any- 
one complain  about  some- 
thing so  ingenuous  and 
frivolous  as  this?"  asks 
Stern's  agent,  Don  Buch- 
wald.  And  why  risk  the  in 
evitable  radio  rejoinder? 

By  Amey  Ston 


A  CANCER  COALITION 
GOES  COURTING 

THEY  COULD  BE  THE  DINO- 

sanrs  of  health  care.  Big  aca- 
demic medical  center's,  with 
their  hefty  research  budgets 
and  spendthrift  ways,  seem 
like  candidates  for  extinction 
in  an  era  of  cost-conscious 
managed  care.  Hence  the  Na- 
tional Comprehensive  Cancer 
Network,  a  consortium  an- 
nounced on  Jan.  31  by  13 
cancer-treatment  centers.  The 
NCCN  'will  pitch  itself  to  large 
employers  and  insurers  as  a 
coordinated  cancer-care  sys- 
tem with  national  coverage. 
So  fai',  Temieco,  Genei'al  Elec- 
tric, and  AT&T  show  interest. 


ANOTHER  CHOP  AT 
THE  CLIPPER  CHIP 

LIFE  GETS  HARDER  FOR  GOV- 

einment  electronic  eavescb'op- 
pers.  On  Jan.  31,  AT&T  and 
chipmaker  vlsi  Technology 


I  announced  a  communicatic 
system  so  secure  even 
National  Security  Agenc 
supercomputers  probal 
can't  unsci'amble  it  vnthou 
battle.  The  nsa,  fbi,  and  o 
er  agencies  would  much  p 
fer  companies  to  use  the 
called  Clipper  chip,  who 
"back  door"  lets  them  re 
messages  between  suspect 
teri'orists  or  crooks  if  th 
get  a  court  order'.  AT&T  sa 
it  wall  sell  Chpper-based  s; 
tems  to  anyone  who  war 
them.  But  few  customers 

ETCETERA... 

B  Eastman  Kodak  took  a 
million  charge  to  r'estructu 
again,  cutting  3,200  mor'e  jolt 

■  Chiat/Day,  of  Energizjt 
Bunny  fame,  will  mer'ge  ini 
Omnicom's  tbwa  ad  agenci 
H  Samsung  countersued  Ni,' 
tendo  over  allegedly  counte 
feit  video  game  chips. 

■  The  new  honcho  at  Ben ; 
Jer'ry's:  Robert  Holland,  C0| 
sultant  and  erstwhile  poet 
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RICOH  REDUCES  THE  RICH  PRICE 
OF  HIGH  VOLUME  COPYING 


^icoh  rewrites  the  rules  for  high  volume  copying 
!  touch  screen  technology.  The  RICOH  FT8880  and 
1780.  Each  uniquely  versatile.  Both 
orisingly  affordable, 
"hese  copiers  are  so  easy  to  use 
:  they  make  your  entire  company 
'e  productive.  And  quick.  80  copies 


THE   NAME  TO  KNOW 


lUGOi 

1-800-63-RICOH 


per  minute.  A  remarkable  5,050  sheet  capacity  that  lets 
you  run  bigger,  more  complex  jobs.  And  these  powerful 
capabilities  are  easily  and  efficiently 
,  tapped  at  the  touch  of  a  screen. 
Call  us  for  a  demonstration  at 
1-800-63-RICOH. The  Ricoh 

Otiiaai  Copier  and  Fax 

touch  screen.  Look  into  it. 


USA  Wleymil  Team 


dhthemooi 


rnemlfers  ttie  astronauts 
at  thi  astronauts  remembei 


Putting  men  on  the  moon  still  ranks  as  one  of  the 
technological  watersheds  of  human  history. 

And  for  one  of  the  most  critical  elements  in  the  entire 
operation  -  getting  those  men  off  the  moon -the  engineers 
for  the  Apollo  spacecraft  turned  to  the  engineers  at  Union 
Switch  &  Signal. 

Surprising,  perhaps,  that  they'd  gravitate  toward  someone 
in  the  railroad  industry.  But  Union  Switch  &  Signal  has  always 
been  far  ahead  of  the  technology  curve,  ever  since  its  found- 
ing by  George  Westinghouse  in  1881. 

They  were  also  aware  that  Union  Switch  &  Signal's 
technology  in  vital  relays  might  be  the  solution  to  initiating 
lift-off  of  the  lunar  module. 

Union  Switch  &  Signal  eagerly  embraced  the  challenge 
of  using. expertise  originally  developed  for  the  nation's 
railroads  in  advancing  America's  aerospace  program. 

Indeed,  we  not  only  solved  the  lunar  module  problem, 
but  we  also  developed  new  relay  technology  for  the  Apollo 
spacecraft  itself  and  later  the  lunar  rover. 


And  the  rest,  as  they  say,  is  history. 

Today,  Union  Switch  &  Signal's  engineers  continue  to 
make  history  with  new  products,  systems  and  technologies 
that  constantly  redefine  the  concept  of  safety  and  reliability 
for  the  world's  rail  and  transit  industries. 

As  a  result,  our  commitment  to  "building  excellence 
serving  transportation"  uniquely  positions  Union  Switch  & 
Signal  to  help  lead  the  rail  industry  into  the  next  century  and 
beyond  -  just  as  we  helped  bring  our  astronauts  back  from 
the  moon  with  some  of  the  most  sophisticated  technology 
on  earth. 

For  additional  information,  call  Union  Switch  &  Signal  toda; 
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FED  BY  STAN  CROCK 


ME  RULE  BOOK  FOR  BUSINESS 
;  ABOUT  TO  GET  SMALLER 


jrget  the  frenzy  over  the  balanced-budget  amendment 
md  a  capital-gains  tax  cut.  Corporate  America  is  more 
nterested  in  a  quieter  Capitol  Hill-White  House  sti-uggle 

ways  to  ease  the  regulatoiy  pinch  on  business. 
Ithough  the  anti-regulation  drive  hasn't  garnered  the 
lines  of  other  GOP  crusades,  the  fight  is  falling  into  a  fa- 
r  pattern:  Republicans  are  leading  the  chai'ge  foi-  sweep- 
;hange,  while  defensive  Democrats  are  revving  up  their 
package  to  stay  in  the  game.  The  result:  a  win-win  situ- 
1  for  Washington's  business  lobbyists, 
sisting  that  regulations  are  choking 
5try,  the  GOP  has  reprised  a  favorite  de- 

the  regulatory  freeze.  Republicans 
shooting  for  a  late  Februaiy  House 
on  a  sLx-month  moratorium  that  would 

nearly  all  new  rules.  Among  the  tar- 
are  proposals  business  opposes,  such 
irbs  on  toxic  emissions  from  hospital 
e  incinerators,  and  some  that  industry 
rs,  including  a  seafood  inspection 
ram. 

PHASES.  The  furthest-reaching  gop 
osal  would  requii'e  stringent  scientific 
es  to  weigh  risks  and  gauge  the  costs 
benefits  of  new  rules.  And  a  "I'egiilato- 
udget"  would  cap  compliance  costs  for 
less  at  5%  of  gi-oss  domestic  product.  "Government  will 
to  show  a  compelling  reason  to  interfere  with  the  mar- 
says  Representative  David  Mcintosh  (R-Ind.),  former 
of  Vice-Pi-esident  Dan  Quayle's  Competitiveness  Council, 
le  Administration  has  come  up  vrith  a  two-phase  approach 
!ad  off  the  gop  onslaught.  First,  Clintonites  ai'e  lambasting 
Republican  plan  as  a  i-adical  attempt  to  gut  health  and  safe- 
iles.  If  the  GOP's  scheme  had  been  in  effect  earlier,  "we 
In't  have  banned  lead  in  gasoline,"  says  Environmental  Pi-o- 
on  Agency  Chief  Carol  M.  Browner.  "A  generation  of 
:ren  may  have  been  needlessly  brain  damaged." 


CAPITAL  WRAPUP 


NET  RESULT:  No  new  inspections 


The  White  House  also  is  trying  to  dampen  business  enthu- 
siasm for  the  GOP  blitz  by  ai'guing  it  could  lead  to  cumber- 
some risk-assessment  reviews.  New  pesticides,  for  example, 
might  be  kept  off  the  market  pending  fresh  studies.  "Some  of 
these  proposals  are  calculated  only  to  make  the  process  more 
comphcated  and  more  expensive,"  says  John  M.  Quinn,  Vice- 
President  Al  Gore's  chief  of  staff. 

But  the  Clintonites  know  they  can't  just  ciy  extremism.  So 
Gore  is  working  on  the  second  phase  of  the  attack:  a  plan  to 
give  industries  more  flexibility.  Cmrent  rales  often  dictate  the 
equipment  companies  must  use  to  comply 
with  the  law.  The  Gore  initiative  would 
scrap  that  approach  and  I'eplace  it  with 
broad  peifoiTnance  standai'ds  that  corpora- 
tions could  meet  any  way  they  want.  Sep- 
arately, the  Veep  has  ordered  agencies  to 
review  their  rales  and  junk  unnecessary 
ones.  The  HUl  and  the  Wliite  House  "have 
intei-pi'eted  the  message  from  the  election, 
and  that's  'Get  government  off  our  backs,' " 
says  DuPont  CEO  Edgar  S.  Woolard  Jr. 

Trouble  is.  Gore  isn't  expected  to  pro- 
duce his  proposals  until  spring.  And  some 
White  House  officials  concede  that  may 
be  too  late  to  affect  the  Hill  debate. 
The  House  bill  is  sure  to  change  as  it 
heads  for  a  vote  in  late  Febraary.  Its  supporters  admit  it's 
flawed.  But  even  the  final  version  may  be  too  I'adical  for 
the  Senate.  Senator  Wflham  V.  Roth  Jr  (R-Del.)  has  intro- 
duced a  measiu'e  that  would  require  risk  studies  on  luies  that 
cost  more  than  $100  million,  rather  than  the  House's  $25 
million  thi-eshold.  And  Roth's  plan  doesn't  dictate  how  risk  as- 
sessments should  be  conducted,  as  the  House  measure  does. 
To  business,  it  doesn't  matter  which  plan  prevails.  One  way  or 
another,  regulatory  relief  is  at  hand. 

By  Mary  Beth  Regan  and  Susan  B.  Garland, 

ii'ifh  John  Carey 


lENCE  SPENDING 

)espite  the  spending  squeeze,  sci- 
:*e  and  technology  will  fare  well  in 
isident  Clinton's  fiscal  '96  budget, 
ministration  insiders  say  they  will 
intain  current  funding  levels  or 
m  boost  them  to  demonstrate  their 
nmitment  to  investing  in  the  fu- 
e.  The  White  House  doesn't  expect 
Position  for  most  science  programs, 
e  reason:  House  Speaker  Newt 
igrich  (R-Ga.)  and  House  Science 
mmittee  Chaii-man  Robert  S.  Walk- 
(R-Pa.)  are  technobuffs. 


LENDING  BIAS 

►  The  battle  of  the  number  crunchers 
continues.  In  1992,  a  Boston  Fed  re- 
view of  thousands  of  mortgage  files 
found  a  pattern  of  lending  bias 
against  minorities.  But  a  recent  Fed 
study  reached  a  different  conclusion. 
And  now  a  draft  report  by  a  Federal 
Deposit  Insurance  Corp.  economist 
contends  that  the  1992  Boston  Fed 
study  was  flawed.  The  gop  will  use 
the  new  reports  to  rein  in  the  Clin- 
tonites' enforcement  of  fair-lending 
and  community-reinvestment  laws. 


THE  AIRWAVES 

►  The  market  for  hand-held  personal 
digital  assistants  such  as  Apple's 
Newton  could  begin  to  take  off  this 
year,  thanks  to  a  ruling  expected  from 
the  Federal  Communications  Commis- 
sion on  Feb.  7.  That's  when  the  agen- 
cy will  set  aside  a  chunk  of  the  air- 
waves for  these  gadgets,  which  now 
have  to  be  tethered  to  wires  to  trans- 
mit data.  Companies  such  as  IBM  plan 
to  use  the  spectrum  to  eliminate  cum- 
bersome cables  that  lash  together 
computers  in  local-ai-ea  networks. 
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GERMANY 


31 


BONN'S  TELECOM 
BOMBSHELL 

Breaking  DT's  monopoly  will  have  huge  repercussions 


Wolfgang  Botsch,  Germany's 
Post  &  Telecommunications 
Minister,  is  known  in  Bonn's 
corridors  of  power  as  a  mas- 
ter of  political  ambigxiity,  a  careful  bu- 
reaucrat with  a  gift  for  the  innocuous- 
seeming  sound  bite.  But  his  mild  public 
pronouncements — to  those  shrewd 
enough  to  read  them  carefully — can 
also  signal  major  policy  shifts  with  big 
implications  for  German  and  Euro])ean 
business  and  the  pace 
of  regulatory  change 
on  the  Continent.  It 
was  such  an  an- 
nouncement, on  Jan. 
31,  that  has  Corpo- 
rate Germany  buzzing 
about  the  chances  of 
a  major  speedup  in 
the  deregulation  of 
the  country's  .$66  bil- 
lion telecommunica- 
tions market. 

Here's  what  hap- 
pened. At  hearings  to 
consider  the  best  way 
to  update  Germany's 
telecom  laws,  Botsch 
said  he  would  consider 
permitting  limited 
competition  against 
state-owned  phone 
monopoly  Deutsche 
Telekom  well  before 
the  1998  European 
Union  deadline  for  to- 
tal deregulation.  At 
the  public  level,  at 
least,  it  was  a  simple 
move  that  didn't  seem 
to  threaten  the  status  (juo. 
GREEN  LIGHT.  But  according  to  indu.stiy 
executives,  Botsch  behind  closed  doors 
was  going  much  further.  By  as  early  as 
this  summer,  Botsch  may  well  be  throw- 
ing open  the  door  wider  than  many  im- 
agined in  sevei-al  segments  of  the  Ger- 
man phone  market.  Botsch,  say  these 
insiders,  will  give  the  green  light  to 
jjowerful  German  companies  that  want 
to  break  Telekom's  monopoly  network. 


BIG  CHANGES  IN 
GERMAN  TELECOM 

How  deregulation  will  look 


NEW  VENTURES. 


Partnerships  between  German 
companies  and  foreign  tele- 
phone companies  are  gearing 
up  to  offer  alternative  telecom 
services  to  corporations,  uni- 
versities, and  cities 


NEW  NETWORKS. 


Instead  of  leasing  costly  lines 
from  Deutsche  Telekom,  the 
new  ventures  will  seek  to  oper 
ate  their  own  lower-cost  fiber- 
optic networks 


MORE  COMPETITION 


The  joint  ventures  will 
increase  the  pressure  for  fur- 
ther market  openings  before 
the  European  Union  deadline 
of  1998 

DATA-  BUSINESS  WEEK 


That  would  allow  companies  that  offei 
private  corporate  networks  and  other 
services  to  bypass  Telekom  and  slash 
their  prices.  Now,  they  must  lease  cost- 
ly lines  from  Deutsche  Telekom  itself 
in  order  to  get  into  the  phone  business. 
Botsch  also  assured  industry  leaders 
that  they  could  soon  start  challenging 
Telekom  with  such  high-tech  services 
as  multimedia  and  video-on-demand. 
The  im]3lications  of  Botsch's  actions 
could  be  far-reaching. 
German  corporations 
will  experience  for  the 
first  time  the  benefits 
of  low-cost,  state-of- 
the-art  service.  "We'll 
push  for  it,  and  we'll 
use  it,"  says  Gerhard 
Rist,  the  executive  in 
charge  of  telecom  ser- 
vices for  chemical  gi- 
ant BASF  Group.  At 
present,  Deutsche 
Telekom  rates  can  nm 
as  much  as  300%  high- 
er than  those  in  Brit- 
ain, where  the  phone 
market  has  already 
been  deregulated. 

Big  German  compa- 
nies are  eager  to  take 
on  Deutsche  Telekom. 
Energy  utility  Viag, 
which  now  has  4,000 
kilometers  of  fiber-op- 
tic network,  hopes  to 
wire  the  cities  of  Mu- 
nich and  Ntirnberg. 
Veba,  another'  energy 
company,  is  teaming 
up  with  Britain's  Cable  &  Wireless  plc: 
It  already  has  its  own  fiber-optic  net- 
work, which  it  is  seeking  to  offer  to 
such  third  parties  as  corporate  netwoi'k 
operators  at  rates  as  much  as  two-thirds 
lower  than  existing  Telekom  prices. 
Veba  boai'd  member  Hermann  Ki'amei- 
says  he  already  has  one  major  customer 
who  will  lease  capacity  on  Veba's  net- 
work to  the  tune  of  more  than  $65  mil- 
lion a  year. 


Steelmaker  Thyssen,  for  its  part, 
teamed  up  with  BellSouth  Corp.  E 
bert  Brenke,  chief  executive  of  E-I 
Mobilfunk,  a  cellular-telephone  opc 
tor,  figiu'es  if  he  can  cut  out  the  us( 
Telekom  lines  to  his  switching  static 
he  should  be  able  to  reduce  fees  bj 
least  50%. 

CHAIN  REACTION.  The  emergence 
greater  competiti(m  in  the  corpor 
sector  could  start  a  chain  react 
throughout  Germany  that  accelera 
the  whole  process  of  opening  marl< 
Europewide.  "Once  there's  a  crack 
the  wall,  you  can't  control  it  anymoi 
says  Candace  Johnson,  founder  of  a  ] 
vate  telecommunications  trade  assd 
tion  in  Bonn  and  vice-president  of  Ii 
ium,  the  global  satellite-services  c( 
pany.  France,  Italy,  and  Spain  could 
pi-essure  to  speed  uj)  theii-  own  plani 
deregulations. 

There's  no  doubt,  as  Botsch  t 
BUSINESS  WEEK,  that  "the  climate 
liberalization   has  substantially 
proved."  Still,  deregulation  remains 
litical  dynamite  in  Gei'many.  Deregi 
tion  will  force  a  radical  i-estructur 
at  Deutsche  Telekom,  Vv-hich  aires 
plans  to  eliminate  50,000  of  its  230,( 
workers  by  the  year  2000  to  beco, 
cost-efficient.  Quicker  deregulation  nl 
generate  more  job  losses. 
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GERMANY 


A  PHONE  EXCHANGE  IN 
MANNHEIM:  GERMANY  IS 
HEADED  FOR  FULL 
DEREGULATION  BEFORE 
THE  1998  DEADLINE 


liven  this  volatile  mix  of  politics 
iuisiness,  it  comes  as  no  surprise 
t  ill  the  past  few  months  regulators 
executives  have  been  battling  over 
i-uurse  of  Germany's  telecommuni- 
lons  policy.  Outside  pressure  has 
1  corne  from  the  U.  S.  Federal  Com- 
nications  Commission,  which  has 
eatened  to  block  a  $4.2  billion  in- 
tment  by  Deutsche  Telekom  and 
nice  Telecom  in  Sprint  Corp.  unless 
emulation  in  the  telecoms'  home 
rkets  is  accelerated.  "Germany  is 
key  market  in  Europe  in  telecom- 
nications,"  suggests  FCC  Chairman 
'il  E.  Hundt.  "They  have  got  to  go 
iier  faster  to  get  to  the  same  condi- 
is  that  characterize  our  communi- 
iens  market." 

ii'tsch  responded  to  all  his  pressures 
Jan.  31  with  his  private  signal  that 
would  pry  open  the  corporate  mar- 
.  To  defend  himself  against  the  labor 
(ins  and  the  German  left,  which  are 
losing  deregulation,  Botsch  can  still 
im  he  has  preserved  Deutsche 
ekom's  voice  monopoly.  But  the  mar- 

t'orces  he  has  unleashed  may  yet 
•i  turn  his  well-laid  plans. 
■'->'//  Gail  Edmondson  in  Paris,  Karen 
'mj  Miller  in  Bonn,  Julia  Flynn 

London,  and  Mark  Lewyn  in 
sliin,qtO't/, 


WILL  GERMAN  LABOR 
BE  THE  FIRST  TO  BLINK? 

Unions  are  talking  tough,  but  employers  intend  to  stand  firm 


Porsche,  the  luxury  sports-car  maker, 
has  fought  hai'd  for  three  years  to 
slash  large  losses,  with  measures 
from  layoffs  to  lean  production.  Now, 
with  sales  up  23%,  to  $790  million  in 
the  &-st  half  of  fiscal  1995,  CEO  Wen- 
delin  Wiedeking  told  the  company's  Jan. 
27  annual  meeting  that  breakeven  is 
within  sight.  But  three  days  later,  work- 
ers at  Porsche  plants  near  Stuttgart 
walked  off  the  job  for  half  an  hour. 

It's  showdown  time  in  labor  negotia- 
tions in  Germany.  The  guerrilla-style 
"warning  strikes"  against  Porsche  and 
dozens  of  other  industrial  companies  are 
a  tactic  by  Germany's  largest  labor 
union,  IG  Metall,  to  back  its  demands 
for  6%  wage  hikes,  shorter  work  weeks, 
and  extra  Christmas  bonuses  for  its  3 
million  members.  But  though  IG  Metall 
officials  are  talking  tough,  companies 
seem  well  positioned  to  resist.  Labor- 
market  analysts  expect  them  to  hold 
wage  increases  to  around  3%,  just  a 
smidgen  above  the  cun-ent  inflation  rate. 
TIGHT  SQUEEZE.  That's  cmcial  for  Ger- 
many's recovery.  Led  by  exports,  the 
economy  appeai-s  headed  for  a  solid  3% 
gTowth  in  gross  domestic  product  this 
year.  But  hefty  wage  raises  now  would 
prompt  the  Bundesbank  to  hike  its  4.5% 
discount  rate,  putting  the  economic  up- 
swing in  danger.  Contract  negotiations 
this  year  for  an  additional  7  million 
woi'kers  will  be  patterned  on  IG  MetalFs. 

Union  leaders  are  in  a  squeeze.  They 
need  to  sound  militant  to  workers  in 
order  to  gain  reci-uits.  Since  1991,  the  16 


CRUNCH  TIME:  IG  Metall  wants  6%  wage  hikes 


big  unions  grouped  in  the  Deutscher 
Gewerkschaftsbund  (dgb)  have  lost  17% 
of  their  total  membership.  But  union 
officials  also  know  that  overblown  wage 
demands  will  price  more  jobs  out  of  ex- 
istence. With  unemployment  now  3.6 
million,  or  9.9%  of  the  workforce,  that's 
a  poweiful  motive  for  labor  moderation. 

A  lot  of  union  taboos  are  dropping.  In 
Jan.  25  discussions  with  employer  and 
government  representatives,  DGB  leader 
Dieter  Schulte  offered  major  concessions. 
He  was  ready,  for  instance,  to  talk  about 
four-day  weeks  at  lower  pay  and  Satur- 
day work  without  overtime  premiums — 
a  pattern  set  by  Volkswagen.  But  em- 
ployers are  unwilling  to  give  the  job 
guarantees  that  unions  want. 

While  tiying  to  sound  combative  to 
their  rank  and  file,  union  leaders  ai-e 
arguing  to  employers  that  their  de- 
mands are  modest  compai'ed  with  work- 
ers' real  income  losses  over  the  past 
three  years,  including  bigger  social-se- 
curity and  income-tax  bites. 

Employers  feel  just  as  overburdened. 
They  will  fight  hard  to  hang  on  to  the 
double-digit  gains  in  productivity  they 
made  last  year.  At  stake  for  companies 
such  as  Porsche  is  the  payoff  from  re- 
structuring undertaken  to  survive  in 
world  markets.  Insists  Heinrich  von 
Pierer,  ceo  of  electronics  giant  Siemens: 
"We  cannot  pass  on  [as  wage  hikes]  the 
full  amount  of  productivity  increases." 

Amidst  fierce  global  competition,  the 
costly  German  mark,  up  14%-  against 
the  dollar  since  the  end  of  1993,  is  a 
severe  price  handicap  for 
German  producers.  "In 
many  ways,  GeiTnany  re- 
mains a  highly  uncom]jeti- 
tive  place,"  warns  Lon- 
don-based Morgan  Stanley 
&  Co.  economist  Brian  V. 
Mullaney. 

That  worry  is  keeping 
a  rein  on  German  union 
demands  as  the  economy 
turns  UJ3.  Labor's  restraint 
is  leaving  room  for  em- 
ployers, paiticularly  com- 
panies producing  for  ex- 
port, to  earn  higher 
profits.  It  is  Germany's 
best  hope  for  success  in 
its  competitive  makeover 
By  John  Templeman 
in  Boyin 
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Internationar^yyess 


SUMITOMO  BIT  THE 
BULLET.  WHO'S  NEXT? 


JAPAN 


AN  $8  BILLION  WRITE-OFF 
-AND  A  CELEBRATION 

Sumitomo's  move  signals  Japan's  banks  are  facing  facts 


To  hear  Sumitomo  Bank  Ltd.  board 
member  Masa;vT-iki  Oku  tell  it,  the 
latest  announcement  to  rock  .Japan's 
beleaguered  banking  world  took  shape 
over  the  four-day  New  Year's  holiday. 
While  most  of  the  countiy  celebrated, 
his  bank's  top  managere  hunkered  down 
to  map  out  a  strategy  for  the  ne.xt  iiscal 
year.  Their  concera:  how  to  deal  with 
$15.8  billion  in  bad  loans  biu'dening  theii^ 
books  since  Japan's  economic  bubble 
burst  in  1990.  Says  Oku:  "They  wanted 
to  find  a  breakthrough." 

It  seems  they  did.  On  Jan.  27,  only 
two  months  after  forecasting  a  $600  mil- 
lion operating  profit  for  the  fiscal  year 
ending  in  March,  Sumitomo  announced 
it  would  write  down  $8  billion  in  bad 
loans  and  take  a  $2.8  billion  loss  for  the 
same  period.  The  cioinching  loss  is  the 
biggest  by  a  Japanese  company  in  mem- 
oi-y  and  the  first  by  a  major  Japanese 
bank  since  World  War  II.  Moi'e  impor- 
tant, it  is  the  most  open  admission  yet 
of  bank-loan  problems  in  Japan,  where 
disclosure  standards  pale  by  compari- 
son with  those  in  the  U.  S.  and  Eui'ope. 

Rarely  does  a  monumental  loss  trig- 
ger a  celebration.  But  on  the  next  day 
of  trading,  the  Nikkei  stock  index  rose 
by  3.6%,  and  several  top  banks' 
shares — including  Sumitomo's — soared 
by  more  than  15%.  Investors  and  ana- 


lysts alike  hail  Sumitomo's  move  as  a 
sign  that  Japan's  banks  are  starting  to 
climb  out  of  the  bad-loan  morass  that 
has  gripped  them  since  1990.  Japan's 
leading  banks  hold  an  estimated  $133 
bOlion  in  nonpeifoirning  loans  (table) — a 
third  of  the  perhaps  $400  billion  in  bad 
loans  burdening  Japan's  financial  sys- 
tem. Now,  observers  believe,  Sumito- 
mo's decision  could  hasten  a  much-need- 
ed restructuring.  Says  Yoshinobu 
Yamada,  an  analyst  at  cs  First  Boston 
(Japan)  Ltd.  in  Tokyo:  "This  is  very 
good  news  for  the  financial  industiy." 

Other  major  banks  may  follow  Sumi- 
tomo's footsteps.  Its  decision  "shows 

THE  BURDEN  ON  JAPAN'S  BANKS 

MlNIMUr/i  VALUE  OF  NONPERFORMING  LOANS' 
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DATA  SALOMON  BROTHERS  INC 


that  banks  can  deal  with  their  pro 
lems  by  themselves  and  that  there's 
need  for  public  funds  to  support  ther 
Yamada  notes.  Likewise,  Alicia  Ogaw 
an  analyst  at  Salomon  Brothers  As 
Ltd.,  believes  that  pressure  for  an 
dustiy  restmcturing  may  now  mour 
While  she  thinks  few  major  banks 
strong  enough  to  absorb  big  write-oi 
this  year,  she  names  Bank  of  Toky 
Mitsubishi  Bank,  Industrial  Bank  of  J 
pan,  Sanwa  Bank,  and  Fuji  Bank  amor 
those  that  probably  can. 
FILTER  DOWN.  So  far,  no  other  maj( 
banks  have  announced  write-offs.  Th( 
may  hesitate  to  imitate  Sumitomo  b 
cause  Japanese  mores  could  impel 
bank  chaiiTnan  to  resign  after  reportii 
a  loss.  Sumitomo  finessed  this  issue  b 
cause  its  former  chairman  resigned 
1993  to  take  responsibility  for  loans 
scandal-fraught  trader  Itoman  Coi-p., 
major  source  of  the  bank's  bad  debt. 

Nevertheless,  Sumitomo's  move  suj 
gests  that  the  regulators  now  feel  con 
fortable  enough  with  banks'  reserv( 
and  profitability — and  with  Japan's  r( 
coveiy — to  let  the  bad  news  filter  dow 
to  the  bottom  line.  Until  now,  bureai 
crats  at  the  Ministry  of  Finance  an 
the  Bank  of  Japan  forbade  major  bani 
to  I'eport  losses  for  fear  of  undercu 
ting  confidence  in  the  financial  syster 
To  cover  losses,  banks  sold  off  pools 
equity  as  the  fiscal  yearend  approache( 

Biu'eaucrats  deny  they  sanctioned  th 
reporting  of  a  loss.  "We  don't  have  th 
power  to  stop  them  fi'om  reporting  whi 
they  want,"  says  Toshio  Mm-aki,  a  dire< 
tor  of  the  Ministiy  of  Finance  Bankin 
Bureau.  But  Sumitomo's  Oku  says  ths 
for  the  past  year,  retired  "old  boys 
from  the  Ministry  and  the  Bank  of  J'< 
pan  have  been  calling  foi'  banks  to  star 
taking  losses.  This  was  a  classic  plo 
for  the  agencies  to  signal  their  wishes 
Oku  says  Sumitomo's  decision  wa 
helped  along  by  the  recent  "confirmi 
tion"  of  Japan's  economic  recover] 
which  should  spark  new  demand  fo 
loans,  and  by  the  bank's  cost-cutting 
which  fi'eed  up  funds  to  cover  losses. 

So,  for  Japan,  Sumitomo's  start  is  im 
portant.  If  other  banks  now  pick  up  thi 
signal,  it  could  pave  the  way  for  mon 
aggi'essive  lending  to  creditworthy  cus 
tomers,  which  could  boost  profits  an( 
further  aid  Japan's  recoveiy.  "This  wil 
be  the  yeai-  in  which  dramatic  sti'ategies 
are  unveiled  to  solve  the  financial  sys 
tem's  problems,"  predicts  cs  Firsi 
Boston's  Yamada.  If  so,  Sumitomo  Banl 
richly  deserves  kudos  for  getting  th( 
ball  rolling. 

By  Robed  Nejf  in  Tokyo,  with  Wil 
Ham  Glasgall  in  New  York 
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IN  All.  THE  WORLD, 


THERE'S  ONE  AIRUNE  THAT  HAS 


MORE  FUGKTS  EVERY  DAY 


THAN  ANY  OTHER. 


USAir 


I'rdiicnkiiclic 
Dresden.  (JeriiKinv 


m  DRESDEN,  KRI;KI)(Ji\I  HI.SKS  MiUM  I  [IE  RUBBLE.  (;ci  many  s  greatest  church,  the  Erauenkirc 
was  homhed  fhit  in  1*H.5.  Where  Bach  and  Wagner  once  perlormed,  there  now  lies  only  hroll 
rock.  But  recently,  stonemason  Franz  HuIxm-  and  a  team  of  other  artisans  and  architects  hegan 
j)ainstakingly  resurrecl  the  city  s  symbol  ol  harmony.  Once  IBM  reconstructed  the  Baroque  landmji 


I 


1-1)  cyberspace,  the  team  could  begin  to  rebuild  the  ruins.  Guiding  them  is  an  IBM  RS/6000'" 
III  rig  CATIAT  a  computer-aided  design  tool.  By  2006,  the  church  will  reach  to  the  heavens  once 
<■.  thanks  to  18th-century  craftsmanship  and  a  powerful  21st-century  tool.  What  can  IBM  help 
huild?  Call  1  800  IBM-3333,  ext.  G102,  and  find  out. 


Solutions  for  a  small  planet' 


InternatipnaLE 


HONG  KONG 


EVEN  IN  HONG  KONG. 
WHAT  GOES  UP... 

The  priciest  real  estate  in  the  world  finally  slumps 


Some  of  Hong  Kong's  biggest  proper- 
ty moguls  crowded  into  Kowloon's 
Cultural  Center  on  Jan.  25  to  at- 
tend the  fii-st  goveiTiment  land  auction  of 
the  year.  Only  one  problem — they  didn't 
show  much  interest  in  buying  land.  Of 
thr-ee  sites  offered,  one  was  withdrawn 
after  attracting  no  bids,  another  went  to 
a  small-time  player  who  was  the  sole 
bidder,  and  the  third  sold  for  just  $22 
million,  well  below  the  $25  million  the 
government  hoped  for. 

Only  a  year  ago. 
Hong  Kong  was  the 
world's  hottest  real  es- 
tate market.  Today,  it 
has  lost  its  luster.  Ris- 
ing U.S.  interest  rates, 
a  falling  stock  market  at 
home,  and  uncertainty 
in  China  have  conspired 
to  hit  the  colony's  resi- 
dential and  commercial 
sectors.  Tumbling  prices 
and  rents  are  a  rude 
shock  to  property  ty- 
coons used  to  booms, 
and  no  relief  is  in  sight. 

The  residential  mar- 
ket is  hardest  hit.  Sales 
prices  have  dropped 
nearly  a  third  from  the 
highs  set  last  spring. 
Luxury  apartments  in 
the  Mid-Levels  section 
of  Hong  Kong  Island  go 
for  $L400  per  square 
foot,  down  8%  from  last 
year.  Commei'cial  rents 
are  also  suffering,  fall- 
ing some  10%  in  the 
Central  District  since 
November. 
MISSING  CASH.  Hong 
Kong's  ailing  property  markets  are  also 
undennining  its  slumping  stock  market. 
Developers  make  up  30%  of  the  Hang 
Seng  index.  Another  30%'  is  composed 
of  conglomerates  with  major  real  estate 
holdings.  Banks  with  big  mortgage  poil- 
fohos  make  up  much  of  the  rest. 

The  bear  market  is  hutting  some  of 
Hong  Kong's  biggest  names.  In  early 
January,  Li  Ka-shing's  Cheung  Kong 
Holdings  Ltd.  put  128  units  of  its  new 
Laguna  City  development  on  the  mai'ket. 


The  company  had  been  predicting  the 
sale  would  be  oversubscribed  by  400%. 
But  it  received  only  100  applications — 
even  though  the  offeiing  prices  were  9% 
lower  than  similar  apartments  offered 
last  September.  While  the  volatility  is 
mostly  in  the  residential  sector,  analysts 
expect  the  commei'cial  sector-  to  follow 
suit.  Credit  Lyonnais  analyst  TVevor  Che- 
img  predicts  a  fall  of  up  to  30%. 

And  a  new  factor  is  unsettling  mar- 


happy  banks  ma]'^  ^^^^  niu 
stock  market.  When  real  estate  laK 
so  does  the  Hang  Ser  • ' 


kets:  political  jitters.  Until  recently,  the 
property  markets  had  largely  ignored 
the  battle  of  words  between  London  and 
Beijing  over  the  1997  succession.  But 
with  less  than  30  months  to  go  before 
Beijing  takes  over,  there's  more  concern 
about  China — especially  with  Deng 
Xiaoping  reportedly  on  his  deathbed. 
Moreover,  Chinese  investment  in  Hong 
Kong  has  dropped  shaiply,  because  state 
enterprises  hovering  near  bankruptcy 
have  much  less  cash  for  speculation. 


The  pictui-e  won't  get  much  better  m 
the  land  companies  in  the  ne.xt  few  yeaji 
thanks  to  a  glut  of  new  commercial  buil 
ings.  In  1996  alone,  some  5  million  squa 
feet  of  new  grade-A  office  space  w 
come  on  the  mai'ket.  So  much  new  spa 
is  coming  online  that  many  tenants  a 
taking  short  leases.  That  means  payii 
rents  of  as  much  as  $156  a  square  fo 
per  year — compai-ed  with  $33.60  in  Ma 
hattan  and  $54  in  Singapore — but  sui 
tenants  v/ill  be  able  to  move  when  prie 
fall.  NBC  Asia,  which  plans  to  stait  broa 
casting  in  April,  took  a  two-year  lea 
earlier  this  winter.  "Our  hope  is  th 
there'll  be  further  slippage  in  commerci 
rents  by  1996,"  says  Leonard  Pratt,  Ni 
Asia's  director  of  network  developmen 

Hard  times  for  property  moguls  a 
not  that  unwelcome  to  some  in  Hoi 
Kong.  Governor  Chris  Patten's  gove: 

A  SHOE  YET  TO  DROF 

Lots  of  prime 
commercial  space  wi 
soon  be  coming  onlii 

ment,   worried  aboi 
Hong  Kong's  compej 
tiveness,  took  steps  la 
spring  to  push  prici 
down,  such  as  banniJ 
the  resale  of  resident! 
units  still  under  co| 
stiojction — virtually  er 
ing  a  rash  of  speculatil 
buying.  The  measurl 
will  stay  in  place  forj 
while,  since  the  gover 
ment  would  like  hon 
prices  to  fall  10%  mor 

The  news  is  not 
bleak  for  Hong  Kon^ 
land  companies.  The 
cline  in  prices  may  li; 
back  foreigners  scar^ 
off  by  the  colony's  rep 
tation  as  the  world 
.  ,  most  expensive  markd 

oi  Ui.  ^xLv^     uy^^  g^jjj  bgijgyg  the) 

■  -       is  more  demand  thJ 
supply  in  both  residd 
tial    and  commerci 
projjerty,"  says  Lily  Ya 
senior-  property  managi 
at  Midland  Realty  International,  one  f 
Hong  Kong's  largest  realtors.  I 
Even  so,  the  slump  has  created  a  na 
attitude.  The  pimtere  who  reveled  in  fli 
ping  properties  have  not  only  sufferJ 
monetai-y  losses,  says  Credit  Lyonnaj 
Cheung.  "For-  years,  there  was  a  mirJ 
set  that  you  can't  lose  betting  on  HoJ 
Kong."  To  their-  dismay,  the  colon/s  prcl 
erty  speculators  have  lear-ned  that  th| 
can't  win  all  the  time. 

Bi/  Dave  Lindo7'ff  in  Hong  Ko\ 
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IntxcxiudiigT^  All-I 
The  Perfect  Balance  O 


Designing  a  sedan  with  every  conceivable  luxury  would 
have  been  quite  an  accomplishment.  Building  a  car  with 
the  latest  technological  innovations  would  have  been  no 


Introducing  the  all-new  Lincoln  Continental.  The  liii^ 
sedan  that  achieves  the  perfect  balance  of  luxury  and  technc® 
Continental's  new  InTech'"  System  provides  integrsi 


less  challenging.  But  creating  the  one  automobile  with  the     electronic  management  of  its  32-valve  V-8  engine,  its 


optimum  balance  of  both  was  the  ultimate  achievement. 


four-speed  automatic  overdrive  transaxle  and  its  fully  ' 
independent  computer-managed,  load-leveling  suspens;;i- 
Furthermore,  Continental  has  the  ability  to  go  100,OOC 
miles  before  its  first  scheduled  tune-up. 


Lincoln  ContinentaL 
xuiyAndTechnology: 


aturally,  Continental's  cabin  is  trimmed  in  the  finest 
r  and  genuine  wood,  and  contains  the  kind  of  thought- 
rsonal  amenities  you  expect  from  Lincoln.  Things 
lirrors  that  re-aim  themselves  when  you  put  the  car 
erse  gear.  Or  a  driver's  seat  that  automatically  moves 
ard  for  easy  exit  when  the  ignition  is  turned  off. 
nd  like  all  Lincoln  automobiles,  Continental  is 
d  by  the  Lincoln  Commitmentr  a  comprehensive 


owner  benefits  program  that  includes  24-hour  Roadside 
Service  Assistance  and  a  complimentary  service  loaner.* 
For  more  information  call  I  800  434-7444. 

'See  dealer  for  details. 

I  LINCOLN 

What    A    Luxury    Car    Should  Be 


How  Lincoln  Continental  Achieves  The  Perfect  Balance. 


Adjustable 

Ride  and  Steering 


6 -disc  CD  Changer 
Inside  the  Car** 


Hands-free 
Voice-activated 
Cellular  Phone* 


1 2-function 
Memory  Profile 
System 


Four-comer  Semi- 
active  Suspension 


CFC-free  Automatic 
Temperature 
Control  System 


Dual  Air  Bags* 


2 -way  Heated 
Leather  Seating 
Surfaces** 


Five-  or  Six- 
passenger  Seating 
Configurations' 


Virtual  Image 
Instrumentation 


All- speed  Electronic 
Traction  Control** 


Heated  Mirrors  With 
Hit- down  Feature 


I  LINCOLN 


What    A  Lux 


Car    Should  Be 


LINCOLN-MERCURY  DIVISION  '        '  'Always  wear  your  safety  belt.  "Optional.  'Six-passenger  seating  optional. 


Lternational  (Dutlook 


FED  BY  STANLEY  REED 


IRAEL:  WILL  STARING  INTO  THE  ABYSS 
ET  PEACE  BACK  ON  TRACK? 


tzhak  Rabin,  Israel's  72-year-old  Prime  Minister,  is  cer- 
ainly  no  stranger  to  combat.  He  has  been  a  central  figure 
n  many  of  Israel's  wars,  stalling  with  the  War  of  Inde- 
ence  in  1948.  But  rarely  has  he  been  so  embattled  as 
Agi'eements  painstakingly  worked  out  in  Oslo  and  Cai- 
ith  the  Palestine  Liberation  Organization's  Yassir  Arafat 
n  tatters.  TeiTorist  attacks  against  Israelis  since  Rabin 
Arafat  shook  hands  in  Washington  16  months  ago  have 
48  Israelis  dead.  And  recent  polls  show  that  only  28%  of 
lis  support  Rabin,  compared  with  50%  who  back  Benja- 
Netanyahu,  his  telegenic  archrival  ,.- 
the  conservative  Likud  Party, 
it  as  elsewhere  in  the  Middle  East, 
arances  may  be  deceptive — and  Rabin 
Dhe  peace  process  may  have  a  lot  of 
n  them  yet.  Israeli,  Egyptian,  Pales- 
1,  and  Jordanian  leaders  are  trying 
it  things  back  on  track  with  a  Feb.  2 
nit  in  Cairo.  "Sometimes  things  don't 
up  until  people  stare  at  the  possibil- 
f  failure  and  take  it  seriously,"  says 
im  B.  Quandt,  a  Middle  East  special- 
;  the  University  of  Virginia, 
terest  is  focusing  on  the  idea  of  separ- 
:  Israel  from  the  Palestinian  areas  of  the  West  Bank 
Gaza.  The  point  is  to  protect  Israelis,  but  separation 
d  also  speed  up  creation  of  a  de  facto  Palestinian  mini- 
and,  therefore,  also  appeals  to  the  Palestinians.  A  peace 
een  two  carefully  separated  states,  many  Israelis  and 
itinians  are  starting  to  realize,  will  probably  be  easier  to 
tain  than  the  borderless  common  market  promoted  until 
itly.  "Theoretically,  separation  should  be  good  for  the  Pal- 
ians,"  says  Gil  Feiler,  Managing  Director  of  Info-Prod,  a 
iviv-based  economic  consulting  finn.  "It  could  lead  to  im- 
ed  cooperation  in  the  long  run." 

late  January,  the  Israeli  Finance  and  Police  Ministries 
moved  to  set  up  emergency  working  committees  to 


FENCING  OFF:  Separate  by  choice 


plot  the  mechanics  of  separation.  Meanwhile,  Jerusalem  is 
moving  quickly  to  make  up  for  the  loss  of  the  Palestinians 
who  had  done  a  lot  of  the  low  -paid  work  in  the  IsraeU  econ- 
omy by  speeding  up  entry  pi'ocedures  for  workers  from 
Thailand  and  other  countries.  For  the  first  time,  there  are 
more  foreign  workers  in  Israel — 45,000 — than  Palestinians. 

Despite  its  anemic  showing  in  opinion  poUs,  Rabin's  govern- 
ment is  in  little  danger  of  losing  majority  control  of  the 
Knesset  until  scheduled  elections  in  summer,  1996.  Then  the 
big  question  mark  will  be  the  potent  new  swing  vote  repre- 
sented by  Israel's  500,000  recent  Russian 
immigi-ants.  But  Russian  voters  are  more 
disenchanted  over  the  difficulty  of  finding 
well-paid  jobs  than  anxious  about  security. 
CRACKDOWN.  In  the  meantime,  Rabin  is 
also  getting  some  badly  needed  reinforce- 
ment from  the  Clinton  Administration, 
which  took  a  backseat  to  Israeli  and  plo 
negotiators  in  recent  months.  With  a  visit 
by  Secretary  of  State  Warren  M.  Christo- 
pher to  the  Middle  East  expected  in  a  few 
weeks,  Washington's  role  as  power  broker 
is  intensifying.  One  subject  for  Christo- 
phei^'s  agenda:  speeding  up  the  $500  million 
U.  S.  aid  to  Palestinians  as  an  incentive  for  Ai'afat  to  crack 
down  on  extremist  gi'oups  such  as  Hamas  and  Islamic  Jihad. 

In  the  end,  that  aid  could  prove  crucial.  The  danger  of  Ra- 
bin's gamble  on  separation  is  that  closing  the  borders  stran- 
gles Palestinian  areas  economically — thus  playing  directly 
into  the  hands  of  Hamas  and  other  gi-oups.  And  Israelis  also 
worry  that  even  cordoning  off  Palestinian  areas  might  not 
stop  terTorist  acts.  Israeli  settlers  in  the  West  Bank  would 
still  be  vulnerable,  and  Israeli  police  report  that  Palestinian 
gr-oups  can  now  for-ge  Isr-aeli  identity  carxls.  The  bottom  line 
is  that  the  peace  process  is  continuing,  but  the  peace  could 
wind  up  looking  very  differ-ent  than  expected. 

By  John  Rossant  in  Rome  and  Neal  Sandler  in  Jerusalem 


GLOBAL  WRAPUP 


OTHER  BLOW  FOR  HUNGARY 

'he  crisis  of  confidence  in  Hungary 
I'orsening.  Finance  Minister  Laszlo 
iesi  has  r'esigned,  depriving  former 
nmunist  Premier  Gyula  Horn  of  his 
3t  respected  economic  official. 
<esi  was  responding  to  Horn's  tak- 

the  privatization  portfoho  away 
m  his  ministry.  Horn  has  also  fired 

privatization  chief,  Ferenc  Bartha. 
5  Prime  Minister  recently  criticized 
ns  to  raise  $1.5  billion  through 
5s  of  stakes  in  the  state-owned  oil, 
, and  electric  companies. 


With  privatization  in  trouble,  ana- 
lysts are  focusing  on  Hungary's  rising 
current  account  deficit  and  its  sub- 
stantial external  debt,  equal  to  two- 
thirds  of  gross  domestic  product.  A 
devaluation  of  the  forint,  whose  value 
the  govei'nment  controls,  is  expected. 

CHINA  BREAKUP? 

►  A  study  ordered  by  the  Defense 
Dept.  on  China's  future  after  Deng 
Xiaoping  concludes  that  the  most 
likely  scenario  is  a  breakup  of  the 
Middle  Kingdom  within  seven  years 
of  Deng's  death.  The  consensus  of  the 


panel  of  outside  experts  who  wrote 
the  report,  China  in  the  Near  Term, 
was  that  there  was  a  50%  chance  of  a 
"Soviet-style  breakup." 

Surprisingly,  the  study  panel's 
chairman,  Ronald  A.  Morse,  dir'ector 
of  international  pr'ograms  at  the  Uni- 
versity of  Maryland,  argues  that  such 
an  outcome  could  be  preferable  to  the 
status  quo.  Disintegration  into  a 
loose  federation  of  economically  driv- 
en regions  would  lessen  China's  mili- 
tary threat  to  its  neighbors  and  re- 
duce its  obsession  with  sovereignty, 
he  thinks. 
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People 


TRADERS 


A  WINDY  CITY  SQUABBLE 
THAT'S  AEALLY  THE  PITS 

The  feud  betwer.i  chairmen  is  hurting  Chicago's  exchanges  at  the  worst  possible  tim 


At  first  glance,  Pat  Arbor  and  Jack 
Sandner  seem  like  they  were  made 
for  each  other.  Both  overcame  trou- 
bled childhoods  on  Chicago's  streets  to 
hit  it  big  in  the  Windy  City's  famed 
commodity  pits.  Both  rose  to  become 
chairmen  of  their  respective  exchang- 
es— Arbor  at  the  Board  of  Trade  and 
Sandner  at  the  Mercantile  Exchange. 
Patrick  H.  Arbor,  58,  is  a  doting  gi-and- 
father.  John  F.  Sandner,  53,  shares  his 
home  with  seven  adopted  children.  Both 
are  health  nuts:  Arbor  climbs  world- 
class  mountains,  and  Sandner,  a  one- 
time boxer',  works  out  routinely  in  the 
gym  adjoining  his  office. 

So  why  can't  these  guys  get  along? 
In  the  two  years  since  Arbor  assumed 
the  helm  at  the  Board  of  Ti-ade,  the 
Chicago  exchanges  have  become  a  bat- 
tleground. Instead  of  working  together 
to  make  their  institutions  more  efficient 
and  customer-fiiendly,  an  ugly  personal- 
ity clash  has  Sandner  and  Arbor  operat- 
ing at  cross-purposes.  Meanwhile,  inno- 
vative foreign  exchanges  such  as 
London's  liffe,  Paris'  matif,  and 
Brazil's  bm&f  have  developed  atti'active 
new  contracts  that  are  stealing  an  in- 
creasing share  of  worldwide  futures- 
and-options  trading.  While  Arbor'  and 
Sandner  have  fiddled,  Chicago's  status 
as  the  global  center'  of  futures  tr'ading 
has  eroded  (charts). 
KEY  TECHNOLOGY.  Ther'e  isn't  much  the 
two  won't  fight  about.  Disputes  have 
ranged  fr'om  petty  squabbles,  such  as 
which  exchange  has  more  volume,  to 
destructive  bickei'ing  over-  cr-itical  is- 
sues. Last  year,  for  instance,  bitter  in- 
fighting split  a  proposed  partnership  for 
the  Globex  electronic-trading  system,  a 
key  link  to  customer's  over\seas.  Arbor''s 
Boai'd-  of  Tr'ade  went  off  in  a  huff  to 
develop  its  own  system,  and  now  fu- 
tures tr'aders  have  to  lear-n  both.  Fight- 
ing also  scuttled  efforts  to  unify  ti'ade- 
cleai-ing  and  banking,  moves  that  would 
have  sliced  administr'ative  costs  at  both 
exchanges  while  better-ing  their  ability 
to  guarantee  trades. 

Many  fear-  that  if  such  behavior-  contin- 


ues, the  next  casualty  will  be  a  cur-r'ent 
joint  effort  to  develop  handheld  tr-ading 
computer-s,  a  key  technology  aimed  at 
reducing  costs  and  curbing  fraud  in 
Chicago's  tur'bulent  markets.  "It's  just 
nuts  for-  the  two  exchanges  to  be  fighting 
each  other'  when  the  real  competition  is 
over'seas  and  in  over'-the-counter  mar'- 
kets,"  says  John  F.  Benjamin,  manag^ing 
dir'ector  of  Smith  Bar-ney  Inc. 

Even  in  a  wor'ld  wher-e 
par'amedics  stand  by  to 
tr'eat  injuries  fi'om  the  dai- 
ly r-uckus  in  the  pits,  Sand- 
ner and  Arbor'  "appeared 
stupid  and  silly,"  says  Rob- 
ert K.  Wilmouth,  who 
heads  the  National  Fu- 
tures Assn.  "They  prob- 
ably r'ecognized  that."  In- 
deed, in  r-ecent  months  the 
two  chair-men  insist  that 
they  have  cooled  down 
their  feud.  Sandner  attr-ib- 
utes  their  disagreements 
to  a  "learning  curve"  as 
the  pair  got  to  know  each 


other-.  "That's  now  out  of  the  w;!*' 
says.  "We  can  take  the  confi-omt 
out  of  the  issues."  Ar'bor  concur-s:  '  v- 
going  to  be  working  closer  ami  o 
together." 

But  futur-es-industr-y  member-s  .-e 
holding  theii'  breath.  "The  natur-e  <  t. 
business  is  competition,"  says  Jn  i 
Damgar-d,  pr-esident  of  the  Futur; 
dustr'y  Assn.  "It  makes  it  alniD: 


JOINT  EFFORTS  HAVE  SOUREDi 

SCUTTLED  A  joint  venture  for  Globex,  a  coriji 
work  that  allows  24-hour  trading  for  custorriDj . 
wide.  The  Board  of  Trade  has  launched  a  co  y 
system,  increasing  costs  for  customers  that  i  e 

SUNK  Negotiations  for  unified  trade-clearin 
banking.  Common  clearing  would  streamline' 
cut  costs  for  both  customers  and  the  exch?  ■  e 

THREATENED  Development  of  handheld  troir 
puters.  Billed  as  an  antifraud  measure  to  re:3' 
paper  cards  still  used  to  record  transaction^  t 
vices  also  would  reduce  errors  and  cut  den  . I 


"»1 
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ible  for  them  to  shake  hands  and 
'We  are  Chicago.' " 
>  a  degi'ee,  the  trouble  between  Ar- 
and  Sandner  reflects  a  longtime  ri- 
}  between  their  constituents — the 
;erous,  sweaty  floor  traders  who 

viewed  one  another  as  the  compe- 
I  for  generations.  But  it's  more  than 

For  all  they  seemingly  have  in 
non,  the  two  chairmen  also  have 
sing  personahties.  Sandner,  the  for- 
boxer,  is  combative  and  decisive. 
)r,  the  cerebral  mountain  climber, 
sharmer  who  relies  on  smooth  talk 
compromise  to  win  his  way.  What 

share  is  a  fierce  stubbornness.  All 

it  makes  a  volatile  brew. 


contest  victory  that  landed  him  on  the 
front  page  of  the  Chicago  Sun-Times. 
Arbor  hit  bottom  as  a  teen  when  his 
divorced  mother's  drinking  forced  him 
into  Mercy  Home  for  Boys  &  Girls,  a 
Catholic-run  orphanage  in  Chicago. 

Strangers  helped  them  both.  For 
Sandner,  it  was  former  world  middle- 
weight champ  Tony  Zale,  who  saw  po- 
tential in  the  umoily  teenager  and  per- 
suaded Sandnei'  to  clean  up  his  act. 
Under  Zale's  iron  thumb,  Sandnei'  be- 
came a  disciplined  amatem-  boxei'  with  a 
58-2  record.  He  made  up  lost  time  at  a 
new  high  school  and  won  an  athletic 
scholarship  to  the  Univei-sity  of  Arizona. 

Likewise,  Arbor  found  role  models 


erns.  As  a  teetotaler;  he  pushed  for  I'e- 
forais  but  also  answer-ed  a  want  ad  for'  a 
Board  of  Tr-ade  gr-ain  company.  Within  a 
few  years,  he  hit  it  big  as  a  trader — 
then  went  bust.  He  rebuilt  his  stake  by 
working  in  construction  and  retur'ned 
to  the  pits  for  good. 
SHOUTING  MATCH.  Both  men  became 
well-r'egarded  futures  executives  and 
wor'ked  harxl  in  t  xehange  politics.  Sand- 
ner' took  over'  tlie  Mer-c  in  1991,  Ar-bor 
the  Board  of  Tratie  two  years  later.  Be- 
fore then,  the  exchanges  were  pushing 
for  cooperation.  And  though  the  chair- 
men vowed  to  continue  and  arranged  a 
few  one-on-one  dinnei-s  to  discuss  the 
future,  the  honeymoon  didn't  last. 

One  by  one,  common  ventures  fell 
apart.  A  plan  to  unify  tr-ade-clear-ing  op- 
erations exploded  in  mid- 1993,  when 
Sandner  formed  a  separ-ate  partnership 
with  the  New  Yor*k  Mercantile  Ex- 
change. In  dueling  press  releases,  an 
angry  Arbor  accused  Sandner  of  bad 
faith,  while  Sandner  claimed  to  be  "sur- 
prised and  disappointed"  by  Ar'bor''s  re- 
action. The  acrimony  spread  into  Globex 
negotiations,  with  Arbor  accusing  Sand- 
ner' of  going  behind  his  back  to  hold 
])rivate  meetings  with  their  fellow  part- 
ner's. Sandner  denies  this.  By  last  year", 
the  feud  spilled  into  Chicago  Mayor 
Richard  M.  Daley's  office.  Hizzoner  had 
to  separate  the  pair  during  a  shouting 
match  over  how  to  organize  a  charity 
boxing  benefit  pitting  Boar-d  of  Trade 
members  against  Mer'c  members. 

Wliile  both  insist  such  antics  ar-e  be- 
hind them,  insider's  fear'  the  develop- 
ment of  handheld  tr'ading  computers  will 
be  the  next  initiative  to  sour'.  Not  sur- 
prisingly, the  two  have  different  strate- 
gies for  pushing  ahead  with  the  sys- 
tem— how  fast  to  intr-oduce  it  and  how 
much  to  spend  on  futur-e  development. 

Even  if  the  handheld-computer  proj- 
ect proceeds,  ther'e  ar'e  other-  problems. 
Given  the  for-eign  competition,  Arbor 
and  Sandner  will  need  to  wor'k  as  team- 
mates to  keep  ft'om  slipping  further-  be- 
hind. Most  of  Chicago's  volun;ie  growth 
has  come  fr'om  contracts  introduced 
more  than  a  decade  ago.  And  a  block- 
buster- pr'oduct  of  the  future  is  nowher-e 
in  sight.  Member-  fii-ms  say  that  instead 
of  bickering  over  mutually  beneficial  is- 
sues such  as  unified  trade-clearing,  the 
exchanges  should  be  looking  har'd  for 
that  new  competitive  weapon. 

In  fact,  many  members  think  Arbor- 
and  Sandner  should  merge  the  exchang- 
es to  provide  a  unified  front  against 
competition.  Both  chair-men  say  they'd 
consider  it.  But  in  the  elbow-thr'owing, 
every-man-for-himself  atmosphere  of 
Chicago's  pits,  unity  is  already  an  elu- 
sive concept.  And  Sandner  and  Ai-bor 
have  enough  trouble  just  being  civil. 

By  Greg  Burns  in  Chicago 


though  they  grew  up  in  differ-ent 
iborhoods,  Ar-bor  and  Sandner  both 
'  born  into  troubled  wor-king-class, 
-Itahan  families.  Each  suffer-ed  be- 
3  of  a  parent's  alcoholism.  Sandner, 
had  a  hard-drinking  father,  dropped 
)f  Cathohc  high  school  at  age  16  to 
p  gas.  It  didn't  help  that  his  strait- 
1  teachers  disapproved  of  his  one 
iccomplishment:  a  citywide  dance- 
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in  the  tough  priests  at  Mercy  Home.  A 
bookish  kid,  he  embraced  their  stoic 
philosophy.  To  this  day,  he  has  never- 
sampled  alcohol,  tobacco,  or  caffeine.  He 
ti'ains  to  the  point  of  exhaustion  for'  his 
climbing  expeditions.  "They'r'e  fier-cely 
independent  people  who've  had  to  fight 
hard  for  everything  they've  gotten," 
says  Hal  T.  Hansen,  pr-esident  of  Car-gill 
Investor  Ser-vices  Inc. 

Neither'  had  auspicious 
starts  in  the  pits.  Sandner', 
who  attended  Univer-sity 
of  Notre  Dame  Law 
School,  start:ed  practicing 
law  in  Chicago  but  tr-aded 
por-k  bellies  during  his 
lunch  hour-.  He  lost  Ms  fii-st 
stake  within  a  few  weeks 
but  soon  got  the  hang  of  it 
and  gave  up  law  for  live- 
stock futur-es.  Ar-bor  start- 
ed out  teaching  high  school 
and  then  served  as  mayor 
of  Harwood  Heights,  a 
blue-collar  Chicago  subur-b 
known  for  its  all-night  tav- 
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GO-GO 

GOLIATHS 

These  giants  keep  on  expanding-just  like  scrappy  startup 


The  People  Dept.  at  Southwest  Airhnes  Co.  is  bracing 
foi-  a  long,  gTueling  Saturday.  But  unlike  some  other 
comi)anies'  personnel  sections  that  have  to  put  in  ex- 
tra hours,  it's  not  preparing  mass  layoffs.  Instead, 
staffei-s  will  be  interviewing  200  internal  candidates  ap- 
plying for  the  100  management  jobs  opening  up  in  reserva- 
tions— thanks  to  Southwest's  rapid  expansion. 

Over  at  Home  Depot  Inc.,  it  looks  as  if  the  retailer  didn't 
come  in  exactly  on  target  for  store  openings  last  year:  The 
old  goal  was  a  25%  increase,  to  330  stores.  Instead,  the  chain 
finds  itself  with  340  locations,  a  29%  jump — after  investing 
$150  million  in  a  joint  venture  in  Canada  (page  65). 


And  in  an  era  of  belt-tightening,  Microsoft  Corp.  woi 
that  its  staff  is  getting  too  accustomed  to  riches  and  suc( 
In  a  memo  last  year,  the  company  chided  managers  al 
catered  lunches  and  little  gifts  for  good  work.  It  compla 
things  had  gotten  so  far  out  of  hand  it  wouldn't  be  surj 
ing  to  see  handouts  of  leather  Gucci  jackets  with  the  MS  1 

Oh,  to  have  problems  like  these.  As  other  corporate  gi 
continue  to  downsize,  rightsize,  and  reengineer  their  wa 
supposed  health,  highfliers  such  as  Microsoft,  Home  De 
and  Hewlett-Packard  are  proving  that  big  doesn't  necessj 
mean  bumbling.  And  they're  not  alone.  Thundering  thro 
industries  as  diverse  as  retaihng  and  steelmaking  are  s  * 
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1 


)me  Depot 


Ham  Harris,  senior  vice- 
ndent,  corporate  development 


liam  E.  Harris  takes  seriously 
ome  Depot  Inc.'s  mantra  about 
ig  close  to  the  market.  For  years, 
i,  the  retailer's  senior  vice-presi- 
for  corporate  development  and  its 
real  estate  executive,  visited 
plot  of  land  the  company 
it.  And  with  Home  Depot  plan- 
:o  increase  its  outlets  by  25%  a 
that  meant  quite  a  bit  of  racing 
d.  But  by  1998,  the  Atlanta 
any  aims  to  have  opened  a  total 
0  stores,  including  460  new/ 
-in  Canada,  Mexico,  and  the 
-so  Harris,  60,  has  decided  to 
with  tradition  and  skip  a  few 
isits.  "I  physically  can't  do  it  any 
"  he  says. 

/sically,  perhaps  not.  But  elec- 
ally  and  telephonically,  Harris 
tays  on  top  in  executing  Home 


Depot's  expansion  of  its 
home-improvement  and  gar- 
den-supply network.  The 
chain  faces  the  same  prob- 
lems as  an  army  in  a  war  of 
conquest:  seizing  the  right 
territory,  maintaining  supply 
lines,  controlling  occupied  terrain,  and 
planning  offensives. 

Home  Depot  assaults 
new  fronts  in  distinct 
waves.  The  first  wave,  Har- 
ris says,  "plants  the 
flag" — putting  three  or  four 
stores  on  the  perimeter  of 
a  designated  city.  Each 
store  typically  serves 
100,000  households, 
which  have  median 
incomes  of  $45,000.  And 
75%  of  those  households  are  owner- 
occupied.  Once  the  initial  stores  reach 
combined  sales  of  about  $50  million, 
Harris'  second  wave  fills  in  the  territo- 
ry with  new  outlets  designed  to  make 
Home  Depot  dominant  over  three  to 
five  years. 

The  campaign  doesn't  stop  there. 


OPENING  UP 

Home  Depot 
wants  to  increase 
the  number  of 
its  stores  by 

a 


0 

a  year 


When  sales  surpass  Home  Depot's 
average  of  $400  per  square  foot,  or 
when  growth  lags  behind  the  inflation 
rate,  Harris  figures  that  a  store  is  get- 
ting too  crovi/ded:  Home  Depot  will 
close  a  thriving  store  and  open  two 
smaller  ones  to  improve  the  shopping 
experience  for  customers,  a  tactic  Har- 
ris calls  "cannibalizing." 

As  long  as  demand  for 
its  wares  keeps  growing, 
Harris  doesn't  worry 
about  overbuilding. 
Instead,  he  used  to  fret 
that  he  wouldn't  find 
enough  real  estate  veter- 
ans to  manage  Home 
Depot's  growth,  but  the 
property  debacle  of 
recent  years  has  glutted 
the  employment  market  with  realty 
pros.  "We're  finding  lots  of  people 
with  trench  warfare  experience,"  he 
says.  And  Home  Depot  is  making 
sure  they're  armed  with  the  customer 
data  they  need  to  map  a  winning 
campaign. 

By  David  Greising  in  Atlanta 


•kable  Go-Go  Goliaths.  For  years,  these  companies  have 
d  in  the  kind  of  swift,  sure  growth  more  often  found 
g  fieet-footed  entrepreneurs.  They're  grabbing  new 
sts,  churning  out  better  products — and  coping  with 
ing  costs  and  ballooning  bureaucracies, 
all,  BUSINESS  WEEK  has  identified  10  companies  that 
demonstrated  these  talents  while  achieving  growth 
in  sales  and  profits  that  put  them  well  ahead  of  the  herd 
i).  This  admittedly  subjective  list  isn't  all-inclusive: 
;  are  other  big  corporations  that  fit  the  bill.  But  these 
inies  are  the  clear  standouts,  and  they  represent  a  wide 
:y  of  industries  and  competitive  situations. 
lERK  NAYSAYING.  Absent  from  the  list  ai'e  such  illustrious 


5  as  General  Electric,  at&t, 
sler.  That's  something  of  a 
ise,  because  steady  perfor- 
is  at  some  of  these  compa- 
-and  sharp  turnarounds  at 
I — ^have  given  the  lie  to  some 
^  knee-jerk  naysajang  about 
coiporations  in  recent  yeai*s. 
iler,  for  one,  has  reinvented 
-from  the  shop  floor  to  the 


Johnson  &  Johnson,  and 


for  example,  has  thrived  in  the  roiling  health-care  industry, 
thanks  to  a  decentralized  management  that  allows  various 
units  to  operate  almost  as  independent  companies. 

And  of  course  there's  ge,  which  has  evolved  into  the  very 
model  of  a  thriving  behemoth  under  John  F.  Welch  Jr.'s 
relentless,  hard-driving  management,  ge  shows  that  con- 
glomerates don't  necessarily  grow  at  a  glacial  pace.  In  the 
five  years  ended  in  1994,  ge's  sales  and  profits  have  grown 
at  average  annual  rates  of  nearly  4%  and  9%,  respectively. 

Such  growth  is  nothing  to  sneeze  at  for  a  $60  billion  com- 
pany. Still,  even  these  giants  don't  match  the  phenomenal 
records  of  the  Go-Go  Goliaths.  These  exemplars  turn  in  sales 
and  earnings  growth  well  into  double-digits,  far  outstripping 
their  big-company  brethren.  And  in  the  era  of  the  pink  slip. 


eir  Sizzling  Returns 


COMPANY 


'94  SALES  94  PROFITS 

MILLIONS  OF  DOLLARS 


AVERAGE  ANNUAL  CHANGE* 


SALES  PROFITS 


STAFF 


MARKET  VALUE 


WAL-MART                        $67,345      $2,333  28%      23%  18% 

HEWLETT-PACKARD             24.99  ■         1,599  16         15  1 

tive  suite.  Along  the  way  it  ...MOTOROLA  .22,245  1,550  18  26  3 

)sts  and  sped  up  introcluc-  INTEL  11,521  2,288  30  44  7 
f  models  such  as  its  popular  ■  'hOME  DEPOT 9,239 457 36 44 31 

mpact  Neon.  Likewise,  at&t,  .   

dLnsizing,  IS  chasing  new  ...^'CROSOFT  4^549  1 J45  44  48  32  

VF**  4,320  245  12  10  8 
U.S.' HEALTHCARE** 27545 300 29 126 21 
SOUTHWEST  AIRLINES  2,592 179 22 31 18 
NUCOR  **  2^254 124 14 11 3 
AVERAGE  CHANGE  % 

FOR  ALL  BIG  COMPANIES!  ' 


iss  with  all  the  vigor  of  a 
ip.  Its  acquisition  of  McCaw 
ar  Communications  Inc.  pro- 
T&T  into  a  leading  position  in 
jss  communication, 
ere  ar-e  also  a  few  large 
anies  that  have  grown 
ily  despite  changing  envi- 
ents.  Johnson  &  Johnson, 
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*Growth  rate  measured  over  five  years,  using  latest  available  data 
tincludes  those  with  annual  sales  of  at  least  $2  billion 


*L993  data 
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BUSINESS  WFFK  /  FFRRIIARY  1.^  iqQSBS 


Cover  Story 


many  are  adding  employees  at  an  equally  rapid  pace. 

Diverse  as  they  are,  these  leviathans  offer  lessons  that  ai-e 
of  use  to  the  rest  of  Corporate  America.  After  a  decade  of 
watching  IBM,  General  Motors,  and  Seai's  Roebuck  brought 

low,  we've 
come  to  think 
of  big  compa- 
nies as  plod- 
ding and 

arthritic:  too  ponderous — and  too  imprisoned  by  their 
past — to  cope  with  technological  upheaval  in  lightning-fast 
global  markets.  But  at  the  veiy  core  of  these  Go-Go  Goliaths 
is  a  culture  that  embraces  change.  Above  all,  they're  willing 
to  abandon  long-cherished  formulas  to  adapt  to  market  real- 
ities. "Good  companies  not  only  can  learn.  They've  also 
learned  to  forget,"  says  C.  K.  Prahalad.  professor  of  business 
administration  at  the  University  of  Michigan  and  co-author 
of  Competing  for  the  Future,  which  offers  companies 
strategic  insights  into  the  coming  years. 
BE  NIMBLE.  Of  course,  some  of  these  titans  enjoy  virtual  mo- 
nopolies of  theu'  own  creation — Intel,  for  example.  And  others, 
such  as  Home  Depot,  have  canned  out  unique  market  niches. 
But  histoiy  is  littered  with  once-pioneering  companies  that 
lost  out  to  faster,  nimbler  rivals. 

That's  why  these  giants  are  often  willing  to  make  their 
products  obsolete  before  rivals  do.  Consider  Hewlett- 
Packard  Co.  (page  67).  hp's  latest  ink-jet  printer,  introduced 
in  October,  replaces  a  black-and-white  model  launched  last 
March.  The  old  model  was  the  world's  best-selling  comptit- 
er  printer,  but  the  new  one  offers  color,  not  just  black  and 
white.  With  the  optional  color-printing  kit,  the  new  model 
costs  S414 — ^just  $49  more  than  the  monochrome  one. 
"We've  developed  a  philosophy  of  killing  off  our  own  prod- 
ucts with  new  technology',"  says  Lewis  E.  Piatt,  hp's  chief 
executive.  "Better  that  we  do  it  than  somebody  else." 

Just  as  important,  these  giants  have  managed  to  stay  fresh 
and  forward-looking.  By  their  nature,  small  companies  are 
flexible  and  customer-focused.  But  big  outfits  need  mecha- 
nisms and  management  tools  to  institutionalize  those  qual- 
ities. That's  why  many  successful  giants  pride  themselves  on 
lean  management.  Even  though  Nucor  Corp.'s  annual  sales 
top  S2  billion,  the  steelmaker's  one-story  headquarters  in  a 
suburban  Charlotte  (X.C.)  office  park  is  staffed  by  only  23 
people.  There  are  no  la\\yers  and  no  public-relations  officei"S. 
And  when  guests  come.  Chairman  F.  Kenneth  Iverson 
escorts  them  to  what  he  jokingly  describes  as  the  "corporate 
dining  room" — a  lunch  counter  across  the  street. 

The  payoff  for  acting  small  while  thinking  big  comes  in  the 
kind  of  returns  usually  seen  at  small  hot -growth  companies. 
As  other  retailers  suffered  through  a  consumer  drought  in 


recent  years,  i-evenues  at  Home  Depot  climbed  by 
year  in  the  five  years  ended  in  1994,  while  profits  gi"f 
a  year.  Microsoft's  five-year  record  is  also  stellar:  Sale 
profits  at  the  software  colossus  have  increased  by  more 
47*7^  and  53%  a  year,  respectively.  The  contrast  with  ri 
the-mill  big  companies  is  stark:  Since  1989,  average  a 
sales — for  companies  in  the  $2  biUion-plus  league 
grown  by  a  modest  1%,  while  net  earnings  dropped  s 
ly  every  year,  according  to  Standard  &  Poor's  Compu 
The  payoff  extends  all  the  way  to  Wall  Street.  In  a  r 
study  of  the  largest  U.  S.  companies.  Mercer  Manage 
Consulting  Inc.  found  that  investors  will  pay  at  least 
more  for  an  added  dollar  of  profit  generated  through  re^ 
growth  than  for  that  same  dollar  produced  by  cost  i 
tions.  In  retail,  for  instance,  Mercer  found  that  Home  D( 
compound  annual  growth  in  market  value  from  1989  to 
was  58%,  compared  with  only  12%  for  profitable  cost-cue 


ACCEPT  CHANGE  The  marketplace  is 
in  constant  flux.  That  means  goals  and 
procedures  must  be  continually 
reviewed  and  updated.  Strive  to  make 
your  own  products  and  services  obso- 
lete: If  you  don't,  rivals  will. 


LISTEN  TO  CUSTOMERS  They  re  the 
best  gauge  of  how  a  company  is  faring 
against  competitors.  Involving  them  m 
the  process  of  developing  new  products 
and  services  helps  guard  against  isola- 
tion and  arrogance. 


DECENTRALIZE  AUTH0RI1 

IS  key  in  fighting  creeping  bur 
Quick  decision-making  is  also 
competitiveness.  Lower-level 
who  are  close  to  customers  ar 
kets  need  the  say-so  .to  make 


HIRE  CAREFULLY  Sign  up  S 
people  at  all  levels  who  demof 
versatility  and  responsiveness, 
growth  often  strains  any  organ 
ability  to  maintain  its  staff  qui 
and  supervision. 


Lessons  From 
The  Thriving 
<jiants 

What,  are  they  doing  right? 
Diverge  as  these  leviathans  are, 
they  ht^^  something  to  teach 
the  rest  oj"  Corporate  America 
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Hewlett-Packard 

lames  Olson,  general  manager, 
Meo  Communications  Division 


It  looked  like  mission  impossible 
back  in  May  1992,  when  Hewlett- 
'ackard  General  Manager  James  D. 
)lson  was  told  to  plunge  his  divi- 
ion— then  a  maker  of  microwave 
est  gear — into  the  hot  market  for 
ligital  video.  He  had  11  months  to 
;et  his  nerdy  engineers  to  develop 
i  suite  of  products — such  as  com- 
luters  to  send  movies  to  homes — 
ind  get  them  to  market. 

A  daunting  task?  Sure.  But  at  a 
ompany  that  prides  itself  on  its 
wift  response  to  changing  markets 
ind  counts  on  products  that  are 
ess  than  two  years  old  to  generate 
nore  than  60%  of  its  current 
iquipment  orders,  it  certainly  isn't 
incommon.  In  1994  alone,  Olson's 
'ideo  Communications  Div.  has 
■uddenly  made  dark  horse  hp  a 


leader  on  the  Infobahn. 
It  has  signed  deals  to 
supply  video  computers 
to  Pacific  Telesis  Video 
Services,  BellSouth, 
Southern  New  England 
Telephone,  and  the 
government  of  Singapore.  Time 
Warner  Cable  Group's  video-on- 
demand  trial  in  Orlando  will  include 
a  special  hp  printer  that 
lets  users  pluck  still 
images  off  video. 
"We've  transformed  our- 


NEW  MARKETS 


selves  from  gearheads 
into  gladiators,"  says 
Olson,  44,  an  electrical 
engineer  who  joined  the 
company  in  1974. 

The  key  to  the  trans- 
formation: a  complete 
revamping  of  product  development. 
The  unit,  which  used  to  take  up  to 
six  years  to  develop  new  offerings, 
now  takes  less  than  nine  months. 
How?  First,  Olson  had  his  engi- 
neers consult  with  potential  cus- 
tomers. That  way,  they  knew  what 


At  Hewlett-Packard, 
new  products 
account  for  more 
than 


0 

of  its  orders 


features  to  include,  avoiding  end- 
less tinkering.  Then,  they  simpli- 
fied manufacturing  by  using  com- 
mon parts.  Many  products  use  the 
same  power  supplies,  for  example. 
They  even  decided  to  buy  some 
components  and  software  from  out- 
side sources  rather  than  develop 
such  gear  more  cheaply  in-house, 
as  long  as  that  approach  speeded 
development. 

For  example,  hp  ini- 
tially purchased  con- 
verters that  adapt  vari- 
ous video  formats  from 
Britain's  Vistek  Elec- 
tronics Ltd.  and  sold 
them  under  the  hp 
logo.  At  the  time,  such 
deals  were  almost 
unheard  of.  But  in  the 
race  to  come  up  with  new  prod- 
ucts, the  practice  has  become  far 
more  common.  These  days,  pleas- 
ing the  marketplace  takes  prece- 
dence over  tradition. 

8y  Robert  D.  Hof  'n 
Santa  Clara,  Calif. 


as  Ames  Department  Stores  Inc.  "You  can't  shrink  to 
tness,"  says  Dwight  L.  Gertz,  a  Mercer  vice-president, 
lat's  a  notion  employees  can  certainly  appreciate.  Instead 
oiing  out  pink  slips,  many  of  these  behemoths  have 
.nded  their  payrolls.  At  Microsoft,  with  16,000  employees, 
'counts  have  gi-own  an  average  of  32%  a  year  since  1989. 
.'ontrast,  the  average  payroll  of  all  big  companies  has 
mded  by  less  than  1%  a  year,  according  to  s&p. 
nee  they're  not  distracted  by  restructuring,  Goliaths  can 
)te  energy  to  vv'hat  they  do  best:  responding  to  oppor- 
ty  with  astonishing  agility.  In  October,  Microsoft  ceo 
lam  H.  Gates  III  made  an  exception  to  his  long-standing 
tice  of  developing  his  own  products:  He  agreed  to  pay 
billion  for  Intuit  Inc.,  which  produces  personal-finance 
Arare.  Gates  hopes  for  a  leg  up  in  the  rush  to  provide 
icial  services  on  the  Information  Superhighway, 
milarly,  with  rivals  Continental  and  United  aiming  to 

replicate  South- 
^.  west's  low-fare, 

shoit-haul  formula, 
Southwest  has 
accelerated  its 
expansion.  After 
acquiring  Morris 
Air  Corp.  in  late 
1993,  Southwest 
Airlines  Co.  upped 
its  capacity  by 
29%  in  1994. 
"When  you  have 
this  tremendous 
flux  in  the  outside 
world,  you  don't 
want  to  get  'fluxed' 
yourself,"  says  ceo 
Herbert  D.  Kelle- 


nbONTINUOUSLY  Don  t 

)n  training — even  in  lean 
Tnproving  employees'  skills  is 
to  a  company's  ability  to  iden- 
ih  opportunities  and  respond 
changing  markets. 


lOL  COSTS  Financial  targets 
ful.  But  it's  just  as  important 
ir  a  frugal  corporate  culture 
I  the  example  of  top  manage- 
.avisfi  perks  send  the  wrong 
;e  to  employees. 


her.  Ti'ue,  Southwest  recently  announced  that  fourth-quar- 
ter earnings  fell  47% — largely  the  result  of  fare-discounting 
to  defend  its  niche.  But  profits  are  expected  to  resume  grow- 
ing by  at  least  12%  a  year  over  the  next  five  years,  after  a 
projected  7%  increase  this  year,  estimates  Michael  W. 
Derchin  at  NatWest  Securities  Corp. 
SHRUNKEN  TURF.  There's  irony,  of  course,  in  the  discovery 
that  big  isn't  always  bad.  After  all,  for  most  of  Industrial 
America's  histoiy,  lai-ge  outfits  have  been  envied  foi-  their  coi- 
nucopia  of  advantages:  economies  of  scale,  market  clout,  and 
vast  resources — of  capital,  facilities,  technology,  and  talent. 
Those  riches  have  enabled  big  companies  to  expand  both  at 
home  and  abi'oad.  But  in  recent  years,  as  markets  fragment- 
ed and  competition  intensified,  many  giants  have  spent  more 
time  defending  their  empires  than  conquering  new  territory. 
They  became  champions  of  the  status  quo. 

IBM,  for  example,  remained  wedded  to  the  mainframe  long 
after  the  emergence  of  lucrative  personal  computers.  Sears, 
in  an  effort  to  protect  its  private-label  products,  stubborn- 
ly refused  to  stock  the  brand-name  appliances  that  shoppers 
demanded,  gm  and  Ford  Motor  Co.  were  both  slow  to  capi- 
talize on  the  growing  demand  for  minivans — out  of  fear  of 
cannibalizing  their  conventional  station  wagons.  All  too  often, 
such  efforts  to  defend  turf  have  yielded  nothing  but  a  small- 
er turf.  The  upshot:  The  chief  skill  possessed  by  legions  of 
U.  S.  managers  is  the  art  of  shrinkage.  But  paring  costs  and 
slashing  jobs  are  no  substitute  for  growth.  "Getting  lean  and 
mean  is  no  small  thing,  but  lean  and  mean  is  not  a  business 
strategy,"  says  management  guru  Tom  Peters. 

For  fast-growing  Goliaths,  mass  remains  an  awesome 
weapon.  Consider  $11.5  billion  Intel.  With  its  near-monopoly 
on  the  most  lucrative  kinds  of  microprocessors — the  brains  of 
PCS — Intel  has  more  resources  than  its  rivals  to  lavish  on 
research  and  development:  It  will  spend  more  than  $1  biUion 
this  year  on  r&d,  compared  with  $275  million  by  Advanced 
Micro  Devices  Inc.,  its  nearest  competitor.  Neither  the  dis- 
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covery  of  a  bug  in  its  new  Pentium  chip — nor  the  slownes^ 
that  it  showed  in  responding  to  customer  concerns — is  apt  to 
erode  its  commanding  lead,  according  to  analysts.  Sheer  size 
is  also  an  advantage  for  Microsoft.  But  because  of  its  near- 
monopoly  in 
personal  com- 
puter operat- 

  ing  systems 

and  its  highly 

aggi-essive  sales  tactics,  competitors  have  captured  the  atten- 
tion of  federal  regulators  with  allegations  of  unfair  practices. 
Microsoft  denies  any  wrongdoing. 

The  challenge  is  to  make  sure  bigness  doesn't  lead  to  bloat. 
These  Goliaths  preached  frugality  long  before  it  became  fash- 
ionable. Mici'osoft  follows  what  it  calls  the  "n-minus-one"  the- 
ory of  head-count  growth:  If  five  extra  people  are  needed  for 
a  task,  Microsoft  will  allocate  four.  Surprise!  The  work  gets 
done  anyway.  At  Southwest,  capital  e.xpenditures  of  more  than 
.$1,000  must  be  approved  by  a  department  head,  the  chief  oper- 
ating officer,  and  the  vice-president  for  finance. 
FORGET  MEMORANDUMS.  Watching  pennies,  however,  is  only 
one  aspect  of  bui'eaucracy-busting.  Some  big  companies  ex- 
hibit a  cultui-al  antipathy  to  perks  and  red  tape.  Like  all 
top  Intel  managers,  ceo  Andi-ew  S.  Grove  has  a  cubicle,  not 
a  private  office.  And  when  they  travel,  executives  fly  coach 
and  rent  subcompact  cars:  Ford  Escorts  are  jokingly  known 
as  "Intel  limousines."  Meanwhile,  at  U.  S.  Healthcare  Inc.,  one 
of  the  nation's  biggest  and  fastest-growing  health-mainte- 
nance organizations,  meetings  are  prohibited  between  9  a.m. 
and  4  p.m.,  and  memos  are  banned. 

Others  have  reinvented  their  management  structures  to 
combat  the  almost  inexorable  urge  to  centralize.  "It's 
something  you  have  to  work  at  all  the  time,"  warns  Hewlett- 
Packard's  Piatt.  In  the  1980s,  hp  almost  collapsed  under  the 
weight  of  38  central  committees  that  ruled  on  everything 


from  product  pricing  to  where  a  new  product  should 
launched.  In  1990,  Piatt's  predecessor,  then-CEO  J 
Young,  dissolved  the  committees  and  decentralized  alnr 
every  aspect  of  hp's  business.  Instead  of  relying  solely  c 
central  r&d  staff,  as  many  companies  do,  hp  hands  over  n 
of  its  massive  $2  billion  research  budget  to  its  four  opei 
ing  groups  to  spend  as  they  wish.  "You  can't  spend  $2  bil 
efficiently  in  any  kind  of  centralized  way,"  says  Piatt. 

Lean  and  responsive  management  alone  won't  hold  ri^ 
at  bay,  of  course.  Thriving  Goliaths  also  never  lose  sigh 
the  marketplace.  Motorola  Inc.,  for  example,  encourages 
wireless  divisions  to  compete  against  each  other — on  the  t 
ory  that  the  marketplace  will  ultimately  pick  the  winn 
technology.  The  company's  General  Systems  Sector,  whic' 
developing  a  new  technology  to  increase  the  caUing  cap; 
ty  of  cellular  networks,  is  going  head-to-head  against 
Land  Mobile  Sector,  which  has  joined  with  Nextel  Comi 
nications  Inc.  The  two  are  developing  a  multi-use  wirel 
service  that  will  offer  everything  from  calling  to  text  pagi 

Close  contact  with  customers  also  means  more  busin( 
For  instance,  VF  Corp.,  maker  of  Lee  and  Wrangler  jea 
has  linked  its  computers  to  those  of  its  retailers.  Now,  it 
track  daily  sales  and  replenish  stocks  automatically,  with' 
cumbersome  order  forms.  That  makes  for  happy 
tomers — and  bigger  orders. 

Microsoft  goes  even  further  when  it  comes  to  customer  c 
tact.  In  December,  it  delayed  the  release  of  its  Windows 
operating  system  until  August — partly  the  result  of 
unprecedented  level  of  testing.  Although  analysts  reckon 
delay  could  slow  Microsoft's  revenue  growt,h  to  5%  this  qu 
ter  and  next  and  cost  it  millions  in  potential  earnings  this  y( 
most  are  betting  Windows  95  will  revolutionize  software  ap' 
cations  and  eventually  generate  a  windfall  for  the  compa 

The  testing  began  in  1992,  almost  immediately  after  ■ 
introduction  of  Windows  3.1.  Engineers  sat  down  with  foi 
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ps  made  up  of  users  from  a  couple  of 
a  companies  to  find  out  what  new  fea- 
;  and  capabilities  they  wanted.  From 
they  came  up  with  the  Ten  Command- 
:S  for  Windows  95,  including  more  user- 
dly  gi'aphics.  Then  came  usability  stud- 
n  1993.  In  a  lab  at  headquarters, 
Dsoft  asked  experienced  and  inexperi- 
d  users  to  try  the  new  features, 
rvers  behind  one-way  mirrors  noted 
easy  or  tough  a  time  people  had.  Last 
ner,  Microsoft  started  field  studies.  A 
i"  version  was  sent  to  40,000  customers, 
provide  independent  feedback. 

keep  attuned  to  customers,  successful 
,ths  have  pushed  decision-making  down 
e  managers,  who  know  the  market  fii'st- 
.  Each  of  Nucor's  21  plant  managers  is 
)nsible  for  sales,  purchasing,  and  per- 
s\.  Sure,  it  might  be  cheaper  to  cen- 
:e  those  functions  at  headquarters.  But  the  steelmaker 
es  the  cost  of  duplication  is  more  than  outweighed  by 
oved  responsiveness  to  the  marketplace  (page  70). 
APPLICANT  IN  10.  Naturally,  if  they  want  lower-level 
igers  to  take  on  more  responsibility,  companies  must 
:  sure  they  have  the  needed  skills.  That's  tough  when  a 
■any  is  moving  at  a  breakneck  pace.  At  Motorola,  which 
i  13,000  employees  in  1993,  every  job  candidate,  even 
;  looking  for  factory  work,  goes  through  thi'ee  days  of  in- 
ews.  During  that  time,  applicants  wiite  a  composition 
ake  4i^hour  tests — ^in  math,  problem-solving,  and  ability  to 

on  a  team.  Only  one  candidate  in  10  makes  the  cut. 
.  Southwest,  the  hiring  process  is  called  "targeted  selec- 
■'  For  instance,  the  airline  interviewed  35  of  its  best 
5  to  find  what  qualities  they  had  in  common.  One  key 


There's  no 
guarantee  the 
Go-Go  Goliaths 
of  today  won't 
stumble  later  on: 
It  took  IBM  more 
than  70  years 
to  flounder 


trait  it  discovered  was  a  willingness  to 
work  as  part  of  a  team.  (After  all,  it's  not 
unusual  for  Southwest  pilots  to  help  flight 
attendants  tidy  cabins  after  a  landing  to 
speed  airport  turnarounds.)  Southwest 
now  uses  those  characteristics  to  evaluate 
applicants  (box).  Last  year,  Southwest's 
turnover  was  about  7%,  including  retire- 
ments— half  the  industry  average. 

Staff  training  is  also  critical  if  big  com- 
panies are  to  maintain  their  standards  and 
corporate  culture  in  the  face  of  constant 
expansion.  Once  in  the  door,  the  typical 
Motorola  employee  gets  40  hours  of  training 
a  year  to  refine  such  skills  as  teamwork  and 
problem-solving.  Employees  can  also  take 
courses  at  their  factories  in  communications 
and  technical  skills  or  can  attend  classes  at 
Motorola  University  at  headquarters  in 
Schaumburg,  111.  Motorola  spends  about  4% 
of  its  payi'oll  cost  on  training  and  development,  compared  with 
an  average  of  1.2%  for  all  U.  S.  companies.  Thanks  to  its  moti- 
vated workforce.  Motorola  says  the  quality  of  work  at  its  man- 
ufacturing sites  has  steadily  improved.  The  company  calcu- 
lates it  has  scarcely  30  defects  for  eveiy  1  milhon  opportunities 
there  are  to  make  mistakes,  down  from  7,000  defects  in  1987. 

The  healthy  giants  also  make  exhaustive  efforts  to  moti- 
vate and  communicate  with  employees.  For  example,  Kelle- 
her  and  about  90  of  Southwest's  other  top  executives  spend 
at  least  one  day  a  quarter  in  the  field,  working  in  areas  out- 
side their  own  departments.  Of  course,  pay  is  an  important 
motivator,  too.  At  successful  Goliaths,  pay  for  performance 
isn't  a  concept  limited  to  the  executive  suite.  Steelworkers  at 
Nucor,  for  instance,  are  eligible  for  productivity  and  quality 
bonuses  that  are  typically  130%  to  150%  of  base  pay.  That  can 


)uthwest 

I  Bailey,  manager, 
oorate  employment 

four  women  are  chatting  ami- 
ly  about  everything  from  their 
hoods  to  tough  problems  they've 
J  on  the  job.  But  what  might 
I  like  nothing  more  than  a 
dly  kaffeeklatsch  is  actually  an 
il  job  interview  at  Southwest  Air- 
Co.  The  four  are  competing  for 
Dening  in  the  airline's  "special 
eting"  department,  which  aims 
tract  as  passengers  more 
lesswomen,  elderly  travelers, 
/oung  people. 

ading  the  session  is  Rita  V.  Bai- 
:he  energetic  manager  of  corpo- 
employment.  Dressed  m  blue 
;s,  a  red  polo  shirt,  and  a  cardi- 
Bailey,  42,  has  managed  to  turn 
tentially  tense  situation  into  two 
s  of  relaxed  conversation.  It's 
hat  Southwest  takes  job  inter- 
5  lightly.  But  the  airline  finds 


that  an  informal  approach  yields 
more  information  than  stiff,  one-on- 
one  meetings. 

While  other  companies  might  con- 
sider human  resources  a  backwater, 
the  People  Dept.  at  Southwest  "is 
like  the  keeper  of  the  flame,"  says 
Treasurer  John  D.  Owen.  Lately,  the 
125-member  department  has  been 
taxed  to  its  limits.  Over  the  past  four 
years,  Southwest's  staff  has 
increased  by  97%,  to 
about  17,000  employ- 
ees. Despite  Southwest's 
breakneck  growth,  Bai- 
ley insists  that  the  com- 
pany won't  compromise 
quality  to  speed  up  its 
hiring  process.  For  this 
marketing  opening,  Bai- 
ley has  already  inter- 
viewed 22  applicants,  including  the 
four  women  above.  And  she's  likely 
to  call  in  an  additional  half-dozen  for 
consideration. 

In  this  case,  the  marketing  back- 
ground of  the  four  applicants  is 
important.  But  Bailey,  who  joined 
the  airline  17  years  ago  as  a  ticket 


agent  in  El  Paso,  and  Camille  T. 
Keith,  vice-president  for  special  mar- 
keting, seem  more  intent  on  finding 
a  self-starter  who  has  a  willingness 
to  pitch  in  on  any  job,  even  blowing 
up  balloons  for  festive  events.  One 
candidate  says  that  she  has  always 
wanted  to  be  an  entrepreneur  and 
boasts  of  her  accomplishments  in 
her  current  job,  often  using  the  word 
"I."  Bailey  and  Keith  worry  she'll 
need  too  much  stroking 
and  won't  fare  well  on  a 
team. 

The  Southwest  manag- 
ers also  study  subtler 
clues — how  the  candi- 
dates interact.  "We  just 
want  the  kind  of  person 
who  can  relate  to  every- 
body and  everything," 
says  Bailey.  In  this  group  of  appli- 
cants, no  one  quite  fits  the  bill,  so 
there  will  be  no  callbacks.  It's  a 
time-consuming  process,  but  Bailey 
has  come  to  understand  that  careful 
hiring  at  the  start  avoids  a  lot  of  dis- 
appointments later. 

By  Wendy  Zellner  in  Dallas 


HIRING 

At  Southwest 
Airlines,  the  staff 
has  grown  by 


in  four  years 
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Nucor 


Rodney  Mott,  plant 
manager 

Rodney  B.  Mott  doesn't  look  like  a 
top  executive  as  he  cruises  along 
the  shop  floor  at  Nucor  Corp.'s  new 
steel  nnill  in  Hickman,  Ark.  But  his 
hard-hat  exterior  is  deceiving.  The 
43-year-old  Mott,  a  former  mill 
manager  at  U.S.  Steel  Group,  is 
one  of  21  plant  managers  whose 
surprising  independence  is  at  the 
core  of  Nucor's  nimbleness. 

There's  no  cumbersome  bureau- 
cracy at  the  Charlotte  (N.  C.)-based 
company.  The  agile  steelmaker  has 
decentralized  decision-making  so 
much  that  plant  managers  run 
almost  every  aspect  of  the  busi- 
ness. Mott,  for  example,  scours  the 
world  for  his  own  raw  materials.  He 
also  scouts  out  his  own  customers 
and  sets  his  own  production  quotas. 


"Hickman  operates  like  a  separate 
company,"  Mott  says.  And  he  has  a 
big  say  about  when  to  expand.  Last 
spring,  he  installed  a  second  $50 
million  caster,  which  turns  liquid 
metal  into  bands  of  steel,  nearly 
doubling  the  Hickman  plant's 
capacity,  to  36,000  tons  a  week. 

That  doesn't  mean 
that  headquarters  isn't 
paying  attention.  Fre- 
quent phone  talks  with 
the  central  office  are 
common.  And  almost 
every  measurable 
aspect  of  each  plant's 
performance  is  reported 
throughout  the  compa- 
ny. That,  in  turn,  leads 
to  plenty  of  competition 
among  the  plants.  "There's  a 
little  sibling  rivalries  going  on," 
Mott  acknowledges. 

As  his  Hickman  plant  grows,  so 
do  Mott's  responsibilities.  His  plant 
now  supplies  scrap  and  pig  iron  to 
other  facilities.  He  is  also  scouting 


MANAGEMENT 

Nucor's 

21 

plant  managers 

handle 
everything  from 
marketing  to 
production 

lot  of 


out  the  Carolinas  and  Virginia  for  a 
good  spot  to  build  Nucor's  next  fac- 
tory. All  this  strengthens  Mott's 
hand  within  the  company.  He's 
among  the  favorites  to  become 
chief  operating  officer  when  Chief 
Executive  F.  Ken  Iverson,  59,  steps 
aside  for  his  heir  apparent.  Presi- 
dent John  D.  Correnti. 

Perhaps  with  an  eye 
to  that  possibility,  a 
year  ago  Mott  turned 
down  the  presidency  of 
Gallatin  Steel,  a  Ken- 
tucky startup.  While  the 
Gallatin  position  paid 
more  money,  he  says, 
"I'd  still  be  taking 
orders."  That  would  be 
quite  a  change  from 
Nucor,  where  the  usual  advice  Mott 
gets  from  his  boss  is  "trust  your 
gut."  It's  not  always  easy  to  do.  But 
that's  the  way  decisions  get  made 
at  Nucor. 

By  Stephen  Baker 
in  Hickman,  Ark. 


give  workers  pay  of  about  $50,000  a  year — about  what  union- 
ized workers  earn  at  other  mills.  But  Nucor's  productivity  is 
far  superior:  At  its  Crawfordsville  (Ind.)  plant,  it  takes  less 
than  one  worker-hour  to  produce  a  ton  of  flat-rolled  steel, 
compared  with  an  average  of  four  worker-hour.'^  elsewhere. 

To  be  sure,  there's  no  guarantee  today's  hot-growth  giants 
won't  stumble  later.  Petei's  points  out  that  Southwest  and 
Wal-Mait,  for  instance,  are  relative  youngsters  alongside  IBM, 
which  took  more  than  70  years  to  flounder.  And  arrogance  can 
develop  more  quickly  than  that — as  demonstrated  by  Intel's 
initial  high-handed  treatment  of  its  Pentium  customers. 
Intel's  1994  profits  were  down  less  than  1%  after  a  $475  mil- 
lion charge  for  Pentium  replacements.  Says  CEO  Grove:  "We 
have  to  learn  some  skills  that  are  second  nature  to  others." 

Still,  this  decade  could  offer  the  best  promise  of  growth 


that  big  companies  have  seen  for  quite  a  while,  says  Mi( 
gan's  Prahalad.  That's  because  of  promising  markets  open 
up  abroad.  Already,  Motorola  is  making  a  big  push  along 
Pacific  Rim,  especially  in  China,  where  it  anticipates  s£|f 
that  will  equal  its  American  revenues  by  about  the  year  2(i 
And  while  their  efforts  in  Latin  America  will  be  slowedi? 
Me.xico's  meltdown,  even  Wal-Mart  and  Home  Depot,  whb 
focus  is  still  mainly  on  U.  S.  expansion,  are  testing  the  int- 
national  waters.  Wliether  at  home  or  abroad,  though,  the  a 
cessful  giants  aren't  likely  to  stray  far  from  the  lessons  t 
have  brought  them  this  far.  After  all,  speed,  flexibility,  { 
staying  close  to  customers  are  skills  that  know  no  boundar 
By  Wendy  Zellner  in  Dallas,  with  Robert  D.  Hof  c 
Richard  Brandt  in  Sa7i  Frayicisco,  Stephen  Baker  in  Pi 
burgh,  David  Greising  in  Atlanta,  and  bureau  reports 
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YouVe  got 

the  phones,  PCs, 

servers, 

LANs  and  VCANs. 

NOV\{  lefe 


Master  new 


what 


ways. 


you 


Sleep  peacefully  through 
a  2  a.m.  system  alarm. 


Let's  face  it.  The  real  point  of  having  all  that  stuff 
is  so  it  can  work  together  to  let  your  people  do 
more.  And  get  the  results  you  need. 

The  AT(^  Service  Advantage  can  help  make 
it  happen.  By  fitting  your  communications  hard- 
ware and  software  together  like  fingers  in  a  glove. 
Constantly  monitoring  your  systems.  Providing 
nationwide  support  around  the  clock.  And 
training  your  people  to  give  them  the  confidence 
to  use  what  you  have. 

Because  when  people  know  how  to  make 
technology  work,  they  use  it  to  their  advantage. 
They  can  focus  on  what  needs  to  be  done,  instead 
of  how  to  do  it.  They  work  the  way  they  want 


to,  instead  of  how  they  have  to.  And  they  make 
great  things  happen. 

So  call  AT&T  Global  Business  Communica- 
tions Systems  at  1 800  325-7466  ext.604.  And 
lets  talk  about  making  great  things  happen 
for  I'oz/r  business. 


AE^.  Where  innovation  leads. 


AT&T 


In' 


AUTOS 


HOW  MANY  REBATES 
CAN  FIT  IN  A  MINIVAN? 

With  sales  flattening,  Clirysler  and  Ford  revive  old  tricks 


When  their  fourth  child  arrived 
last  summer,  Cathie  and  Ken 
Zajac  knew  it  was  mini  van 
time.  Shopping  at  dealerships 
near  their  Pliiladelphia  home,  the  Zajacs 
fell  in  love  with  the  stylish,  smooth-rid- 
ing Ford  Windstar.  But  that  was  be- 
fore they  eyeballed  the  $24,000  sticker. 
"The  price  knocked  us  over,"  says  Ken 
Zajac,  35,  national  sales  manager  for  a 
sports  news  sei'vice.  The  couple  qiuckly 
retreated  to  used-car  lots  and  in  Janu- 
ary plunked  down  $17,000  for 
a  1994  Dodge  Grand  Caravan. 

The  Zajacs  aren't  alone. 
For  the  first  time  in  more 
than  a  decade,  the  torrid 
growth  of  sales  for  new  mini- 
vans  has  suddenly  slacked  off. 
The  reasons  ai-e  varied:  higher 
prices,  competition  from  sexi- 
er sport-utility  vehicles,  and 
family  budgets  squeezed  by 
climbing  mortgage  payments. 
The  result  has  been  bloated 
inventories.  In  late  Januaiy, 


Chrysler  Corp.  and  Ford  Motor  Co.  an- 
nounced rebates  of  as  much  as  $1,100  on 
minivans.  And  Ford  even  shuttered  its 
Windstar  factory  for  a  week.  "They've 
hit  a  wall,"  says  Salomon  Brother's  ana- 
lyst John  V.  Kir-nan. 
BADTIMING.  Startled  car-maker's  are  star-- 
ing  at  the  prospect  of  squeezed  profits 
on  one  of  the  industr'y's  biggest  money- 
makers. Although  minivan  sales  ar'e  still 
expected  to  gr'ow  slightly  this  year;  to 
about  1.3  million,  analysts  are  dialing 


SPINNING  ITS  WHEELS:  A  '96 

Cara  ua)i  i)i  a  test  chamber 


AS  THE  MINIVAN 
BOOM  STALLS... 


...COMPETITION 
IS  PICKING  UP 

SHARE  OF  MINIVAN  MARKET 
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MINIVANS'  SHARE  OF 
MARKET  FOR  CARS 
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back  their  previously  bullish 
casts  and  now  say  manufactu 
will  need  to  keep  juicing  up 
bates  and  other  sales  incent 
to  entice  consumers.  Ind 
Chrysler  Chairman  Robert  J. 
ton  i-ecently  conceded  that 
cost  of  such  incentives — W; 
reached  a  low  of  $410  per  vel 
in  the  fourth  quarter — would 
this  year. 

The  slowdown  couldn't  hit 
worse  time  for  the  No.  3  carr 
er,  which  rakes  in  as  much  as 
of  its  profits  from  minivans 
April,  Chrysler  will  start  se 
its  first  brand-new  minivan  s 
creating  the  segment  in  19SS. 
1996  models,  which  the  comj 
spent  $2.3  billion  to  develop, 
like  they'll  be  a  hit.  People  wa 
in  long  lines  for  a  chance  to  s 
them  during  their-  fii'st  public  app 
ance  at  Detroit's  annual  January 
show.  The  minivans  are  roomier 
more  stylish  than  the  old  models 
boast  neat  new  features,  such  ai 
optional  sliding  rear  door  on  the 
ver's  side. 

ROBBING  PETER.  But  launching  a  vel 
into  a  te])id  market  is  always  a  c 
lenge.  Moreover,  the  slump  compile 
the  delicate  process  of  clearing  out 
er  models  to  make  way  for  the 
Just  ask  Ford.  The  company  decide 
continue  selhng  its  older,  $18,000  A 
star  model  alongside  the  Wind: 
which  starts  at  $20,000.  But  dealers 
the  Aerostar  has  been  stealing 
cost-conscious  buyers  away  from 
newer  model. 

To  try  to  avoid  a  similar  b' 
Chr-ysler-'s  marketing  honchos  plar 
phase  out  1995  vans  in  stages,  as  ; 
duction  of  the  new  1996  model  rai 
up.  The  company  has  already  stop 
building  the  top-end  Chrysler  To-wi 
Country  and  loaded  versions  of  the  ( 
avan  and  Plymouth  Voyager.  Chry; 

slapped  the  biggest  reba] 
$750  to  $1,000,  on  those 
els.  If  all  goes  well,  mos' 
those  Voyagers  and  Cara' 
will  be  sold  by  the  time 
end  versions  of  the  new 
arrive  at  dealer'ships 
spring.  Meanwhile,  Chryi 
is  still  assembling  the  lev] 
priced  ver'sions  of  the  presj 
model.  Later  this  year,  b 
ever,  the  company  may 
forced  to  sweeten  the  can] 
$500  rebates  on  these  vj 


'95 
EST 
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"The  Most  RtuABLE  Copier  Ever 
lb  Play  The  GIme  Just  Got  Petter'' 

Rick  PiTiNO,  ChampiI)nship  Coach 


Whether  you're  crashing  the  boards  or  chairman  of  the  board,  you  need  a  big  producer 
you  can  reiy  on.  In  business,  that's  a  Sharp  IVlaster  Series  high-volume  copier/duplicator.  ^ 
The  SD-3075  is  the  most  reliable  high-volume  copier  ever  tested  by  Buyers  Lab.  And  at  75  ■ 
copies  per  minute,  it  was  the  first  copier  tested  that  produced  over  a  million 
copies  without  any  unscheduled  service. 

From  this  winning  tradition  comes  the  new  SD-3062.  It  produces  62 
copies  per  minute  and  finishes  multiple  sets  of  documents  at  the  touch  of  a 
button.  All  of  which  saves  time  and  ultimately,  money. 

To  see  how  the  right  Sharp  copier  can  be  a  big  time  player  for  you, 
call  for  a  free  copy  of  Sharp's  new  Winning  Game  Plan  Video. 
FREE  VIDEO  Or  fax  1-800-3-SHARP-3. 

YOU  NEED  A  WINNING  GAME  PLAN. 
CALL  1-800-BE-SHARP 


COPIERS  •  FACSIMILE  »  LAS 

r   • .      ©  .1994  Sharp  Electronics  Cor 


FROM  SHARP  /MINDS 
COME  SHARP  PRODUCTS- 


CASH  REGISTBtS  •  CALCULATORS  •  WIZARD*  OR(jANiZESS 


oration 


to  make  way  t'-n-  the.r  replacements. 

If  Chrysler".-  traiisition  stumbles, 
Ford  is  poised  to  pounce  on  any  weak- 
ness. After  the  Windstai-  debuted.  Ford 
gained  6  points  of  minivan  mai'ket  shai-e 
in  1994,  while  Chiysler  lost  3.5  points. 
And  this  year,  the  No.  2  carmaker  is 
eyeing  more  sales:  Cliiysler  will  build  at 
least  65,000  fewer  minivans  as  it  shifts 
factories  over  to  production  of  the  new- 
model.  To  keep  the  heat  on.  Ford 
matched  Chrysler's  giveaways  with  a 
nationwide  Sl.OOO  rebate  on  the  Aero- 
stat" and  more  than  doubled  the  Wind- 
stai-'s  markdown,  to  SI. 100.  "We  think 
we  have  the  bases  covered,"  says  Keith 
Bins,  marketing  plans  manager  for 
Foi'd's  minivans. 

STICKER  SHOCK.  With  penny-pinching 
consmnei-s  such  as  the  Zajacs  out  there, 
ChiTsler's  biggest  potential  pitfall  may 
be  pricing  its  new  van  too  high.  The 
company  ah'eady  increased  stickei-s  over 
the  past  year  by  about  5%,  with  the 
base  model  rising  a  hefty  81,341,  to 
$16,160.  Company  officials  say  entiy- 
level  prices  for  the  1996  models  will 
rise  only  enough  to  offset  the  addition  of 
standard  antilock  brakes,  now  a  §600 
option.  "We  ai-en"t  going  to  abandon  that 
end  of  the  market."  says  Richard  A. 
Winter,  general  product  manager  for 
the  minivan  platfonu  team.  Loaded  top- 
end  vei-sions,  such  as  the  Grand  \"oyag- 
er  LE.  which  ciurently  stalls  at  823,680, 
will  increase  more,  he  concedes. 

Still,  if  customers  dig  in  their  heels 
against  higher  prices  and  the  rebate 
game  really  gets  nasty.  Chiysler  has  an 
advantage.  Because  its  costs  are  lower, 
Chiysler  now  earns  an  average  gross 
profit  of  about  86.000  on  its  vans,  esti- 
mates Kiman.  At  Ford,  it's  more  like 
84,500  to  85.000,  while  General  Motoi-s 
Corp..  which  lacks  a  strong  entry,  is 
barely  breaking  even,  Kirnan  says. 
Moreover,  since  Chiysler's  new  van  has 
1,000  fewer  parts  than  the  one  it  re- 
places and  thus  is  easier  to  build,  profits 
could  jump  to  an  average  of  87.000  per 
van  once  production  is  up  to  ftill  steam. 
That  means  Chrysler  can  afford  to 
squeeze  its  competitors  with  fat  mar- 
keting incentives  and  still  turn  a  nice 
profit. 

In  the  next  few  months.  Detroit's 
marketing  moguls  hope  their  rebates, 
along  with  dollops  of  marketing  hokum 
in  the  traditionally  strong  spring  selling 
season,  will  bring  back  the  good  times. 
So  do  dealers  such  as  Alan  Spitzer. 
whose  22  retiiil  stores  in  Oliio  and  Flor- 
ida posted  a  30<~f  drop  in  minivan  sales 
in  December.  Xor  is  .January  looking 
too  hot.  If  that  kind  of  sluggishness  per- 
sists, the  auto  makei-s  may  have  to  con- 
cede that  theh"  high-profit  minivan  joy- 
ride  is  starting  to  loin  out  of  gas. 

By  David  Woodniff'  in  Detroit 


PENNZOIL  SWITCHES 
ON  ITS  SEARCHLIGHl 

It  s  forsaking  dealmaking  to  focus  on  oil  exploration  4 


Days  after  Thomas 
M.  Hainilton  took 
charge  of  Penn- 
zoil's  oil-explora- 
tion unit  in  1991,  he 
knew  he  was  in  trouble. 
Almost  eveiy  geologist 
had  been  laid  oft'  or  quit, 
leaving  few  promising 
fields.  The  company  was 
looking  fi'antically  for  ac- 
quisitions to  maintain  re- 
serves. And  instead  of 
tning  to  cap  the  prob- 
lems, Pennzoil's  manag- 
ei-s  bucked  responsibil- 
ity up  the  line,  sending 
Hamilton  a  two-foot 
stack  of  field-by-field 
drilling  reports  every 
Friday  morning.  "WTiat 
do  I  want  these  for?"  he 
finally  snapped.  "The 
last  thing  I  should  be 
doing  is  sitting  in  Hous- 
ton telling  om"  operatoi-s 
how  to  itm  theu'  fields." 

Yet  that's  just  what 
Hamilton  had  to  do. 
Decades  of  dealmaking 
by  founder  J.  Hugh 
Liedtke  had  vaulted 
Pennzoil  to  near-major 
status,  but  the  steady 
buying  camouflaged  me- 
diocre peifomiance  at  finding  and  devel- 
oping oil  and  gas  reserves.  Worse  still, 
the  legal  maneuvering  surrounding 
Liedtke's  crowTiing  achievement — the  S3 
billion  1988  settlement  from  his  court- 
room victoiy  over  Texaco  Inc.  for  bust- 
ing his  proposed  takeover  of  Getty  Pe- 
troleum Corp.  in  1983 — had  caused 
management  virtually  to  neglect  day- 
to-day  operations. 

"NEW  BALL  GAME."  Xow,  Chief  Execu- 
tive James  L.  Pate,  who  succeeded  the 
retiiing  Liedtke  as  chainnan  last  'Max.  is 
ti^jing  to  make  Pennzoil  as  eff'ective  a 
prospector  in  the  oil  field  as  it  has  been 
in  the  couiti'oom.  A  soft-spoken  fonner 
economist  who  came  to  Pennzoil  in  1976 


after  a  Commerce  Dept.  stmt  in 
Ford  Administration,  the  59-yeai, 
Pate  has  sold  off  laggard  units 
strengthened  the  company's  bak 
sheet.  Most  important,  he  has  put  P 
zoil  back  on  the  exploration  trail,  sp 
ing  8255  million  since  1992  on  ambit 
plans  to  develop  new  fields  abroad, 
with  cash  short  and  rivals  restructuij 
too,  skeptics  say  Pennzoil  still  1. 
"They  have  cut  costs,  but  so  has  e\ 
oil  company,"  says  Beai-,  Steams  & 
andyst  Frederick  P.  Leuffer  Jr.  "Wh 
er  Pennzoil  is  impro\ing  relative  to 
industiy  remains  to  be  seen." 

Certainly  change  was  needed: 
veai-s  after  its  windfall.  Pennzoil  has 


I 
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show.  Roughly  $050  million  went 
'  the  Purolator  oil-filter  business — 
sold  for  $206  million.  With  an  addi- 
$2.2  billion,  Liedtke  bought  a  9.5% 
in  Chevron  Corp.  By  1992,  Penn- 
•aded  half  its  Chevron  shares — 
A'orth  roughly  $1  billion — for  139 

oil  fields  in  the  Gulf  of  Me.xico. 
ioubled  reserves,  but  peifoiTnance 
IS  lackluster.  Analyst  Robin  Shoe- 
•  of  Lehman  Brothers  Inc.  esti- 

that  operating  eai'nings  for  1994 
,t  $289  million  on  sales  of  $2.5  bil- 
less  than  the  $328  million  Pennzoil 
:1  in  1991  on  similar  sales, 
e  has  wasted  little  time  cleaning 
oil's  slate.  In  October,  he  0.  K.'d  a 


PATE  HAS  POLISHED 
PENNZOIL... 

•  Sold  ailing  businesses  and  refocused  compa- 
ny on  three  key  areas:  motor  oils,  oil  and  gas 
exploration,  and  Jiffy  Lube  oil-change  outlets. 

•An  October  settlement  with  the  IRS  ends  12 
years  of  legal  wrangling  over  Texaco.  With  the 
Getty-Texaco  affair  behind  it,  Pennzoil  can 
concentrate  on  improving  operations. 

•  $303  million  in  new  equity,  restructured 
debt,  and  a  $500  million  write-off  last  fall  give 
Pennzoil  its  strongest  balance  sheet  in  years. 


...BUT  FACES  A  GUSHER 
OF  CHALLENGES 

•  Company  has  little  foreign  presence.  Penn- 
zoil must  boost  motor  oil  sales  abroad  and 
prove  it  can  develop  new  fields  in  Azerbaijan 
and  Qatar  as  cost-effectively  as  more  experi- 
enced rivals. 

•  Pennzoil  must  shrink  exploration  costs  and 
hike  production  from  aging  oil  fields.  Other- 
wise, cash  to  fund  hefty  dividends  and  ambi- 
tious foreign  exploration  will  dry  up. 

•After  years  in  which  oil  exploration  lagged 
behind  dealmaking.  Pate  must  create  a  more 
decentralized,  operations-oriented  culture. 


million  write-down  that  included 
tiling  from  back  taxes  on  the  Texa- 
tlement  to  losses  on  the  sale  of  a 
-mining  subsidiary  and  bad  real  es- 
tn  estments.  That  scarred  1994  re- 
Shoemaker  expects  net  earnings 
itinuing  operations  to  plummet  70%, 
•^t  $24  milhon.  Yet  even  excluding 
'lie  events,  Pennzoil's  net  mai'gin,  at 
w  ell  below  the  industi-y  average  of 
Still,  disgruntled  investors,  who 
led  Pemizoil's  stock  sink  from  97  in 
t(i  45  today,  applauded.  'Tt's  a  new 
^ame  now,"  says  analyst  Alan  D. 
;s  of  Gaines  Berland  Inc.  "Pennzoil 
0  back  to  being  an  e.xploration  corn- 
rather  than  a  htigation  company." 


To  get  there  may  take  more  hard 
choices.  Although  Pennzoil's  debt-to-cap- 
ital ratio  should  fall  from  QiV/i  to  52%.  by 
1998 — when  Pennzoil's  remaining  $900 
million  in  Chevron  shares  will  be 
swapped  to  reduce  debt — the  impi'oved 
balance  sheet  masks  another  problem: 
Operating  cash  flow  isn't  enough  to 
meet  capital  investments  and  the  $120 
million  dividend.  Although  asset  sales 
and  new  equity  made  up  the  difference 
in  the  past,  Leuffer  expects  Pennzoil's 
cash-flow  shortfall  to  top  $350  million 
foi'  1994  and  1995 — even  though  capi- 
tal spending  abroad  fell  to  $28  million 
last  year.  "Their  capital  needs  are  in- 
creasing, and  they  don't  have  the  mon- 
ey,"  says  Leuffer. 
"They  can't  afford  that 
dividend." 

But  Pate  insists  re- 
building performance 
will  be  enough.  Im- 
proving returns  at 
Pennzoil's  $900  million 
oil  and  gas  business 
will  be  vital;  with 
roughly  one-third  of 
revenues  and  earnings, 
it's  the  key  to  the  com- 
pany's future.  Liedtke 
counted  on  inflation 
and  high  cmde  piices 
to  keep  asset  values 
and  deals  rising — and 
dismissed  an  explora- 
tion staff  that  he 
thought  unnecessary. 
"But  the  environment 
has  changed  dramati- 
cally," Pate  says.  "Now 
operational  perfor- 
mance is  eveiything." 

Pate's  game  plan  is 
simple:  Squeeze  more 
production  out  of  ex- 
isting fields  while  sell- 
ing off  less  promising 
properties  to  fund 
long-term  exploration. 
For  now,  Pennzoil  is 
concentrating  on  over- 
seas sites  such  as  Azerbaijan  and  Qatar. 
Down  the  road,  new  technology  could 
also  unlock  huge  reserves  deep  in  the 
Gulf  of  Mexico. 
PENNY-PINCHING.  Ham- 
ilton,  a  well-regarded 
former  head  of  British 
Petroleum  Co.'s  inter- 
national exploration  ef- 
fort, has  made  some 
pi'ogress.  Pennzoil's 
costs  for  finding  and 
developing  a  barrel  of 
oil  topped  $8  in  1989, 
while  U.  S.  majors 
spent  around  $5.  By 
selling  the  least  pro- 


PENNZOIL'S  LAGGING  STOCK 
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ductive  sites  and  trimming  the  poilfoUo 
from  800  fields  to  500,  Hamilton  has 
lowered  costs  to  $5.40.  Now,  he  aims 
to  cut  that  to  $4.35. 

At  the  same  time,  Pennzoil  must  re- 
build shiTinken  resei-ves;  in  recent  years, 
it  has  replaced  just  60%  of  annual  pro- 
duction with  new  reserves.  In  1994,  new 
drilling  boosted  reserves  slightly,  to  448 
million  barrels  of  oil.  More  improvement 
should  come  from  the  long  neglected 
fields  Pennzoil  bought  from  Chevron. 
Take  the  South  Mai-sh  Island  gas  field  80 
miles  off  the  Louisiana  coast.  Early  last 
yeai;  Pemizoil  replaced  eight  aging  stixic- 
tures  with  a  1,200-ton  platfoi-m.  The  $70 
million  investment  is  paying  off:  New 
weDs  and  more  modem  technology  have 
increased  production  from  15  milhon  cu- 
bic feet  of  natural  gas  pei'  day  last  yeai" 
to  95  million  cubic  feet  today. 

Hamilton  is  also  ti-ying  to  create  a 
more  decentralized,  operations-oriented 
culture.  To  increase  flexibility  to  cope 
with  volatile  cmde  prices,  he  wants  field 
personnel  to  make  cost-benefit  trade-offs 
on-site — such  as  whether  to  fix  damaged 
wells  if  prices  don't  justify  the  invest- 
ment. Still,  tales  of  penny-pinching  are 
easy  to  find  in  the  Oil  Patch,  where 
500,000  jobs  have  been  lost  in  a  decade. 
"Pennzoil  is  doing  the  same  things  as 
eveiyone  else,  only  later,"  says  a  pro- 
duction manager  at  one  rival.  "They  do  a 
good  job  on  their  high-}3riority  fields  but 
have  been  pretty  neglectful  of  others." 
CRITICAL  SALES.  Pennzoil  is  also  a  late- 
comer to  the  global  oil  scene.  While  it 
has  signed  deals  to  develop  fields  in  Qa- 
tar, Egypt,  and  Azerbaijan,  overseas 
barrels  are  less  than  1%  of  its  total. 
Without  the  financial  or  technical  muscle 
of  the  majors,  "it's  a  difficult  call  as  to 
whether  they'll  be  successful  overseas  or 
not,"  admits  retired  board  member 
Douglas  J.  Bourne. 

Other  problems  could  also  crimp 
Pate's  plans.  Wami  weather  has  slashed 
natural-gas  prices  and  cut  the  value  of 
fields,  huiting  efforts  to  sell  $250  milhon 
worth  of  domestic  properties  this  year. 
If  those  sales  are  delayed,  cash  could 
quickly  dwindle — forcing  Pate  finally  to 
cut  Pennzoil's  dividend  or  trim  devel- 
opment spending.  But  Pate  says  the 
dividend  will  stand.  "I'm  not  saying 
mmmmmmmmmmmmi  there  won't  be  nega- 
tive cash  flow  next 
yeai' — or  even  the  yeai' 
after  that,"  he  says. 
"But  we're  going  to  do 
what's  needed  to  get 
our  growth  machine 
going."  So  long  as 
Pennzoil  wins  no  more 
landmark  lawsuits,  it 
might  get  there. 

By  Peter  Burrows 
in  Houston 
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MATERIALS^   

THE  BIcfsQUEEZE 
INTHEUB 

How  extreme  pressure  is  creating  exotic  materials 


CRUNCH  TIME:  A 
DIAMOND  ANVIL 


In  1987,  C.  W.  (Paul)  Chu  of  the  Uni- 
versity of  Houston  was  racing  scien- 
tists from  Moscow  to  Long  Island 
for  a  breakthrough  in  high-tempera- 
ture superconductivity.  On  a  hunch,  he 
prepai'ed  a  bit  of  coj^per,  barium,  lantha- 
num, and  oxygen  smaller  than  a  BB. 
Then  he  worked  high-pressui-e  alchemy, 
squeezing  it  under  pressui'e  18,000  times 
as  great  as  that  at  sea  level. 

Bingo:  When  electrodes  were  j^lugged 
in  to  the  blend,  it  conducted  electricity 
with  zero  resistance.  Chu  then  gTiessed 
he  could  acliieve  the  same  effect  at  ordi- 
naiy  pressure  by  substituting  yttrium 
for  lanthanum.  The  substitution 
worked — and  earned  Chu  worldwide 
fame  for  a  material  that  superconducted 
at  a  record  high  temperature:  at  -180C. 

Chu's  work  highlighted  how  extraoixli- 
narily  high  pressures  can  strong-arm 
elements  into  yielding  their  secrets.  The 

1^1 


high-pressure  manufacture  of  synthetic 
diamond  (by  squeezing  carbon)  is  al- 
ready a  near-billion-dollar  industiy.  To- 
day, researchers  are  using  pressm'es  ex- 
ceeding those  at  the  center  of  the  earth 
to  break  and  re-fonn  chemical  bonds  in 
eveiything  fi'om  hych'ogen  to  beach  sand. 
"Even  by  a  consei-vative  estimate,  we 
could  triple  the  range  of  materials  we 
now  know  just  by  squeezing  them,"  says 
Robert  M.  Hazen,  a  research  scientist 
with  the  Camegie  Institution's  Geophys- 
ical Laboratory  and  author  of  a  1993 
book  on  the  topic,  The  New  Alchemists. 

If  gases  can  be  compressed  into  sta- 
ble metallic  ciystals  they  might  super- 
conduct  even  at  room  temperatures. 
Superhard  glass  made  from  silicon  diox- 
ide— or  quartz — could  serve  as  wind- 
shields for  rockets.  A  metallic  foiTn  of 
hydrogen  could  be  an  incredibly  dense 
form  of  stored  chemical  energy.  "It 


would  be  something  like  30  times  n; 
efficient  than  any  existing  rocket  ft 
Hazen  says. 

The  laboratory  equipment  requ; 
to  achieve  these  awesome  pressure 
diamond  anvil,  is  no  more  than  8  inc 
tall  and  can  be  screwed  tight  by  hi 
It  works  by  amplifying  arm  poi 
through  gears  and  concentrating  all  ( 
into  an  extremely  small  area.  Th 
done  by  placing  a  tiny  sample  betw 
the  tips  of  two  cut  diamonds.  A  p 
with  a  hole  in  it  corrals  the  sample! 

Research  on  such  a  small  scale 
big  drawbacks.  The  products  are 
tiny — about  a  millionth  of  an  ounc 
to  be  useful  for  anything  except 
search.  Many  materials  revert  to  noi 
once  the  pressure  is  off.  And  high-p 
sure  science  can  be  hazardous.  Ha^ 
witnessed  one  explosion,  David  Mao 
Russell  Hemley  of  the  Caraegie  Insi 
tion  now  operate  experiments  from 
hind  a  steel  wall. 

With  real  money  probably  years 
most  work  on  exotic  high-pressure 
terials  is  going  on  in  universities, 
companies.  Cornell,  Harvard,  and 
University  of  California  at  Berk( 
have  substantial  progi-ams.  Thi'ee  y( 
ago,  the  National  Science  Founda 
established  a  Center  for  High-Press 
Research,  pooling  efforts  at  the  Ca 
gie  Institution,  Princeton,  and  the  S 
University  of  New  York  at  St 
Brook. 

HARD  LUCK.  High-p}'essm"e  research 
a  jolt  last  May  when  11  Russian 
French  researchers  claimed  in  the  j' 
nal  Physics  Letters  that  they  had  cr 
ed  a  material  harder  than  diamond  f 
"buckyballs,"  or  carbon-60.  But  sin 
claims  have  arisen  before,  and  some 
entists  argue  that  the  sam^ples  were 
small  to  be  reliably  tested. 

Squeezing  materials  does  more  t 
harden  them.  Compressing  gases  s 
as  hydrogen  liberates  their  electr 
turning  them  into  excellent  elect? 


HIGH-PRESSURE 
ALCHEMY 


It's  not  just  making  diamonds  from  graphite:  All  kinds 
of  ordinaiy  materials  take  on  startling  characteristics 
when  subjected  to  extremely  high  pressure. 


PHASE  SHIFT 

Ikaite,  lop,  and  three 
views  of  helium 
nitride  under  pressure 
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MATERIAL 

POTENTIAL  USES  | 

HYDROGEN, OXYGEN 

Fuel  cells,  superconductors 

CARBON-60,  OR  BUCKYBALLS 

Coatings  for  computer  disks,  abrasives 

SILICON  DIOXIDE 

Superhard  glass,  lightweight  car  components 

IKAITE 

Indicator  of  how  mineral  deposits  form 

HELIUM  NITRIDE 

Aid  to  research  on  inert  gases  ^ 
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Dependable  long-term  growth 


Benham  Target  Maturities  Trust 

With  today's  higher  yields,  it  may  be  time  to  consider  Beiiliam  Target 
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conductors.  Helium,  ordinaiily 
bond  with  nitrogen  when  suffic 
compressed.  Oxygen  is  ordinarily 
less — but  under  extreme  press 
foiTTis  ciystals  with  facets  of  red,  y| 
and  blue.  UCLA  professor  of  ph] 
ehemistiy  Malcolm  F.  Nicol  specJ 
that  sulfur  crystals  could  store  I 
mation,  with  different  colors  ofj 
serving  to  write,  erase,  and  read  j 

The  quest  for  a  superconductinJ 
tallic  hydrogen  is  taking  scientists 
realms  of  pressure  never  experi* 
on  earth — and  into  heated  rivalri 
well.  Reseai'chers  at  Harvard  Uni' 
ty  and  Carnegie  Institution  dis; 
over  what  happens  to  hydi'ogen  ; 
million  atmospheres,  or  megaba 
which  point  its  molecules  line  u 
water-melons.  Camegie  brags  it  w; 
fu'st  to  reach  2.5  megabars.  No  o: 
surpassed  3  megabars,  where  scie 
speculate  hydrogen  becomes  fully 
lie  and  superconducting.  The  big 
tion:  Will  metallic  hydrogen  remaii] 
tallic  once  the  pressure  is  off? 
MICROPOPS.  Commercialization  is] 
one  goal.  High-pressure  reseaix-her 
seek  to  understand  the  compositij 
stars  and  planets  and  the  sourcj 
earthquakes,  ucla's  Nicol  has  evi 
created  conditions  of  the  early  ea: 
fonn  chains  of  hydrogen  cyanide, 
he  believes  are  precursors  to  dna 
favorite  for  research  is  ikaite,  a  w; 
calcium  compound.  Its  behavior 
high  temperature  and  pressure 
light  on  how  veins  of  gold,  silver, 
other  ores  are  formed.  Raymond 
loz,  a  physicist  at  uc  Berkeley, 
gi-aduate  student  Charles  Meade 
posed  a  new  seismic  theoiy  after 
surizing  serpentine,  a  greenish,  i 
mineral.  A  microphone  attached  to 
amond  anvil  picked  up  a  pop 
sound — perhaps  a  miniatm*e  versior 
quake  that  occui's  when  water  is  ft 
out  of  sei'pentine  deep  undergroun 

Doubts  about  the  commercial  val 
exotic  high-pressui'e  materials  have 
away  mainstream  producer's  of  synt 
diamonds,  such  as  General  Electric 
mitomo,  and  De  Beei's.  "We're  a  m{ 
als  supplier  Just  creating  high-pres 
phases  doesn't  make  you  any  mo; 
says  William  F.  Banholzei;  manag( 
engineering  for  GE  Superabrasiv( 
Worthington,  Ohio.  But  in  labs  Kke 
Chu's,  the  big  squeeze  is  paying  off. 
recently  found  a  superconductor  thi 
hopes  could  be  produced  in  Indus 
quantities  by  depositing  the  materi; 
vapoi'  for™.  That's  the  kind  of  adv] 
that  keeps  the  pressm-e  on. 

By  Ruth  Coxeter;  ivith  Peter  Co; 
New  York 


111 


II 
I 

1 


78  BUSINESS  WEEK  /  FEBRUARY  13,  1995 
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Deveppiients  to  V^tdh 


EDITED  BY  OTIS  PORT 


A  PLAGE  IN  THE  SUN  FOR  WASTE  SILICON? 


FOR  YEARS,  SOLAR-ENERGY 

proponents  have  champi- 
oned silicon — the  stuff  of 
computer  chips — for  turning 
sunshine  into  electricity. 
Trouble  is,  the  cost  of  this 
form  of  silicon  power  is 
much  higher  than  volts 
from  fossil-fuel  generators. 
But  scientists  at  Oregon 
State  University's  Center 
for  Advanced  Materials 
Research  are  working  to 
change  that,  using  a 


tough  transparent  cement. 

With  this  high-tech  glue, 
the  scientists  want  to  build 
durable  solar  panels  by  mix- 
ing waste  sihcon  from  chip- 
making  plants  into  the  ce- 
ment. The  approach  should 
be  much  cheaper  than  using 
new  silicon  to  make  the 
panels.  In  fact,  the  semi- 
conductoi'  industry  might 
pay  to  have  its  scrap  silicon 
ground  up  for  plastic 
cement.  Some  10,000  tons  of 


toxic  silicon  waste  are  pro- 
duced in  the  U.  S.  Using  it 
all  to  generate  electricity, 
osu  figures,  could  match  the 
output  of  eight  nuclear 
power  plants.  One  clever 
concept  would  put  a  silicon 
tile  on  railroad  ties.  Each 
kilometer  of  track  would 
then  produce  100,000  watts. 
John  R.  Arthur,  an  osu  pro- 
fessor emeritus  who  direct- 
ed the  materials  center  un- 
til Jan.  1,  says  ironing  out 
the  wrinkles  may  take 
about  two  years. 


SUPERCOMPUTERS 
THAT  LinLE  GUYS 
CAN  BORROW 

FOR  SMALL  COMPANIES  TACK- 

ling  a  monster-size  science 
or  engineering  puzzle,  super- 
computer power  is  now  just 
a  modem  call  away.  Sandia 
National  Laboratories 
has  inaugurated  a  new 
business  connection 
called  Technology  Infor- 
mation Environment  for 
Industry,  or  TIE-In.  The 
service  shortcuts  the 
usual  federal  red  tape. 
Gaining  real-time  access 
to  Sandia's  awesome 
computer  horsepower 
requires  just  a  pat,  two- 
page  agreement. 

Alliant  Techsystems 
Inc.  is  the  first  customer 
to  link  up.  To  help  the 
Minneapolis  company, 
Sandia  shoots  objects 
into  window  glass,  then 
X-rays  the  glass  to  see 
how  it  was  affected.  As 
soon  as  the  raw  data  are 
captured,  Timothy  J. 
Holmquist,  a  researcher  at 
Alliant  Techsystems,  can  be- 
gin analyzing  the  results  fi-om 
his  office  in  Minnesota.  TIE-In 
labs  s})ecialize  in  areas  rang- 
ing from  welding  and  envi- 
ronmental information  sys- 
tems to  structural  analysis 
and  virtual  prototyping  of 
manufiicturing  processes. 


MAYBE  IT  IS  EASY  BEING  GREEN  

DOES  IT  PAY  TO  BE  GREEN?  PIONEERS  SUCH  AS  DUPONT, 

Dow  Chemical,  and  Procter  &  Gamble  have  insisted  for 
years  that  they  reap  big  savings  by  preventing  pollu- 
tion instead  of  trying  to  control  emissions  after  the 
fact.  Still,  the  notion  that  pollution  prevention  is  a  fi- 
nancial boon  has  plenty  of  doubters. 

Now,  a  study  by  Stuart  L.  Hart,  director  of  the  cor- 
porate environmental  management  program  at  the 

University  of  Michi- 
gan-Ann Arbor  busi- 
ness school,  makes  a 
strong  case  for  pollu- 
tion prevention.  Hart 
did  a  statistical  ana- 
lysis of  the  effects  of 
pollution  cutbacks  in 
1988  and  1989  on  fi- 
nancial performance 
from  1988  to  1991, 
using  127  companies 
from  the  Standard  & 
Poor's  500-stock  in- 
dex. After  accounting 
for  variables  such  as 
research  and  develop- 
ment intensity  and 
size,  his  findings 
show  that  operating 
performance  began  to 
improve  within  the 
fii"st  year — and  by 
!>i  evention  was  lifting  return 
on  equity,  tou.  Of  course,  the  biggest  polluters  benefit- 
ed most,  since  they  had  plenty  of  low-cost  opportu- 
nities on  hand. 

Based  on  this  work,  Hart  believes  most  companies 
could  slash  emissions  as  much  as  70%  before  hitting  a 
point  of  diminishing  retm-ns.  But  since  that  might  take 
10  yeai-s,  imj)rovements  in  technology  could  mean  that 
what  isn't  cost-effective  today  might  be  by  then. 


THESE  BOHLES 
NAG  YOU  TO  TAKE 
YOUR  MEDICINE 

WITH  TODAY'S  HUGE  ARSH 

of  drugs,  doctors  can  coc 
diabetes,  glaucoma,  hypeu 
sion,  and  dozens  of  othei: 
eases.  But  they  can't  j 
people  to  take  their  medi 
Forgetful  and  reluctan  ] 
tients  rack  up  $25  billiii 
avoidable  hospital  bills  £ 
year,  according  to  the  'Niv 
al  Pharmaceutical  CounI 
Reston,  Va.,  plus  bik 
moi-e  in  unnecessary  nu  i 
home  admissions. 

One  remedy  may  b( 
the  medicine  contai( 
themselves  to  remind; 
tients  when  it's  time  to ; 
a  pop.  Aprex  Corp.  in  ' 
mont,  Calif.,  builds  a  "sr.i 
bottle  cap  that's  equio 
with  its  own  chip,  a: 
clock,  and  a  tiny  display! 
cap  keeps  track  of  ho\ 
ten  the  bottle  is  openeda 
can  nudge  patients  with  I 
tronic  beeps. 

Now,  Aprex  has  add: 
modem  that  reads  the  i 
memory  and  automatii 
relays  to  Aprex  the  nuit 
of  times  the  cap  wasi 
moved  that  day.  If  the  a 
isn't  right,  the  patient  i 
a  reminder  call  in  the  ni 
ing.  The  service,  called  i 
ing  Partners,  costs  less  i 
$2  a  day — but  isn't  covr 
by  insm-ance.  Still,  Aprejt 
drawn  some  big  bad 
Last  fall,  Pfizer  investe 
million  to  join  Johnso 
Johnson  and  New  York  / 
as  an  equity  partner. 
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Client/Server 
Rapid  Applications  Development 


The  tough  decisions  aren't  always  made  at  the  top.  That's 
why  it's  important  to  empower  executives  and  every  othn 
decision  maker  with  the  right  information... at  the  right  time. 
And  tliat's  also  why  the  SAS"  System  is  redefining  tlie  role  of 
applications  development,  giving  you  a  complete  enterprise 
informaliun  systetn  that  taps  directly  into  your  organization's  \';Lst 
information  reservoir. 

Bring  an  Enterprise  View  to  Every 
Desktop — Executive  and  Otherwise 

With  the  SAS  System,  you  can  build  custom-tailored 
applications  in  far  less  time,  using  fewer  resources,  than  it 
takes  to  force-fit  an  off-the-shelf  solution  into  organization. 
And  because  the  SAS  System  has  its  own  built-in  strategy  for 
client/server,  you  can  integrate  data  and  applications  from 
difi'erent  hardware  platforms  into  a  single,  company-wide 
iiilormation  delivery  system. 


Build  applications  that  incorporate  pull-down  windows. .  .access 
to  electronic  mail... drill  down,  hotspotting,  and  exception 
reporting. .  .and  graphical  display  of  critical  .success  factors. 
Woi  king  hand-in-hand  with  these  basics — out  of  sight  but 
always  at  the  ready — are  literally  hundreds  of  powerful,  proven 
tools  for  virtually  every  decision  support  need:  financial 
planning  and  modeling,  coiporate  reporting,  quality 
im])i()\cincnt,  and  much  more. 

Take  30  Days  to  See,  and  Decide, 
for  Yourself 

Let  the  SAS  System  help  you  reach  the  right  decision  about 
applications  development,  EIS,  and  every  other  issue  impor- 
tant to  your  business.  Call  us  now  at  919-677-8200  for 
a  free  video  preview. .  .plus  detidls  about  a  no-risk  software 
evaluation  and  u]5coming  SAS  System  business  briefings. 


The  SAS*  System. 
The  World's  Leading  Information  Delivery  System. 


/M 

SAS  Institute  Inc. 
Sales  and  Marketing  Division 
SAS  Campus  Drive  □  Gary.  NC  27513 
Phone  919-677-8200  □  Fax  919-677-8123 


SAS  IS,.  n-K.sli  lcil  li.icl<iii.irk  nl  V\S  liiMmiie  liu 
Ci.pvnjjlil  "j  1'.)<H  In  SVS  liiMiiun-  liii 


p  YOU  WANT  TO  KNOW  WHAT 

:ars  and 

/ILL  BE  LIKE  IN 
ALKTO  SOME  OF  THE  PEOPLE  WHO 

LIVE  THERE. 

Ford  Motor  Company,  our  voung  designers  help  keep  us  in  louch  u  iih  ihe  Juture,  SHARING 
EIR  VIEWS  oj  the  world  they'll  he  inheriiinq  and  the  vehicles  they  envision  there.  To 
?n  their  horizons  even  further,  we  provide  them  with  access  to  other  Ford  design  studios 
n  Turin,  Italy  to  Melbourne,  Australia,  all  oj  which  are  linked  electronically.  In  this 
JBAL  STUDIO  "  environment,  these  men  and  women  of  the  computer  age  use  the  latest 
■s  and  technologies  to  design  vehicles  for  people  living  in  a  R.APIDl)  LHA\GI\G 
RLD.  At  Ford,  this  is  one  way  our  \oung  designers  make  sure  that  our  customers  get 

t  they  want,  bejore  they  even  know  the\    want  it.    lo  us.  that's  what  quality  is  all  about. 


"ORD     ♦      Ford  Trucks 


Lincoln      •  Mercury* 


}_UAL1TY    IS    JOB  1 


TRUCKS 

2005 


MARKETS 


WHY  INVESTORS 
STAMPEDE 

. . .  And  why  the  potential  for  damage  is  greater  than  ever 


TWs,  too,  shall  pass. 
If  eveiy  trader  and  investor  re- 
membered that  aphorism,  the  fi- 
nancial markets  would  be  far 
different.  But  time,  experience,  and  in- 
fonnation  haven't  made  people  any  the 
wiser.  Whatever  the  spark,  when  the 
markets  ignite,  a  flash  fire  can  still  eas- 
ily tuiTi  into  a  fii'estonn.  Traveling  up  or 
heading  down,  the  markets  habitually 
take  on  a  momentum  of  their  own,  and 
prices  end  up  "overshooting,"  or  reach- 
ing extreme  highs  or  lows  before  set- 
tling back.  It's  as  true  today  as  it  was 
when  the  stock  market  crashed  in 
1987— or  1929. 

The  panic  over  Mexico  is  a  case  in 
point.  For  the  past  few  years,  money 
surged  into  Mexico,  buoying  the  bolsa 
and  helping  to  finance  short-term  bor- 
rowing. Political  um-est  and  the  assassi- 
nation of  a  presidential  candidate  in  1994 
barely  dimmed  investor  enthusiasm. 
Then,  a  surprise  yearend  devaluation 
stunned  the  markets.  In  the  following 
weeks,  the  peso  plunged,  dragging  the 
value  of  Mexican  stocks  and  bonds  dowi. 
Only  a  U.  S.-organized  rescue  appeai'ed 
to  stop  the  carnage.  It  may  be  some 
months  before  it's  clear  to  what  extent 
prices  overshot,  but  in  a  few  weeks,  the 
peso  had  lost  more  than  50%  of  its  value 
against  the  dollar,  putting  it  well  below 
purchasing-power  parity.  How  could  this 
happen?  How  could  Mexico  go  fi'om  be- 
ing an  investor  darling  to  dog  so  quick- 
ly— and  cany  so  many  other  emerging- 
markets  down  with  it? 

Easily.  At  times  like  these,  the  mar- 
kets are  propelled  largely  by  psychology. 
As  bandwagons  fonn,  investors'  herd  in- 
stincts ft-equently  push  prices  far  beyond 
where  they  ought  to  go.  Yet  psychology 
can  tuiTi  on  a  dime  as  new  infomiation 
or  news  events  are  absorbed,  sending 
prices  off  in  the  opposite  direction.  This 
is  even  truer  during  a  currency  crisis 
than  during  a  market  crash,  because  for- 
eign investors  who  face  massive  ex- 
change losses  are  frequently  hostages  to 
indecisive  policymakers. 

Speculative  bubbles  and  crises  of  con- 


fidence are  not  new,  of  course.  But  the 
potential  for  financial  and  economic  dis- 
location is  gr-eater  than  ever  That's  be- 
cause the  growth,  sophistication,  and 
leveraging  of  financial  markets  around 
the  globe  has  enabled  investor  psychol- 
ogy to  have  swift  and  powerful  effects. 
A  wide  aiTay  of  new  securities,  ft*om 
collateralized  mortgage  obligations  to 
emerging  market  debt,  beckons  inves- 
tors. Pension  fimds  and  mutual  funds 
have  ventured  into  new  worlds  of  in- 
vestment. At  the  same  time,  high-speed 
ti'ansmission  of  infoiTnation  and  trades 
makes  it  easy  for  hedge-fund  managers 
and  pensioners  alike  to  move  in  and  out 
of  markets  at  will.  In  today's  global 
markets,  there  are  no  fii'e  walls. 
CASCADES.  Investor  behavior  is  still  a 
murky  area  fo)"  economic  research.  By 
now,  though,  economists  and  psycholo- 
gists have  concluded  that  the  most  im- 
portant factor  influencing  investor  be- 
havior is  the  recent  past — recent  news, 
recent  earnings  or,  for  that  mattei;  re- 
cent trends  in  the  markets.  That  means 
earnings  prospects  or  economic  funda- 
mentals count  for  little,  while  "this 
week's  bad  news  canies  far  too  much 
weight,"  says  Richard  H.  Thaler,  econo- 
mist at  Cornell  University. 

The  tendency  to  see  the  recent  past 
as  prologue  is  amply  demonstrated  in 
surveys  of  market  participants'  views 
before,  during,  and  after  the  crash  of 
the  Nikkei  225  at  yearend  1989.  Re- 
porting the  results  in  a  recent  paper. 


Robert  Shiller  of  Yale  Universit; 
co-authoi's  Fumiko  Kon-Ya  of  th 
pan  Securities  Research  Institut 
Yoshiro  Tsutsui  of  Osaka  Unive 
found  that  large  numbers  of  inve 
ignored  warnings  that  the  market 
becoming  more  and  more  overvalu 

Indeed,  just  before  the  crash,  4c 
the  Japanese  respondents  thought 
if  prices  dropped  3%  in  one  day 
market  would  nonetheless  rise  the 
day.  "This  impression  of  stability 
the  market  may  have  encouragec 
high  prices  that  the  Nikkei  reached 
before  the  crash,"  the  study  says 

The  Nikkei,  much  like  the  Dow 
years  before,  crashed  for  no  app£ 
reason — there  was  no  major  i 
event  or  economic  occurrence  that 
cipitated  the  break  in  prices  or 
could  adequately  explain  it.  But 
economists  call  "informational  casci|| 
may  explain  both  how  investors  B 
on  when  markets  gain  speculative 


When 

Markets 

Overshoot 

Identifying  overshooting 
while  it  occurs  is  difficult. 
But  after  the  fact,  periods 
of  jubilation  and  panic  are 
clearly  identifiable.  Here 
are  some  examples: 


1984-85 
DOLLAR  SURGE 


1987  U.S.  ST 
MARKET  m 


The  U.S.  dollar  had  been 
climbing  since  1981,  buoyed 
by  high  real  rates  of  interest. 
Widening  trade  and  budget 
deficits  should  have  stalled 
its  ascent,  but  speculative 
buyers  pushed  it  higher  until 
the  Plaza  Accord  in  Septem- 
ber, 1985. 


The  U.S.  bull  markel 
in  August,  1982,  as| 
economy  rebounded| 
porate  profits  grew.! 
rates  started  rising  | 
spring  of  1987,  wltf| 
rates  moving  towar(l 
digits,  but  stock  prii 
right  on  climbing. 
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m  and  how  bubbles  can  bur.-t. 
noiTiists  Ivo  Welch,  Sushil  Bikh- 
mi,  and  David  A.  Hirshleifer  of 
liversity  of  CalifoiTiia  at  Los  An- 
argxie  that  people  typically  ob- 
the  behavior  of  their  peers, 
3r  they  ai'e  choosing  a  restaui'ant 
investment.  Even  if  their  own 
ent  may  mn  contraiy,  when  they 
:hat  their  peers  favor  sometliing, 
ind  to  go  with  the  herd  and  justi- 
t  decision  by  reasoning  that  the 
;  of  opinion  must  be  coirect.  This 
;o  an  infoiTnational  cascade,  with 
people  observing  and  following 
then  Such  lemming-like  beha\ior 
erstandable.  It  takes  an  awfully 
ego  to  stand  one's  gi-oimd  ag-ainst 
of  opposing  opinion.  "Xo  one  is 
stupidly,"  says  Welch, 
pite  their  apparent  power,  these 
es  can  sMft  suddenly  in  the  oppo- 
rection  with  just  a  few  pieces  of 
ation — or  because  just  a  few  peo- 


The  central 
influence  on 
investor 
behavior  is 
the  recent 
past,  say 
psychologists. 
Long-term 
prospects  or 
economic 
fundamentals 
count  for  little 


urse.  In  fact,  a 


pie  decide  to  chanij 
look  back  at  the  period  just  before  the 
1987  crash  in  the  Dow  indicates  that 
money  in  the  options  market  was  antic- 
ipating a  sharp  decline.  Similarly,  when 
the  dollar  was  still  climbing  in  1984-85, 
six-month  fonvard  rates  pointed  to  a 
dollar  dechne,  even  though  one-month 
fonvards  showed  strength. 

It's  generally  the  smart  money,  the 
so-called  "stabilizing  speculators,"  who 
step  in  w-hen  prices  have  been  driven  to 
imexpected  troughs  or  who  exit  soaiing 
markets  before  outrageous  peaks  are 
scaled.  In  the  case  of  Mexico,  such  inves- 
toi-s  were  scarce — too  scaix-e  to  set  off 
cascades.  One  small  hedge-ftrnd  manager, 
figuiing  the  markets  had  oveireacted  in 
eaiiy  Januaiy,  bought  short-tenn  dollar- 
denominated  Me.xican  paper,  or  tesebo- 
nos,  in  the  secondaiy  market  to  jield 
30%^ — a  good  bet,  given  that  Mexicans 
sold  such  paper  at  auction  with  \ields 
of  20%  a  week  later  Some  {x>rtfolio  man- 


U.S.  STOCK 
(ET  CRASH 

jnged  508  points 
1987.  Within 
however,  prices 
:ed  at  year-earli- 
id  the  market 
iady  upward 
jgust,  1989,  the 
turned  to  its  pre- 


1989-90  JAPANESE 
STOCK  MARKET  CLIMB 

the  Nikkei  225  also  started 
climbing  in  1982  but  with- 
stood the  shock  from  Wall 
Street.  It  ascended  rapidly, 
reaching  a  peak  at  yearend. 
1989.  Prices  tumbled  over 
the  next  couple  of  years 
and  remain  below  the  1989 
peak. 


1994-95  MEXICAN 
MARKET  PLUNGE 

Mexico  was  buoyed  by  a 
surge  of  foreign  investment 
in  1992  and  1993.  Political 
unrest  worried  some 
investors  in  early  1994, 
but  it  was  the  surprise 
devaluation  of  the  peso  on 
Dec.  20,  1994, that 
spawned  a  panic. 


agers  gingerly  tested  the 
waters  with  small  pur- 
chases of  American  De- 
positai-y  Receipts,  which 
had  gotten  especially 
hammered.  But  it  took  a 
massive  rescue  program 
to  turn  things  ai'ound. 

By  their  veiy  size  and 
design,  the  markets  have 
encoiu-aged  fickle  behav- 
ior Look  at  the  ease  with 
which  capital  has  flowed 
across     borders  and 
pumjjed  up  the  growth  of 
new  markets.  Since  1989, 
says  David  D.  Hale  of 
Kemper  Corp.,  private 
capital  flows  to  emerging 
stock  markets  in  Latin 
America,  Asia,  and  Afiica 
have  expanded  fi-om  less 
than  $10  bilhon  a  yeai*  to 
between  $60  billion  and 
$80  billion  a  yeai\  Mean- 
wiiile,  the  combined  stock 
market  capitalization  of 
those  regions  now  ex- 
ceeds $2.1  trillion,  says 
Hale,  compai'ed  with  only 
$400  billion  5  yeai-s  ago  and  bai'ely  $100 
billion  10  yeai's  ago.  And  w^hen  money 
flow^s  to  emerging  mai-kets  tlirough  un- 
regulated mutual  funds  rather  than 
thi'ough  regulated  banks,  says  Albert 
M.  Wojnilower,  senior  economic  adviser 
at  CS  Fu-st  Boston  Investment  Manage- 
ment Coip.,  that  money  is  sm-e  to  be  far 
more  volatile. 

"INVOLUNTARY  DUMPING."  So  the  Janu- 
aiy tumble  in  Mexican  securities — and 
the  contagion  that  spread  to  other  Latin 
mai'kets — was  not  merely  a  matter  of 
psychology.  What  began  as  an  under- 
standable sell-off  picked  up  speed  be- 
cause scores  of  portfolio  managers  at 
mutual  funds  and  pension  fimds  had  no 
choice.  They  had  to  woriy  about  near- 
term  performance  and  about  meeting 
investment  criteria.  And  mutual  fund 
managers  had  to  wony  about  the  pros- 
I^ect  of  massive  redemptions.  "There  was 
a  lot  of  involuntaiy  dumping  and  forced 
selUng,"  observes  Robert  W.  Vishny,  an 
economist  at  the  University  of  Chicago. 

In  this  age  of  neai-peifect  inlbnnation 
and  highly  competitive  markets,  inves- 
tors aren't  supposed  to  overreact  and 
prices  ai'en't  supposed  to  ovei-shoot.  Any 
"mispricing" — that  is,  any  price  that 
doesn't  accui-ately  reflect  value — should 
be  quickly  traded  aw^ay  by  investors 
seeking  to  capitalize  on  the  market 
anomaly.  But  overshooting  and  over- 
reaction  continue  to  occur.  Given  hu- 
man nature  and  the  vast  and  sophisti- 
cated markets  that  people  can  play, 
that's  not  likely  to  change  anj-time  soon. 
By  Karen  Pennar  in  New  York 
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MUNICIPAL  FINANCE 


WILL  MERRILL  TAKE  A  HIT 
IN  ORANGE  COUNTY? 

An  arcane  legal  twist  could  stick  the  firm  with  part  of  the  tab 


The  similarities  art 
striking.  Back  in  1984. 
the  city  of  San  Jose, 
Cahf.,  sued  several  major 
brokerages  it  blamed  for 
some  $60  milhon  in  invest- 
ment losses.  Faced  with  a 
weak  legal  position  and  the 
prospect  of  millions  in  liti- 
gation costs,  all  but  two  of 
the  brokers  settled  for  a 
total  of  $24  million  with- 
out admitting  or  denying 
guilt.  Among  those  who 
mailed  in  their  checks  was 
securities  giant  Merrill 
Lynch  &  Co.,  which  ponied 
up  $750,000. 

Merrill  could  be  stuck 
with  a  vastly  larger  tab 
when  the  dust  settles  on 
a  similar  dispute  with  Or- 
ange County,  Calif.,  which 
filed  for  bankruptcy  on 
Dec.  6  because  of  $1.7  billion  in  losses 
from  risky  derivatives  investments. 
Merrill,  in  effect,  lent  the  county's  in- 
vestment pool  more  than  $1  billion  to 
leverage  up  its  portfolio.  On  Jan.  12, 
the  county  sued  Merrill,  seeking  up- 
wards of  $2  billion  in  restitution  for 
transactions  the  firm  allegedly  knew 
exceeded  the  county's  authority  and 
were  part  of  an  unwise  investment 
strategy.  Merrill  blames  County  Ti'eas- 
urer  Robert  L.  Citron,  who  ran  the  in- 
vestment pool. 

BEYOND  THE  PALE?  The  case,  though,  is 
likely  to  turn  on  some  ai'cane  legal  is- 
sues that  put  MeiTill  at  a  distinct  disad- 
vantage. Several  lawyers  contacted  by 
BUSINESS  WEEK  bet  that  Merrill  will 
agree  to  take  a  big  hit  to  avoid  pro- 
tracted litigation.  "My  instinct  is  that 
MeiTill  Lynch  will  have  to  settle  this 
case,"  says  University  of  wSouthem  Cal- 
ifornia law  professor-  Jennifer  H.  Ai'len. 
Some  guess  Men-ill  could  end  up  paying 
more  than  $100  million. 

No  way,  says  Merrill.  "I  think  we 
will  win  this  case  on  a  motion  long  be- 
fore you'll  see  a  trial,"  says  Dennis  J. 
Block,  a  partner  with  Weil,  Gotshal  & 
Manges,  which  is  representing  Men-ill. 


"We  believe  this  case  will  be  dismissed 
based  on  law  and  facts." 

The  ci-ux  of  both  the  San  Jose  and 
Orange  County  cases  is  what  are 
tenned  ultra  vires  actions — beyond  the 
scope  of  a  particular  entity's  legal  pow- 
er or  authoi-ity.  Orange  County  claims 
that  Citron  bon-owed  considerably  more 
money,  via  repurchase  agi-eements  with 
Merrill  and  others,  than  was  allowable 
under  the  state's  constitutionally  man- 
dated limits  on  county  debt.  Repurchase 


The  Blame  Game 


ORANGE  COUNTY  SAYS:  ■  MERRILL  LYNCH  SAYS 


Treasurer  Robert  Citron  was 
misled  by  Merrill,  his  finan- 
cial adviser,  which  lent  more 
than  $1  billion  to  the  coun- 
ty. Merrill  should  have 
known  that  Citron's  leverag- 
ing of  the  county's  invest- 
ments exceeded  the  state- 
mandated  ceiling  on  county 
debt.  Thus,  the  firm  should 
not  have  lent  him  money 
beyond  that  ceiling. 


The  suit  is  entirely  without 
merit  and  will  be  dismissed. 
Merrill  was  not  Citron's 
financial  adviser  and  did 
not  mislead  him.  Investment 
strategy,  including  leverag- 
ing the  portfolio,  was  Cit- 
ron's responsibility.  The 
county  debt  limit  does  not 
apply  to  the  investment  pool 
that  Citron  managed. 

DATA  BUSINESSWEEK 


agreements  are  a  forni  of  collater; 
lending  where  one  party  sells  secu 
and  agi'ees  to  buy  them  back  in  tl 
ture  at  a  higher  price.  Because  C 
exceeded  his  authority,  the  cc 
claims,  the  loan  transactions  wer 
valid,  and  Men-ill  should  return  t- 
county  all  coUateml  and  interest.  A 
rill  comt  filing  says  the  debt  limits 
apply  to  the  county's  investment  \ 
Although  Citron  almost  single-] 
edly  managed  the  pool  for  years,  IV 
could  have  trouble  arguing  tht 
should  take  the  blame  for  his  ac 
County  lawyers,  led  by  James  M 
and  J.  Michael  Hennigan,  assert 
Califoi-nia  requires  contractors  de 
with  the  state  to  know  the  intricac 
state  law.  Thus,  Merrill  should 
known  that  Citron  acted  beyond  h 
gal  authority.  Says  Hennigan:  "[M 
Lynch's]  investment  scheme  was  i 
and  contrai-y  to  California's  statutei 
constitution." 

PRECEDENTS.  The  San  Jose  case 
be  a  troublesome  precedent  for  M( 
say  attorneys.  The  U.  S.  district 
judge  ruled  that  the  city's  repur( 
agreements — by  which  San  Jose 
aged  up  its  investment  portfolio — 
ultra  vires  because  they  were  ou 
state  investment  guidelines.  The 
i-uled  against  the  brokers  who  re: 
to  settle.  Weil  Gotshal's  Block  ai 
the  case  is  not  a  precedent  becau 
factual  differences. 

A  cu-cuit  court  judge  in  West  Y\ 
ia  ruled  against  Morgan  Stanley 
in  an  earlier  ultra  vires  case.  In  19 
state  investment  pool  suffered  $22f 
Hon  in  losses.  Morgan  Stanley  was  o 
many  dealers  who  sold  Treasury  s 
ities  to  the  state.  According  to  the  ji 
the  ti-ansactions  were  inherently  spe 
five  and  thus  beyond  the  manager* 
thority.  Most  dealers  settled  and 
$28  million.  The  judge  levied  a  $56 
lion  judgment  on  Morgan  Stanley,  v 
is  appealing  the  rulin 
"If  Orange  Co 
were  to  win  an  vAtra 
argument,  they  woul 
75%  of  the  way  home 
large  judgment,"  says 
lumbia  University 
professor  John  C.  Cc 
Yet  a  victory  for  ei 
Orange  County  or  M' 
on  nan-ow  legal  techi 
ities  still  won't  answe 
larger  question  of  wl 
to  blame. 

By  Nanette  Byrne 
Los  Angeles  ivith  I 
Nathans  Spiro  in 
York 
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oconferencing  ]  The  AT&T  Software  Defined  Data  Network  now  available  in  our  video 
mt;  rooms  allows  you  to  meet  tace-to-face  with  virtually  anyone,  anywhere  in  the  world.  (And  you 
ati_hing  television  made  you  leM  productive.)  For  rcMivatioihi  call  your  travel  LVivultant  ar  (800)  -iOl-TIAIE. 


Insid|  W|tll  Street 


BY  GENE  G.  IWARCIAL 

LOnO  FEVER 
COULD  STRIKE  HERE 

Guess  who's  back  on  track?  gtech 
(gtk),  and  it's  sprinting  higher  after 
a  bad  spill  in  early  December.  The 
stock  of  this  leading  worldwide  opera- 
tor and  supplier  of  computerized  lot- 
tery systems  had  slumped  to  a  low  of 
16  late  last  year.  But  it  has  since 
resurged,  shooting  up  close  to  its  52- 
week  high  of  23.  That's  remarkable  for 
a  company  whose  sales  and  earnings 
slackened  last  year  because  of  increas- 
ing competition.  So  what's  fueling  the 
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recent  flareup  in  gtech's  stock?  Take- 
over talk. 

International  Game  Technology  (igt), 
the  dominant  maker  of  coin-operated 
slot  machines,  is  beheved  to  be  eye- 
balling  GTECH.  Analysts  say  the  lot- 
tery system  maker  is  worth  35  to  40  in 
a  buyout. 

One  New  York  money  manager  who 
is  close  to  management  insiders  at 
International  Game  says  the  slot-ma- 
chine maker  wants  a  friendly  merger 
with  GTECH,  based  in  West  Greenwich, 
R.  I.  The  proposed  deal,  according  to 
this  investment  pro,  is  a  stock-cash 
swap  transaction.  But  infomnal  talks 
between  executives  in  both  companies 
have  been  stymied,  said  the  source, 
because  of  the  recent  weakening  in  the 
price  of  International  Game's  stock — 
from  nearly  24  in  September  to  13M 
on  Jan.  31. 

Still,  a  merger  with  International 
Game  would  be  the  logical  move  for 
GTECH,  according  to  some  analysts. 
"The  fit  and  synergy  between  gtech 
and  IGT  are  perfect,"  says  Michael  Moe, 
an  analyst  at  Lehman  Brothers  based 
in  New  York.  , 


He  explains  that  gtech's  earnings 
have  been  drugged  down  by  its  prod- 
uct-sales operations,  which  account  for 
some  23%  of  total  revenue.  The  servic- 
es unit,  however,  which  generates  77% 
of  revenues,  has  been  growing  robust- 
ly, says  Moe.  But  he  notes  that  "igt  is 
exactly  the  reverse:  Its  service  opera- 
tions account  for  25%,  and  product 
sales  75%."  And  while  the  lottery-sys- 
tem operator  is  big  in  the  internation- 
al markets,  igt  is  dominant  in  the  U.  S. 
but  just  starting  to  estabUsh  its  foot- 
hold overseas. 

The  businesses  of  gtech  and  igt  are 
so  closely  related  that  a  combination 
would  bolster  their  bottom  lines,  notes 
Moe,  who  says  that  based  on  funda- 
mentals alone,  gtech  "is  a  compelling 
buy."  The  stock  is  trading  at  only  five 
times  cash  flow  and  continues  to  be  an 
attractive  "growth"  play,  argues  Moe. 
And  gtech  by  far  is  the  "dominant 
leader  in  the  lottery  market  world- 
wide," he  adds. 

A  spokesman  for  International  Game 
Technology  said  the  gtech  rumor  was 
"pure  market  speculation."  A  gtech 
spokeswoman  said  the  company  does 
not  comment  on  market  rumors. 

HEINZ  WOULD  BE 
A  SAUCY  TARGET 

To  someone  who  makes  a  living  pick- 
ing stocks,  there's  nothing  as  sweet 
as  bagging  a  few  takeover  tai-gets.  And 
that's  what  investment  adviser  Ignatius 
Teichberg  has  done  over  the  years.  In- 
deed, in  his  weekly  market  letter  that 
he  faxes  to  his  clients  at  New  York- 
based  Brod  Capital  Management,  he 
has  documented  some  impressive  take- 
over hits.  Among  the  companies 
Teichberg  predicted  would  be  snapped 
up:  American  Cyanamid,  Gerber  Prod- 
ucts, McKesson,  Continental  Bank,  and 
Pet. 

Teichberg's  new  pick  is  H.J.  Heinz, 
the  major  worldwide  food  producer 
that  has  long  been  iiimored  as  a  take- 
over target.  The  food  giant's  products 
include  ketchup,  sauces,  vinegar,  pick- 
les, canned  tuna,  as  well  as  meat  prod- 
ucts, com  syrup,  and  pet  food. 

Teichberg  notes  that  the  food  con- 
glomerate's stock  has  been  strong, 
climbing  from  32  last  summer  to  40  in 
late  January.  And  although  Heinz  man- 
agement has  consistently  declined  to 
make  any  comments  about  the  take- 
over speculation,  Teichberg  claims 
that  one  source  at  the  company 
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said  Heinz  would  sell  if  the  price 
right.  Teichberg  figures  the  buj 
price  could  be  60. 

Rumors  are  that  the  most  intere 
suitor  is  Unilever.  A  spokesperson 
Unilver  said  the  company  doesn't  c 
ment  on  nmiors  or  speculation,  H 
did  not  return  phone  calls. 


IS  BRISTOL-MYERS  I 
STALKING  AMGEN? 

When  Ciba-Geigy  announced  in  bi 
November  that  it  was  buyiii.; 
controlling  stake  in  Chiron,  a  fra;i 
guessing  game  began:  Which  big  ) 
tech  company  would  be  the  next  ta 
over  target?  Some  buyout  pros  tli 
the  answer  is  Amgen  (amgn),  wit 
stock  has  risen  from  55  in  Novemr 
to  63  on  Jan.  31. 

Investors  believe  the  acquirer  i 
be  Bristol-Myers  Squibb  (bmy),  on 
the  world's  largest  pharmaceutical  c 
panies.  The  betting  is  that  Bristol- 
ers  vdU  pay  90  a  share  for  Amgen, 
of  the  few  biotech  companies  v 
successful  products  in  a  fast-gi*ov 
market — and  making  fistfuls  of  mo 
to  boot.  Its  chief  products  include  M 
gen,  which  promotes  the  production 
red  blood  cells, 
and  Neupogen, 
which  stimulates 
the  production  of 
white  blood  cells. 
Analysts  expect 
Amgen  will  post 
earnings  of  $3.10 
for  1994  vs.  64(2 
for     1993  and 
$3.65    for  this 
year. 

Bristol-Myers, 
whose  stock  just 
hit    a  52-week 
high,  has  been 
searching  for  a 
biotech  company 
with  proven  products,  says  a  Califoil 
money  manager  who  has  been  a(| 
mulating  Amgen  shares.  Key  Brispii 
Myers  products  include  the  cardio>|| 
cular  drugs  Capoten  and  Corgard 
anti-infection  medicines  Azactam 
Cefzil. 

As  the  world's  largest  biotechnol' 
company,  with  1994  estimated  salei|^ 
$1.6  bilHon,  Amgen,  which  is  basecp 
Thousand  Oaks,  Calif.,  could  pro\& 
BiTStol-Myers  with  the  new  productil| 
needs  to  maintain  its  leadership.  M 
gen  declined  comment. 
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ZNOTEFLEXThe  One 

bmputerForAllOfYou. 


Decisions,  decisions. 

Finding  a  notebooi< 
computer  is  simple. 
Finding  one  to  handle  all 
the  things  you  do.  isn't. 

Zenith  Data  Systems 
Z-NOTEFLEX,  however, 
delivers  everything  you 
need— high  performance, 
long  battery  life,  upgrad- 

Z-NOTEFLEX" 

ability  and  modularity—  uptointeiDX4~iooMHz 

processor 

in  a  notebook  that  won't     upto  too  mb  hard  drive 

16-bit  business  audio 

be  obsolete  tomorrow 


Active-matrix,  color  LCD 
TwoType-ll  PCMCIA  slots' 

FLEXSITE 

LCD  video  display  stand 

FLEXBAY 

Battery  charging  bay 
Floppy  drive  bay 

FLEXDOCK 

Enhanced  port  replicator 
Two  Type-Ill  PCMCIA  slots' 

FLEXSHOW 

MPC2-compliant 
Double-speed  CD-ROM  drive 
Amplified  stereo  speakers 
Two lype-lll  PCMClAslots- 


For  example,  when 
you're  away  from  the 
office,  remove  the  flop- 
py drive  and  insert  a 
second  battery  pack 
and,  wham,  twice  the 
computing  time! 

But  that's  ZDS  for 
you.  Who  else  would 
build  a  computer  versa- 
tile enough  to  tackle 
every  part  of  your  job"^ 

After  all,  Connected 
Computing— making  computers  and  people 
work  better  together— is  just  what  Zenith  Data 
Systems  is  all  about.  Call  now  to  learn  why 
the  Z-NOTEFLEX  is  the  one  computer  for 
you,  wherever  you  go,  whatever  you  do. 
1-800-289-1279,  Ext.  5160 
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I'J^'^  Zenith  Daia  Systems  Corporation  Zenith  Data  Systems  Corporation  tsa  Bullcompany  'Z-NOTEFLEX  supports  two  Type-I.  two  Type-ll  or  one  Type-Ill 
and  FLEXDOCK  and  FLEXSHOW  support  two  Type-I.  Type-ll  or  Type-Ill  PCMCIA  card  Z-NOTEFLEX,  ZDS  and  '  Make  The  Connection  "  are  trademarks  of 
vsiems  Corporation  IntelDX4  is  a  trademark  and  the  Intel  Inside  logo  is  a  registered  trademark  of  Intel  Corporallon.  Specifications  are  subject  to  change 


DATA  SYSTEMS 
Make  The  Connection' 


Inforpation  Proceissihg 


ONLINE  SERVICES 


PRODIGY  IS  IN  THAT 
AWKWARD  STAGE 

It's  losing  ground  in  tlie  online  race,  but  a  radical  redesign  may  soon  come  to  the  resc 


This  should  be  the  best  of  times  for 
Prodigy  Services  Co.  Suddenly, 
millions  and  millions  of  consumers 
are  using  their  home  PCs  to  vault 
into  cyberspace — to  browse  for  infor- 
mation, chat  about  their  favorite  top- 
ics, shop,  trade  stocks,  take  a  dip  in  the 
vast  reaches  of  the  Internet.  At  last,  a 
decade  after  Prodigy  owners  IBM  and 
Sears,  Roebuck  &  Co.  made  a  daring 
bet  on  what  had  not  yet  been  dubbed 
the  Information  Superhighway,  Prodi- 
gy looks  to  be  in  the  right  place  at  the 
right  time. 

Maybe.  But  only  if  sUck  new  graphics, 
a  revised  business  and  marketing  plan, 
and  a  strategy  to  make  Prodigy  the 
most  popular,  most  user-friendly  gate- 
way to  the  mysterious  Internet  succeed. 
Despite  an  early  start  in  bringing  a 
mass  audience  into  the  online  world, 
Prodigy  is  rapidly  losing  ground.  It 
stuck  too  long  with  a  clunky,  dat- 
ed interface,  and 
worse,  its  big  plans 
to  generate  profits 
ft-om  online  shopping 
and  advertising  never 
paid  off. 

Meanwhile,  America 
Online  has  leapfi'ogged 
Prodigy.  AOL — which 
carries  an  electronic 
version  of  business 
WEEK — is  in  a  virtual 
dead  heat  with  No.  1 
CompuServe  Inc.  Both 
reach  more  than  1.6  mil- 
lion U.  S.  households,  according  to  New 
York-based  market  researcher  Jupiter 
Communications  Coip.  But  Prodigy  has 
remained  relatively  flat  this  yeai-,  at  1.35 
million  paying  accounts.  Despite  cutting 
550  jobs  through  attrition  and  two 
rounds  of  layoffs,  the  White  Plains 
(N.  Y.)  company  is  still  not  profitable. 
And  the  outlook  could  dim  later  this 
year  with  the  airival  of  fomiidable  new 
competition:  Microsoft  Network  and 
.\t&t's  Interchange.  "It's  getting  close 
to  sink  or  swim  for  Prodigy,"  says  Mi- 
chael Rinzel,  a  Jupiter  analyst. 


But  Prodigy's  backers  are  far  ft-om 
giving  up.  The  paitners  have  "been  veiy 
consistent  and  supportive,"  says  Pi'odigy 
President  Ross  S.  Glatzer,  dismissing 
recent  rumors  that  IBM  wants  to  buy 
out  Sears.  IBM  won't  comment,  and  both 
companies  decline  to  discuss  their  plans 
for  the  venture.  However,  PiwUgy  execs 
say  the  cm-rent  coiporate  stincture  will 
remain.  Furthermore,  Prodigy  officials 
promise  profits  in  1995 — on  revenues  of 
ajjproximately  $200  million. 
BILLION-DOLLAR  BABY.  It's  not  hard  to 
see  why  Prodigy  lost  its  way.  IBM  has 
been  focusing  on  corporate  customers, 
while  Seal's  has  sold  or  spun  off  most  of 
its  nonretail  businesses.  Analysts  esti- 
mate that  the  pair  has  poured  more 
than  $1.2  billion  in — with  nothing  to 
show.  "In  the  last  several  yeai-s,  it  prob- 
ably has  not  fit 
within 
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the  IBM  strategy,"  admits  IBM  S 
Vice-President  G.  Richard  Thomiai 
Glatzer,  fonnerly  a  marketing  m 
er  for  Sears,  may  just  have  the  pi 
keep  Prodigy  in  the  race.  Step 
Bring  the  Prodigy  user  interface 
the  '90s  with  a  good-looking,  eas 
navigate  design.  Step  Two:  Inste 
supporting  costly  and  time-consu 
efforts  to  develop  its  own  sen 
Prodigy  is  aggressively  wooing  ou 
content  providers.  Step  Three:  E 
the  proprietary  Prodigy  technoi 
which  made  it  slovv?  and  cumbersor 
create  content  for  the  network, 
switch  to  industry-standard  soft\ 
such  as  the  hypertext  markup  lang 
(HTML)  used  on  the  Internet.  Thai 
take  Prodigy  out  of  the  software  d 
opment  business  and  make  it  easi 
add  services. 

The  new  Prodigy  intei 
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Prodigy's  old 
graphics  will  I 
junked  in  favo 
a  slicker  desig 
tliat's  also 
supposed  to 
easier  to  na\1g 
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The  Best  And  Worst  Of  Times  At  Proi 


SEPT.  1990  After  three  years  of  devel- 
opment, service  begins.  Aimed  squarely 
at  the  consumer  market,  Prodigy  was  the 
first  online  service  that  featured  a  flat 
monthly  membership  fee  and  advertising. 

SEPT.  1992  Its  2  million  members  are 
spending  all  their  time  E-mailing  instead 
of  shopping  its  online  stores.  Prodigy  is  ?^[^J??_°^j^°^1^A^_- 
forced  to  change  to  a  more  conventional 
pricing  plan  and  begins  charging  for  E- 
maii.  Members  start  to  revolt  and  head 


for  rivals  CompuServe  and  Am| 
line  (agl). 

JAN.  1993  To  reduce  operatiri; 
Prodigy  cuts  250  from  its  1,11 
ber  workforce,  citing  the  need 
"streamline  the  company."  Ma' 
groups  are  consolidated  and  citi 

 L 

NOV.  1993  The  member  revol| 
and  Prodigy  begins  to  develop! 
areas  and  services.  Live  tv  adsle 
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lally  code-named  P2,  is  expected 
ipring.  More  than  just  a  pretty 
:t  is  a  complete  reworking  of  the 
ry  software.  It  will  feature  true 
itibility  to  Microsoft  Windows  and 
pple  Macintosh,  giving  the  service 
ime  "look  and  feel"  of  other  Win- 
and  Macintosh  applications.  What's 
important,  however,  is  that  now 
it  providers — such  as  Newsweek — 
it  up  their  sei-vices  using  common 
,ry  software  rather  than  relying 
adigy  technology'.  "Now,  I  can  go 
d  make  sei'vices  the  way  I  want," 
oshua  Harris,  president  of  Jupiter 
ctive,  which  is  developing  Prodigy 
s  and  "chat"  areas  that  appeal  to 
I-  to  30-something  crowd. 
E  BUILDER.  Prodigy's  boldest  move, 
er,  is  its  strategy  to  co-opt  the 
et  movement.  "Our  actual  operat- 
ilosophy  is  to  be  totally  inteiTnin- 
vith  the  Internet,"  says  Prodigy 
resident  Scott  Kumit.  This  month, 
jy  became  the  first  commercial 
3  to  offer  a  so-called  Web  browser 
its  subscribers  tap  into  the  World 
Web,  the  Internet's  fastest-gTow- 
gment.  Some  110,000  folks  have 
;his  feature,  making  Prodigy  the 
)opular  way  to  reach  the  Web. 
at's  more,  by  moving  over  to  a 
Btely  "open"  system,  Kumit  says, 
jy  can  become  a  service  bureau, 
y  others  to  develop  so-called  Web 
and  services — on  the  Internet  or 
odigy.  With  its  nationwide  com- 
system  and  communications  and 
systems.  Prodigy  could  offer  any 
t  provider  the  opportunity  to  de- 
its  own  network.  "If  there  are 
s  that  want  to  come  on  the  Inter- 
s  part  of  Prodigy  or  not — we  will 
mth  them,"  says  KuiTiit. 
re  are  risks  to  the  Internet  sti'at- 
'or  starters,  the  other  services 
imilar  Internet  "gateways."  And 
lole  plan  could  backfire  if  custom- 
d  they  don't  need  Pi'odigy  or  any- 
se  to  help  them  onto  the  Net. 
'rodigy  is  getting  credit  for  plot- 
plausible  rebound  plan.  "Eighteen 

rl  woo  back  members  who  have 

)pomted  with  recent  access 
'  Jt  fast-rising  rival  aol. 

'■  4  New  features  such  as  Inter- 
and  slicker  graphics  help 

c  subscribers,  but  the  venture 
produce  a  profit.  Another 

'  )yees  are  axed. 

}  >  Prodigy  Vice-President  Scott 
s  ;  the  company  has  been 
1  '  refocused  and  will  introduce 
I  rface—dubbed  P2— that  fol- 
t  let  standards. 


months  ago,  they  were  in  a  bad  posi- 
tion," says  Mary  Modahl,  an  analyst 
with  Forrester  Research.  And  now? 
"They  are  the  sleepy  company  that  has 
been  goosed,"  she  says. 

In  the  past  few  months.  Prodigy  has 
come  out  swinging.  In  addition  to  offer- 
ing the  Web  browser  and  popular  chat 
features,  there's  a  new  online  version 


of  the  Yellow  Pages  for  the  entire 
Nynex  region,  and  next  month,  a  new 
kids  feature  called  Homework  Helper 
will  debut.  The  result:  Usage  is  up,  say 
Prodigy  officials.  If  the  rest  of  Prodigy's 
efforts  pay  off,  this  could  finally  turn 
out  to  be  the  best  of  times. 

By  Paul  M.  Eng,  mth  Ira  Soger,  in 
New  York 


ONLINE  SERVICES 


EUROPE  ENTERS 

THE  CYBERSPACE  RACE 

And  a  battle  is  brewing  between  U.  S.  and  homegrown  services 


With  rare  exception,  the  history  of 
computer  markets  has  been  that 
whatever  happens  in  the  U.  S. 
will  play  out  a  year  or  two  later  in  Eu- 
rope. That  would  make  1995  the  year 
Europeans  go  online  en  masse — follow- 
ing the  lead  of  stateside  consumers.  In 
the  U.  S.,  membership  in  services  such 
as  America  OnUne,  Pi'odigy,  and  Compu- 
Serve jumped  from  3.18  million  to  5.36 
inillion  in  1994,  according  to  market  re- 
searcher SIMBA  Information  Inc. 

Sure  enough,  the  battle  for  Eui'ope's 
net  surfers  has  begun.  After  taking  an 
early  lead  with  Minitel,  the  pioneering 
electronic  information  service  that 
France  Telecom  gave  away  to  all 
French  phone  subscribers  starting  in 
1984,  the  Continent  fell  behind  in  the 
cyberspace  race.  But  now,  with  10  mil- 
lion home  PCS  installed  and  sales  grow- 
ing rapidly,  the  market  is  ripe.  Compu- 
Serve Inc.,  the  pioneering  U.  S.  online 


service,  planted  its  flag  in  Munich  and  in 
Bristol,  England,  four  years  ago  and 
now  boasts  206,000  subscribers.  In  1995, 
a  half-dozen  new  services  will  follow, 
including  Em-ope  Online,  a  LiLxembourg- 
based  sei-viee  backed  by  British,  French, 
and  German  publishers. 
FORMIDABLE.  Overall,  market  i-esearch- 
ers  forecast  that  as  many  as  500,000 
Eiu'opeans  could  go  online  this  year;  by 
2000,  the  market  could  swell  to  as  many 
as  15  million.  Modem  sales  in  Europe 
gi'ew  39%  last  yeai-  and  ai'e  expected  to 
jump  35%  this  year,  according  to  Data- 
quest  Inc.,  and  by  1998  some  17  mil- 
lion modems  will  be  in  use  on  PCs.  Even 
politicians  are  getting  with  it:  GeiTnan 
Foreign  Minister  Klaus  Kinkel  got 
wired  on  Jan.  14.  At  the  Foreign  Min- 
istry's 125th  anniversary,  Kinkel  ban- 
tered online  with  citizens — the  first  min- 
ister's electronic  chat  in  Europe. 

While  analysts  say  Europe  can  sup- 


"to  lemain 
competitive 

into  tlie 
next  century, 
read  this 
book!" 

'  —Peter  Lynch,  Vice  chairman, 
Fidelity  Management  aiid  Researcli  Company 
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port  three  or  four  services,  a  showdown 
is  looming  between  the  Americans — 
CompuServe,  America  Online,  Apple's 
eWorld,  and  Microsoft — and  homegi-ovra 
nets  such  as  Europe  OnUne,  backed  by 
GeiTOany's  Burda,  Britain's  Pearson,  and 
France's  Matra-Hachette. 

As  in  the  U.  S.,  the  entry  by  soft- 
ware giant  Microsoft  Corp.  is  seen  as 
the  key  event.  The  company  plans  to 
bundle  software  to  log  on  to  the  new 
Microsoft  Network  vdth  every  copy  of 
its  next  operating  system,  Windows  95, 
now  due  out  in  August.  Microsoft,  which 
plans  to  operate  its  network  interna- 
tionally from  the  get-go,  will  gain  mil- 
lions of  potential  customers  overnight — 
vnthout  having  to  engage  ■■■■■■■■■i 
in  costly  marketing  pro- 
grams, which,  says  Europe 
Online  Chief  E.xecutive 
Christian  Bruck,  eat  up 
some  30%  of  operating 
costs  for  other  networks. 
"Microsoft  will  be  our 
most  formidable  competi- 
tor," he  says. 

But  if  content  is  the  key 
to  winning  market  share, 
Europe  Online  is  likely  to 
have  a  strong  home-court 
advantage.  Its  three  main 
shai'eholders  own  roughly 
500  publications,  including 
the  Firmncial  Times,  Ger- 
many's Focus,  and  France's 
Elle.  Europe  Online 's  own- 
ers are  keen  on  spinning 
their  print  empires  into 
electronic  gold.  By  con- 
trast,  Microsoft,  Apple 
Computer  Inc.,  and  others 
will  have  to  start  mainly 
with  their  U.  S.-based  content  and  scram- 
ble for  local  European  offerings.  That's  a 
cause  for  woiry  among  some  U.  S.  exec- 
utives: "Do  you  really  think  Eui'opeans 
will  buy  an  American  service?"  one 
doubting  Microsoft  manager  asked  a  re- 
porter at  Milia,  a  January  multimedia 
convention  in  Cannes  where  Europe  On- 
line made  its  debut. 

VOCAL  LOCALS.  A  big  challenge  for  the 
Americans  will  be  to  come  up  with  ser- 
vices that  are  geared  to  each  market 
and  language.  CompuServe  has  a  hand- 
ful of  local  services,  including  a  Ger- 
man newswii-e  and  a  British  "Good  Pub 
Guide."  But  CompuServe  in  Europe  is 
mainly  aimed  at  consumers  doing  re- 
search or  seeking  technical  support. 
"The  main  strategy  is  to  add  local  con- 
tent," says  Paulette  White,  Compu- 
Serve's vice-president  for  international 
operations. 

America  Online,  now  vying  with 


CompuServe  for  the  lead  in  the 
had  tried  to  join  the  Europe  Onlin(| 
sortium.  Instead,  the  consortium  de! 
to  license  the  Interchange  techn; 
developed  by  Ziff  Communication: 
and  now  owned  by  at&t.  While  A( 
tools  its  international  plans,  it  is 
viding  access  to  the  U.  S.  system  i 
cities  in  42  countries.  Prodigy  h 
presence  beyond  North  America,, 
is  said  to  be  discussing  partnerships 
several  major  European  companie, 
In  the  meantime,  Europe  C 
plans  to  start  up  with  hundreds  ol 
services  in  French,  EngUsh,  and 
man  by  yearend.  Europe  Online  1 
to  incorporate  an  automatic  trans! 


Putting  The 
Old  World  Online 


COMPUSERVE 


APPLE 
eWORLO 

EUROPE 
ONLINE 
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DESCRIPTION 

The  granddaddy  of  online  services  has 
206,000  members  in  France,  Germanyj 
and  England. 

Launched  in  Britain  and  the  U.S.  last 
October,  is  slated  to  expand  to  other  p| 
of  the  Continent  by  yearend. 

Sponsored  by  a  consortium  of  Europeaj 
banks  and  publishers,  the  service  is 
scheduled  to  go  up  in  France,  German) 
and  England  in  1995. 

The  software  giant's  online  debut  won'l 
happen  until  Windows  95  is  ready,  but 
Microsoft  will  be  international  from  da|f,| 
one. 

DATA:  BUSINESS  WEEK 

program  that  will  aUow  members  o 
ferent  nationalities  to  converse 
each  other — a  technology  that  CoJ 
Serve  is  now  testing.  Another  e: 
Italia  Online.  Backed  by  computer ; 
Olivetti  and  Milan's  top  financial  ne^ 
per,  II  Sole  2i  Ore,  the  Itahan  se: 
vrill  feature  local  news,  interactive 
logs,  and  chat  networks. 

Lagging  behind  but  not  out  o: 
race  yet,  France  Telecom  also  plajj 
upgrade  its  ancient  but  popular  lij^^ 
tel  service.  Minitel  has  6.5  milUon  if 
cated  terminals  and  20,000  service 
viders.  But  its  slow  text-based  me:'* 
no  match  for  shck  new  technologies 
the  service  may  soon  be  forced  toW^ 
sider  switching  to  a  PC -based  netvli|,| 
But  despite  its  outdated  look, 
has  created  popular  local  services 
consumers  are  buying.  And  that 
be  the  most  valuable  lesson  of  all. 
By  Gail  Edmondson  in  Co, 


A  new  breed  of 
;  ^  company  is  reinventing 
■  -  the  rules  of  conripetition  — 
dominating  its  marl<et  by 
choosing  one,  and  only  one, 
of  three  values:  best  total  cost, 
best  product,  or  best  total  solution. 
To  see  how  this  powerful 
concept  works  at  today's  most 
successful  companies,  read 
The  Discipline  of  Market  Leaders, 
the  book  that  sets  the  business 
agenda  for  the  next  decade. 

"It's  taken  over  a  decade  of 
struggle  In  the  telecommuni- 
cations market  wars  for  AT&T 
to  learn  what  Is  conveyed 
within  the  covers  of 
this  excellent  book." 
—Robert  E.  Allen,  geo,  at&t 
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MUTUAL  FUNDS 


1.  The  Benham  Group 
1-800-331-8331 

2.  Charles  Schwab  and  Co.,  Inc. 
1-800-2NO-LOAD,  ext.  15A 

3.  Dreyfus  BASIC  U.S.  Government  Money  Market  Fund 
1-800-782-6620,  ext.  4100 

4.  Strong  Funds 
1-800-368-9550 

5.  Twentieth  Century  Mutual  Funds 
1-800-345-2021 
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Zip 
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EXTENSION 


I!  check  one  response  for  each  following  question. 

1  is  your  company's  type  of  business? 

2  riculture  2  □  Mining,  Construction  3  □  Manufacturing,  Processing  4Q  Wholesale.  Retail  Trade 
J  iance,  Insurance,  Real  Estate  6  □  Government  7  □  Transportation,  Public  Utilities 

X  wice  Industries  9  □  Other  -  Please  Specify: 

>  is  your  title? 

-  lairman  of  the  Board  B  □  President  C  □  Vice  President  D  □  Treasurer,  Secretary 

-  L  iicral  Manager  F  □  Division  Manager  G  □  Department  Manager  H  □  Other  Manager 
J  dent  J  □  Other  -  Please  Specify: 

><  nany  employees  in  your  company  worldwide? 

:i,  iderlOO  2  □  100-999  3  □  1,000-2499  4  ^  2,500  -  4,999  5  □  5,000 -9,999  6  □  10,000  or  more 
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BOND  FUNDS: 
NOWHERE  TO  GO  BUT  UP? 

Widespread  losses  made  1994  abysmal,  but  the  outlook  is  improving 


For  the  bond  market,  1994  will  go 
down  in  infamy.  The  debacle  was 
the  woi-st  in  60  years.  Investors 
who  thought  they  were  being  pm- 
dent  by  buying  bond  funds  discovered 
to  their  hoiTor  that  even  the  highest- 
quality  portfolio  lost  value  in  the  face  of 
rising  rates.  After  pour- 
ing $113.6  billion  into 
bond  funds  in  1993,  in- 
vestors did  an  about- 
face.  They  took  $43.5  bil- 
lion more  out  of  the 
funds  than  they  put  in. 

But  the  case  for  buy- 
ing bond  funds  now  i  ':  fund 
seems  persuasive.  The 
Federal  ReseiTe,  which 
engineered  the  rise  in 
interest  rates  to  head  off 
inflation,  appears  have 
done  the  job — and  the 
end  of  rate  hikes  is  at 
hand.  Funds  with  short- 
to-medium  maturities 
look  especially  attractive. 
For  a  five-year  bond  to 
lose  money  over  the 
ne.xt  year,  interest  rates 
would  have  to  top  10%, 
says  Robert  L.  Rodri- 
guez, portfolio  manager 
of  the  FPA  New  Income 
Fund.  "There  are  some 
good  values  in  the  bond 
market  today,"  says  Rod- 
riguez. Adds  Ian  A. 
MacKinnon,  the  bond- 
fund  chief  at  the  Van- 
guard Group:  "It's  time 
to  start  buying  again." 

But  which  funds? 
Why  not  the  best?  We 
identify  them  in  busi- 
ness week's  Mutual 
Fund  Scoreboard.  We 
now  report  on  652  bond 
funds,  nearly  100  more 
than  last  yeai*.  We  exam- 
ine how  they  perfoiTned 
not  only  in  1994  but  diu- 
ing  the  last  three-  and 
five-yeai'  periods  as  w-ell. 


For  funds  with  at  least  five  yeai's'  histo- 
ry, we  assign  ratings  based  on  their 
risk-adjusted  retiUTis  during  the  1990-94 
period.  Thirty-eight  funds,  both  taxable 
and  tax-free,  earned  tlu-ee  upward-point- 
ing aiTows,  the  highest  BW  rating  (ta- 
ble). The  data  in  the  Scoreboard  are 

THE  TOP  PERFORMERS 


These  38  bond  mutual  funds  have  earned  three  upward- 
pointing  arrows  in  the  BUSINESS  WEEK  Mutual  Fund  Score- 
board. To  get  this  rating,  they  needed  to  deliver  superior  risk 
adjusted  total  returns  over  the  last  five  years. 

OBJECTIVE 


AVERAGE  ANNUAL 

TOTAL  RETURN* 

AIM  LIMITED  MATURITY  TREASURY  RETAIL  6.0% 

AMERICAN  CAPITAL  TAX-EXEMPT  H/Y  MUNI.  A  7.1 

ASSET  MANAGEMENT  SHORT  U.S.  GOVT.  6.7 

BERNSTEIN  GOVT.  SHORT  DURATION  6.0 

BERNSTEIN  SHORT  DURATION  PLUS  6.4 

CALVERT  TAX-FREE  RES.  LIMITED-TERM  A  4.9 

DREYFUS  SHORT-INTERM.  GOVERNMENT  7.3 

DREYFUS  SHORT-INTERM.  MUNICIPAL  BOND  5.5 

DUPREE  KENTUCKY  TAX-FREE  INCOME  7.3 

FIDELITY  ADVISOR  HIGH-YIELD  A  1 5.9 

FIDELITY  AGGRESSIVE  TAX-FREE  7.0 

FIDELITY  CAPITAL  &  INCOME  13.5 

FIDELITY  MORTGAGE  SECURITIES  7.4 

FIDELITY  SPARTAN  LIMITED  MATURITY  GOVT.  6.4 

FIDELITY  SPARTAN  SHORT-INTERM.  MUNIC.  5.7 

FLAGSHIP  LIMITED-TERM  TAX-EXEMPT  A  6.4 

FPA  NEW  INCOME  9.8 

FRANKLIN  HIGH-YIELD  T/F  INCOME  7.3 

INVESGO  SELECT  INCOME  8.6 

MAINSTAY  HI-YIELD  CORP.  BOND  B  12.9 

OPPENHEIMER  CHAMPION  HI-YIELD  A  13.5 

OPPENHEIMER  HIGH-YIELD  A  10.8 

PORTICO  SHORT-TERM  BOND  RETAIL  7.0 

T.  ROWE  PRICE  TAX-FREE  HIGH-YIELD  7.2 

T.  ROWE  PRICE  TAX-FREE  SHORT-INTRM.  5.3 

SCUDDER  MEDIUM-TERM  TAX-FREE  6.8 

SIT  TAX-FREE  INCOME  6.7 

STRONG  ADVANTAGE  7.4 

STRONG  GOVERNMENT  SECURITIES  8.6 

THORNBURG  LIMITED-TERM  MUNI.  CA.  A  5.5 

THORNBURG  LIMITED-TERM  MUNI.  NATL.  A  6.0 

UNITED  MUNICIPAL  HIGH-INCOME  7.7 

USAA  TAX-EXEMPT  SHORT-TERM  5.1 

VANGUARD  FIXED-INC.  S/T  CORPORATE  7.2 

VANGUARD  MUNICIPAL  BOND  INTERM.-TERM  7.4 

VANGUARD  MUNICIPAL  BOND  LIMITED-TERM  5.8 

VANGUARD  MUNICIPAL  BOND  SHORT-TERM  4.8 

VENTURE  MUNI  (+)  PLUS  B  6.6 

'Pretax,  includes  reinvestment  of  dividends  and  capital  gams,  1990-94  DATA:  MORNINGSTAR  INC. 


prepared  for  business  week  by 
ingstar  Inc. 

These  top-rated  funds  performei 
atively  well  in  1994's  bear  marke 
course,  in  absolute  terms,  the  re' 
were  poor.  The  average  three  up-a 
fund  lost  money,  with  a  -0.4%  tot, 
turn  (appreciation 
reinvestment  of 
dends  and  capital  g 
Only  16  posted  a 
five  return.  The 
fund  was  the  Strong 
vantage  Fund,  up  ; 
the  worst  of  the 
Fidelity  Aggressive 
Free  Portfolio,  h; 
-5.9%  return.  Both  i 
have  been  on  the 
honors  list  for  se 
years,  and  in  fact, 
this  year's  38  higj 
rated  funds  are 
ovei-s  from  last  year 
average  return  fron 
prior  top-honors 
covering  the  1989-9: 
liod— was  -2.5%. 
CASUALTIES.  If  the 
formance  of  the  tof 
ed  funds  is  disapp 
ing,  consider  that 
average  bond  fund  h 
Scoreboard  deliveri 
sickening  -4.9%.  I 
ftmds  that  invest  ii  [ 
justable-rate  mortg; 
which  are  suppose  ; 
protect  investors'  pi  j; 
pal  when  interest  i 
are  rising,  in  the  : 
failed  to  do  the  joljl 
though  a  few^  did  riijJ 
the  occasion.  One  It 
fund.    Smith  Bre| 
Short  Duration 
Government  Fund, 
the  best  results  of 
Scoreboard  fund, 
4.3%  for  the  year. 
5%  of  the  Scoreb 
funds  even  finishe 
the  black  for  1994.  |i 


Government-Treasury 
Municipal-national 
Government-general 
Government-general 
Corporate-high-quality 

Municipal-national 
Government-general 
Municipal-national 
Municipal-single-state 
Corporate-high-yield 

Municipal-national 
Corporate-high-yield 
Government-mortgage 
Government-general 
Municipal-national 

Municipal-national 
Corporate-general 
Municipal-national 
Corporate-general 
Corporate-high-yield 

Corporate-high-yield 
Corporate-high-yield 
Corporate-general 
Municipal-national 
Municipal-national 

Municipal-national 
Municipal-national 
Corporate-general 
Government-general 
Municipal-California 

Municipal-national 
Municipal-national 
Municipal-national 
Corporate-high-quality 
Municipal-national 

Municipal-national 
Municipal-national 
Municipal-national 


hough  derivatives  grabbed  the 
nes  last  year,  the  worst  deriva- 
!lated  damage  was  confined  to  a 
il  of  funds.  The  two  funds  hit  the 
5t  by  derivatives  are  institutional 
not  covered  in  the  Scoreboard, 
idividual  investors'  fund,  Paine- 
;r  Shoit-TeiTn  U.  S.  Government 
e  Fund,  had  a  -i.3%  return.  Re- 
mould have  been  worse  if  Paine- 
T  Inc.  had  not  taken  some  of  the 
derivatives  off  the  fund's  hands, 
ivatives  claimed  some  i-eal  casual- 
long  the  tax-free  fimds.  The  New 
iluni  Fund  posted  the  worst  muni 
ig  of  the  yeai-,  down  20.4%.  That's 
;e  as  interest  rates  began  to  rise 
y  1994,  the  fund  had  nearly  half 
issets  in  inverse  floaters — and  the 
Df  those  securities  plunged  faster 
ither  than  those  of  conventional 
1  bonds.  California  funds  per- 
1  poorly,  too,  not  so  much  because 
ir  own  derivatives,  but  because 
inge  County's.  The  county  was 
into  bankruptcy  because  of  in- 
mt  losses  created  by  derivatives 
ccessive  leverage.  And  bonds  of 
;  County  issuers  slumped  in  price. 
PURCHASES.  Of  course,  deriva- 
ire  not  all  bad.  The  question  is 
fund  uses  them.  For  instance. 
Grant,  portfolio  manager  of  the 
y  Mortgage  Securities  Fund,  in- 
2%  of  the  fund's  assets  into  inter- 
im mortgage  securities  in  late  1993, 
es  were  bottoming  out.  "They 
•ery  cheap,"  recalls  Grant.  "When 
re  low,  nobody  wants  them."  But 
js  rose,  so  did  the  value  of  those 
gher  rates  mean  fewer  homeowTi- 
auld  refinance  mortgages,  and 
t  payments  would  last  for  a  long- 
od.  Grant  says  they  added  2  per- 
e  points  of  return,  the  difference 
;n  a  profit  and  a  loss  for  the  yeai'. 
year's  worst  performers  were 
rid  bond  funds,  with  a  -8.2%  av- 
retum.  Those  wdth  large  holdings 
irging  markets  were  in  the  red 
efore  the  Mexican  currency  crisis. 
:e  North  American  Government 
i  Fund,  stuck  with  hefty  helpings 
n  debt  when  the  crisis  hit,  had  a 
;tum  of  -30.8%  even  consideiing  a 
14.3%  yield.  Ironically,  until  the 
quaiter,  that  fund  was  one  of  the 
illing  bond  funds  of  the  year,  ac- 
?  to  Financial  Research  Corp. 
ing  bond  funds  for  yield  alone 
dicey.  So  if  you're  thinking  about 
ig  in  bond  fimds,  start  your-  shop- 
mong  the  funds  with  three  up- 


THE  YEAR  OF  RED  iNK 


No  category  of  funds  escaped  the  scourge  of  rising  interest  rates.  Tkx- 
free  funds  fared  worse  than  most  taxables.  World  bond  funds  did  worst  of  all. 


FUND  OBJECTIVE 


TOTAL  RETURN 
1994  1992-94**1990-94' 


BEST  PERFORMER  OF  GROUP  (1994) 


GOVT.-ADJ.RATE  MTGE. 

-2.3% 

2.1% 

5.2% 

Smith  Broeden  Sh.  Dur.  U.S.  Govt. 

GOVT.-MORTGAGE 

-2.5 

3.4 

6.8 

Fidelity  Mortgage  Securities 

CORP.-HIGH-QUALITY 

-2.7 

4.2 

7.0 

Seven  Seas  Yield  Plus 

CONVERTIBLE 

-3.5 

8.8 

9.6 

Mainstay  Convertible  B 

GOVT.-GENERAL 

-3.8 

3.4 

6.5 

Bernstein  Govt.  Short  Duration 

CORP.-HIGH-YIELD 

-3.8 

10.9 

10.9 

Fidelity  Spartan  High-Income 

CORP.-GENERAL 

-4.1 

5.1 

7.5 

Strong  Advantage 

GOVT.-TREASURY 

-4,7 

4.1 

6.8 

Permanent  Port.  Treasury  Bill 

MUNI.-NATiONAL 

-5.1 

4.7 

6.3 

Calvert  Tax-Free  Res.  Lim.-Term  A 

MUNI.-SINGLE  STATE 

-5.8 

4.8 

6.5 

Thornburg  NM  Intermediate  Muni  A 

SH.-TRM.  WORLD  INCOME 

-6.1 

1.0 

NA 

Dean  Witter  Global  Sh.-Term  Income 

MUNI.-CALIFORNIA 

-6.7 

4.4 

6.1 

Benham  CA  Tax-Free  Short-Term 

MUNI.-NEW  YORK 

-6.9 

4.6 

6.4 

Limited  Term  NY  Municipal 

WORLD  BOND 

-8.2 

3.5 

7.5 

Benham  European  Government 

ALL  BOND  FUNDS 

-4.9 

4.8 

7.0 

TAXABLE  FUNDS 

-4.0 

5.0 

7.7 

TAX-FREE  FUNDS 

-5.8 

4.7 

6.4 

"Pretax,  Includes  reinvestment  of  dividends  and  capital  ga 

ns 

**Average  annual       DATA  morningstar  inc 

aiTow  ratings.  They've  earned  these  not 
because  they  paid  out  the  most  money, 
but  because  they  earned  the  highest  re- 
turns for  the  amount  of  risk  they  took. 

The  list  is  dominated  by  funds  that 
keep  their  portfolios  in  the  short-to- 
intennediate  matmities.  True,  long-term 
funds  often  have  the  highest  yields,  and 
when  interest  rates  fall  their  value 
jumps.  But  over  the  long  haul,  the  long- 
er-teiTn  fimds  don't  necessarily  return  a 
whole  lot  more.  For  instance.  Vanguard 
Fixed-Income  Short-Term  Corporate 
Bond  Fund,  a  thi-ee-up-an'ow  fund,  de- 
livered a  7.2%'  average  annual  total  re- 
turn for  the  last  five  years  vs.  8.9%.  a 
year  for  the  Vanguard  Fixed-Income 
Long-Term  Corporate  Bond  Fund.  Yet 
the  short-term  fund  is  the  better  in- 
vestment. That's  because  it  has  80%  of 
the  return  of  the  long-term  ftmd  with 
about  one-third  the  risk  (box,  page  96). 

That's  a  point  often  lost  on  yield-hun- 
giy  investors.  Long-teiTn  bonds  can  be 
as  volatile  as  equities,  but  they  don't 
have  nearly  the  same  payoff  potential. 
"If  you  really  want  to  earn  money,  go  to 
equity  funds,"  says  investment  adviser 
Tim  C.  Medley, 'of  Medley  &  Co.  in 
Jackson,  Miss.  "For  bonds,  stick  to  the 
short  term." 


If  stretching  for  yield  by  taking  on 
interest-rate  risk  does  not  pay,  the  top- 
performers  list  suggests  that  taking  on 
some  credit  risk  does.  Four  of  the  top 
fimds  are  high-yield  corporate  fimds,  or 
"junk  bond"  funds.  These  earn  higher 
returns  by  taking  on  the  risk  that  the 
issuers  can  make  good  on  their  debts. 
Such  funds  can  also  balance  an  invest- 
ment-grade portfolio.  When  rates  rise, 
junk  bonds  tend  to  fall  less  than  high- 
grades.  That's  because  a  strengthening 
economy  that  raises  rates  also  boosts 
corporate  cash  flows — and  the  credit- 
worthiness of  lower-rated  boiTOwers. 
RARE  BIRD.  High-yield  muni-bond  funds 
have  often  shown  a  positive  mix  of  risk 
and  reward,  because  they  eam  higher 
yields  by  investing  in  unrated  bonds. 
Many  smaller  issuers  find  it  cheaper  to 
pay  a  higher  rate  on  their  bonds  than 
shell  out  for  a  credit  agency's  rating. 
So  for  ftmd  managers  who  can  perform 
the  credit  analysis  themselves,  like 
American  Capital  Tax-Exempt  High- 
Yield  Municipal  A,  um-ated  bonds  can  be 
golden.  But  high-yield  muni  funds  pick 
up  some  of  their  extra  yield  by  taking 
on  longer-maturity  securities.  So  their 
1994  returns  suffered  more  fi'om  rising 
rates  than  did  high-yield  corporates. 


e  case  for  bond  funds  now  seems  persuasive-and  those 
vith  short-to-medium  maturities  look  especially  good 


Mutual  Eund  Scoreboard 


Nearly  all  individual  investors  would  net  more  money  i 
choosing  municipal  over  tax-free  bond  funds 


One  of  the  more  unusual  funds  on 
the  top-honors  Hst  is  FPA  N  w  Income 
Fund,  a  taxable-bond  fund  ■  ith  an  aver- 
age annual  total  return  of  9.8%  over 
the  last  five  years  and  a  1.5%  return 
in  1994.  Unlike  most  bond  funds,  which 
are  segmented  by  market  (such  as  gov- 
ernment or  high-yield)  or  maturity 
(short,  intermediate,  or  long-term  port- 
fohos),  portfolio  manager  Rodriguez  has 
wide  latitude:  The  portfolio's  average 
maturity  can  be  as  shoil  as  two  years 
or  as  long  as  10.  As  interest  rates  hit 
record  lows  in  1993,  Rodriguez  refused 
to  buy  bonds  and  took  the  portfolio 
down  to  its  minimum  maturity.  That 
kept  him  in  good  stead  when  the  mar- 
ket plunged.  Since  midyeai",  he  has  been 


slowly  lengthening  the  maturity  of  the 
fund  by  adding  15-year  zero-coupon 
bonds  and  10-yeai'  U.  S.  Treasury  notes. 

Before  you  invest,  consider  your  tax 
status.  Tax-exempt  funds  were  even 
harder  hit  last  year  than  taxables,  and 
yields  on  munis  are  more  than  80%-  of 
those  on  taxables  of  comparable  matui"- 
ity  and  ci'edit  quality.  That  means  near- 
ly all  investors — anyone  in  a  28%'  or 
highei'  tax  bracket — could  earn  a  higher 
yield  in  muni  funds.  For  tax-defen'ed 
accounts,  taxables  are  the  way  to  go. 

What's  also  critical  are  sales  charges 
and  expenses.  For  instance,  fpa  New 
Income  is  a  fine  fund,  but  it  has  an  up- 
front 4.75%  load.  That  may  dissuade 
some  investors.  But  an  upfront  load  is  a 


one-time  charge.  More  troublesoie 
high  expense  ratios — money  thatj 
out  of  the  fund  every  year  to 
management,  operations,  and  for 
with  12(b)-l  fees,  a  salesperson 
why  it  may  be  wise  to  pass  on  V 
Muni  {+)  Plus  B,  despite  its  three 
row  rating.  It  has  a  steep  2.0^ 
pense  ratio — $2.08  for  every  $100 
fund.  By  comparison,  the  expens 
for  the  average  tax-free  fund  is 
and  the  average  taxable  fund,  l.( 
Such  details  may  sometimes  cc 
much  as  perfonnance.  You'll  find 
data  you  need  in  the  Scoreboar 
begins  on  page  97. 

By  Jeffrey  M.  Lad 
in  Nei 


A  HELPFUL  YARDSTICK  FOR  ANXIOUS  INVESTORS 


I 


nvestors  know  that  risk  in  the 
bond  market  is  directly  related  to 
maturity  of  the  bonds.  If  rates  go 
up,  a  30-year  bond  is  going  to  fall 
further  than  a  three-year  bond. 
That's  because  the  30-year  bond  will 
be  paying  a  lower-than-market  inter- 
est rate  for  a  veiy  long  time,  while 
the  holder  of  the  three-year  bond 
will  only  have  to  suffer  for  a  few 
more  years. 

But  maturity  doesn't 
tell  the  whole  stoiy. 
Bonds  with  the  same  ma- 
turity but  different  cou- 
pons can  behave  much 
differently  in  a  changing- 
rate  environment.  For  in- 
stance, a  10-year  bond 
with  an  8%  coupon  will  be 
less  risky  than  a  lO-year 
with  a  6%  coupon.  Why? 
Because  with  a  hig'  ier  coupon,  more 
money  comes  back  t  i  the  investor 
sooner.  And  the  fastei-  your  money 
comes  back,  the  less  the  risk  for 
holding  that  bond. 

DANGER  LOOMING?  Bond-iimd  manag- 
ers calculate  that  risk  and  call  it  "dui-a- 
tion."  The  duration  number  Lells  how 
much  the  bond  will  change  in  price  in 
response  to  changes  in  interest  rates. 
The  lower  the  duration,  the  less  risky 
the  bond.  A  bond  fund's  duration 
is  the  weighted  average  duration 


of  the  bonds  that  are  in  the  fund. 

Look  at  Vanguard's  corporate-bond 
fimds  in  the  accompanying  table.  The 
duration  of  the  short-tenn  fund  is  2.3 
years.  Compare  that  with  the  long- 
term  bond  fund,  which  has  a  7.5-year 
duration.  If  interest  rates  go  up  1 
percentage  point,  the  short-term 
fund  will  fall  2.3%  in  market  value 
while  the  long-tenn  fund  will  fall 

MATURITY  VS.  DURATION 

Getting  a  Better  Understanding  of 


Risk 


FUND 

MATURITY 

DURATION 

YEARS 

YEARS 

VANGUARD  F/l  SHORT-TERM  CORP.  BOND 

2.6 

2.3 

VANGUARD  F/l  INTERMEDIATE  CORP.  BOND 

8.4 

5.6 

VANGUARD  F/l  LONG-TERM  CORP.  BOND 

20.4 

7.5 

DATA  VANGUARD  GROUP  OF  INVESTMENT  COS 

7.5%.  (If  rates  go  down  1  percentage 
point,  the  long-temi  fund  will  rise 
7.5%  and  the  others  will  have  pro- 
portionate gains.) 

You  can  also  use  duration  to  meas- 
ure relative  risk  among  bond  fimds. 
Divide  the  duration  of  the  long-term 
fimd  by  that  of  the  short-term  fund. 
The  long-teiTO  fund's  duration  is  3.3 
times  greater  than  the  short-term's — 
and  it's  3.3  times  more  risky.  Or 
looking  at  it  another  way,  the 
short-term  fund  has  about  one-third 


the  risk  of  the  long-temi  fund 

The  biggest  problem  with  bond 
fund  diu-ation  is  obtaining  the  dat 
They  are  not  available  in  newspap 
or  most  mutual-fund  reports.  Mon 
ingstar  Inc.,  which  supplied  the  dj 
for  BUSINESS  week's  Scoreboard, 
found  that  duration  figures  provid 
by  funds  were  inaccurate,  unavail 
able,  or  calculated  in  ways  that  m: 
fimd-to-fund  analysis  ui 
liable.  So  Momingstar  i 
now  crunching  its  own 
numbei's  by  calculating 
duration  for  every  bone 
a  fund's  portfolio — a  cu: 
bersome  and  still-imper 
feet  process.  And  it's  d 
only  for  a  fraction  of  ai 
bond  funds. 

The  best  place  to  obt 
infoiTTiation  on  bond-fun 
duration  is  from  the  management 
company — if  it  provides  any.  A  Va 
guard  representative  was  able  to 
port  the  duration  over  its  800  tele 
phone  number.  "Few  people  ask  fo 
the  duration,"  reports  Ian  A. 
MacKinnon,  who  heads  that  compa 
ny's  bond  funds.  "I  wish  more  peo] 
would  use  it."  Considering  every- 
thing that  happened  during  1994, 
perhaps  they  will. 

By  Jeffrey  M.  Ladem. 

in  New 
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To  Use  The  Tables 

SS  WEEK  RATING 

measure  risk-adjusted 
ance.  This  shows  how 
und  performed  relative  to 
inds  and  relative  to  the 
risk  it  took.  Risk-adjusted 
ance  is  determined  by 
ting  a  fund's  risk-of-loss 
see  below)  from  its  his- 
:al  return.  Performance 
ions  are  based  on  the 
r  time  period  between 
1990, and  Dec.  31, 
■or  rating  purposes,  funds 
jed  into  two  groups: 
lal  bond  funds  and  all 
nds.  Ratings  are  based 
rmal  statistical  distribu- 
hin  each  group  and 
I  as  follows: 
t-  SUPERIOR 

VERY  GOOD 

GOOD 

AVERAGE 

BELOW  AVERAGE 

POOR 
n  VERY  POOR 


RISK 

The  risk-of-loss  factor  is  the 
potential  for  losing  money  in  a 
fund,  calculated  as  follows:  The 
monthly  Treasury  bill  return  is 
subtracted  from  the  fund's  total 
return  for  each  of  the  60  months 
in  the  rating  period.  When  a  fund 
has  not  performed  as  well  as  Trea- 
sury bills,  the  result  is  negative. 
The  sum  of  these  negative  num- 
bers IS  then  divided  by  the  num- 
ber of  months  in  the  period.  The 
result  is  a  negative  number,  and 
the  greater  its  magnitude,  the 
higher  a  shareholder's  risk  of  loss. 
PERFORMANCE  COMPARISON 
The  tables  provide  performance 
data  over  three  time  periods. 
Here  are  equivalent  total  returns 
for  the  Lehman  Brothers  bond 
indexes  during  those  periods: 

GOVT./CORP.  MUNL 
1994  -3.5%  -5,6% 

3-year  average  (1992-94)     4.9%  4.9% 
5-year  average  (1990-94)     7  7%  6.8% 
FUND  CATEGORIES 
Corporate,  Government,  Municipal, 


International,  and  Convertible. 
SALES  CHARGE 

The  cost  of  buying  a  fund,  com- 
monly called  the  "load."  Many 
funds  take  loads  out  of  initial 
investments,  and  for  ratings  pur- 
poses, performance  is  reduced  by 
these  charges.  Loads  on  with- 
drawals can  take  two  forms. 
Deferred  charges  decrease  over 
time.  Redemption  fees  are 
imposed  whenever  investors  sell 
shares.  Funds  with  none  of  these 
charges  are  called  "no-load." 
EXPENSE  RATIO 
Fund  expenses  for  1994  as  a 
percentage  of  average  net  assets. 
The  measures  show  how  much 
shareholders  pay  for  fund  man- 
agement. Footnotes  indicate 
12{b)-l  plans,  which  allocate 
shareholder  money  for  marketing 
costs.  The  average  expense  ratio 
is  1.06%  for  taxable  funds, 
0.82%  for  tax-free  funds. 
TOTAL  RETURN 
A  fund's  net  gam  to  investors, 


including  reinvestment  of  divi- 
dends and  capital  gains  at 
month-end  prices. 
YIELD 

Income  distributions  during  1994 
expressed  as  a  percent  of  net  asset 
value,  adjusted  for  capital  gams. 
MATURITY 

The  average  maturity  of  the  secu- 
rities in  a  fund's  portfolio, 
weighted  by  market  value. 
TREND 

A  fund's  relative  performance 
during  the  five  12-month  periods 
from  Jan.  1,  1990,  to  Dec.  31, 
1994.  The  boxes  read  from  left 
to  right,  and  the  level  of  green  in 
each  box  tells  how  the  fund  per- 
formed relative  to  other  funds 
during  the  period:  for  the  top 
quartile;  for  the  second  quartile; 
for  the  third  quartile;  and  for  the 
bottom  quartile.  An  empty  box 
indicates  that  a  fund  is  not  rated 
for  that  time  period. 
TELEPHONE  NUMBERS 
See  index  on  page  1 10. 


RATING 

SIZE 

FEES 

PERFORMANCE 

PORTFOLIO 

TREND 

ASSESTS 

%  CHG 

SALES 

EXPENSE 

TOTAL  RETURN  (%) 

YIELD  MATURITY 

5-YEAR 

$MIL 

1993-94 

CHARGE  (%) 

RATIO  {%) 

1  YR         3  YR        5  YR. 

(%)  (YEARS) 

ANAYUSIS 

PORATE 

HIGH-QUALITY  BOND 
ITAGE  HIGH-YIELD  BOND 
IGH-YIELD  A 
ICOME  A 

ICE  BOND  CORPORATE  BOND  A 


AVG  529.1  -15  No  Load  0.95  -4.5  4.0  6.9  5.8 

♦  136.3  9  4.00**  1.35t  -2.2  14.1  13.2  10.0 

♦  ♦  575.6  5  4.75  1.05t  -1.7  11.4  12.3  10.8 

♦  ♦  200.6  -17  4.75  l.OOt  -7.6  4.6  7.0  8.3 

♦  212.9  -15  4.25  1.30t  -12.7  9.0  10.0  9.6 


11.4  M_yg 

10.1  Qiggii 

8.2 

9.9 

JKJLi 

14.3 

8.1 

6.4 

8.2 

12.8 

CAN  CAPITAL  CORP  BOND  A 
I  CAN  CAPITAL  H/Y  INVMNT.  A 
i;  CAN  HIGH-INCOME 
I  >N  BOND  L 

i  ITEIN  INTERMEDIATE  DURATION 


AVG 


161.0 
361.7 
798.2 
139.0 
842.3 


-13 
-19 
1 

-13 
16 


4.75  1.09t 

4.75  l.lOt 

4.75  0.861 

No  Load  0.98 


No  Load 


0.65 


^.3 
-3.6 
-5.1 
-3.3 
-3.2 


5.1 
10.5 
8.3 
5.1 
4.5 


7.7 
9.9 
11.0 
7.5 
7.4 


7.6 
10.0 
9.7 
7.3 
5.6 


p  .TEIN  SHORT  DURATION  PLUS 
I  ORE  FIXED-INCOME 
i'  ORE  SHORT-TERM  FIXED-INCOME 
^  :HARD  FLEXIBLE  INCOME 
(  FUND  OF  AMERICA 


AVG 


507.1 
144.5 
147.8 
272.1 
4941.2 


0 
5 

-5 
-61 
-6 


No  Load 
4.50 
4.50 

No  Load 
4.75 


0.65 

0.71 

0.63 

1.30t 

0.71t 


0.5 
-3.8 

1.2 
-5.5 
-5.0 


4.0 


6.5 


6.4 


8.6 


4.8 
6.2 
4.7 
7.1 
8.3 


3.0 
13.0 
1.9 
6.3 
7.6 


□ZELH 
[ 


Y,  HAL  HIGH-YIELD  SECURITIES  A 

I  HAL  INCOME  A 

I'  ilAL  STRATEGIC  INCOME  A 

I  1BIA  FIXED-INCOME  SECURITIES 

)  iSS  CAPITAL  FIXED-INCOME 


AVG 


389.6 
129.6 
637.1 
252.1 
236.9 


-12 
-17 
-4 
-16 
-14 


4.75        1.23t  -0.3 

4.75        l.llt  ^.1 

4.75        1.21t  -3.7 

No  Load       0.66  -3.4 
0.86 


3.75 


-3.8 


)  3kSS  CAPITAL  SHORT/INTERMED. 

'.  WITTER  HIGH-YIELD  SECS. 

:   WITTER  INTERMEDIATE  INCOME 

:   /ARE  DELCHESTER  A 

:   VERNMENT  INCOME 


AVG 


202.9 
432.2 
224.6 
948.1 
177.3 


-25 
-22 
-14 
-6 
75 


3.75 

5.50t 

5.00** 

4.75 

2.00 


0.85 

0.69 

1.63t 

1.05t 

0.71t 


-0.5 
-7.1 
-3.1 
-4.6 
-3.4 


4.3 
14.9 
3.8 
9.2 


6.6 
8.7 
5.9 
10.4 


5.3 
12.6 

6.1 
12.1 

5.7 


3.6  ■£131 

8.3 

NA  r-MTH 

6.9 

9.5  C 


i  &  COX  INCOME 

US  A  BONDS  PLUS 

US  SHORT-TERM  INCOME 

US  STRATEGIC  INCOME 

RATHON  HIGH-INCOME  (a) 


AVG 


195.4 
485.7 
222.5 
309.3 
414.7 


9 
-23 
-31 
-20 
-1 


No  Load 
No  Load 
No  Load 
3.00 
5.00* 


0.53 

1.00 

0.24t 

0.84t 

1.77t 


-2.9 
-6.2 
0.1 
-6.3 
-1.8 


5.2 
5.3 

5.5 
10.6 


8.1 
7.8 

8.1 
8.8 


's  redemption  fee  "  Includes  deferred  sales  cfiarge  t  12(b)-l  plan  in  effect,  t  Not  currently  accepting  new  accounts  NA  ; 
'gti-lncome 


NM  =  Not  meaningful,  (a)  Formerly  Eaton 
DATA:  IVIORNINGSTAR  INC  ,  CHICAGO,  IL 
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Bond  Ft 


RATING 


SIZE 


FEES 


ASSESTS 
$MIL. 


■/o  CHG, 
1993-94 


SALES  EXPENSE 
CHARGE  (%)  RATIO  (%) 


PERFORMANCE 

TOTAL  RETURN (%1 


I  YR 


3YR 


SYR. 


PORTFOLIO  TR 

YIELD  MATURITY  5- 
(%)       (YEARS)  ANA 


FIDELITY  ADVISOR  HIGH-YIELD  A 
FIDELITY  ADVISOR  LIM-TERM  BOND  A 
FIDELITY  ADVISOR  SHORT  FIXED  INC.  A 
FIDELITY  CAPITAL  &  INCOME 
FIDELITY  INTERMEDIATE  BOND 


682.8 
146.5 
690.7 
2039.8 
2127.4, 


24 

114 
-9 

-26 
16 


4.75 
4.75 
1.50 
1.50* 
No  Load 


1.22t 

1.18t 

0.97t 

0.95 

0.62 


-2.1 
-2.5 
-3.4 
-5.1 
-2.0 


13.0 

4.4 
14.7 
5.2 


15.9 

6.5 
13.5 
7.5 


7.0 
5.9 
6.3 
8.7 
6.5 


FIDELITY  INVESTMENT  GRADF  ^^OND 
FIDELITY  SHORT-TERM  BOH 
FIDELITY  SPARTAN  HIGH-t'  OME 
FIDELITY  SPARTAN  INVM    i.  GRADE  BD. 
FIDELITY  SPARTAN  S/T  IKCOME 


995.1 
1514.8 
617.5 
118.0 
610.3 


-5 
-39 
-7 
-2 
-59 


No  Load 
No  Load 
1.00* 
No  Load 
No  Load 


0.76 
0.76 
0.80 
0.65 
0,54 


-5.4 
-4.1 
2.6 
^.6 
-4.6 


6.0 
4.0 
14.7 


8.5 

6.3 


7.2 
6.6 
8.1 
8.1 
6.8 


FIRST  INVESTORS  FU!><D  FOR  INCOME  A  ♦        399.0  -7  6.25  1.26t  -0.2  11.2  10.3  9.2 

FIRST  INVESTORS  HIGH-YIELD  A  169.4  -11  6.25  1.61t  -0.4  11.5  9.2  9.1 

FORTRESS  BOND  AVG        142.3  0  2.00*  1.05t  -3.4  9.2  11  2  8.3 

FPA  NEW  INCOME  129.9  13  4.50  0.74  1.5  7.5  9.8  6.7 

FRANKLIN  AGE  HIGH-INCOME  AVG      1719.6  -34  4.25  0.59t  -1.5  10.5  11.4  10.2 


6.0 
5.3 
2.5 
6.6 
6.5 


9.6 
2.4 
5.3 
17.4 

^3.o__  cr 

7.6  a 
6.5  a 
8.2  g 

4.8 
8.7 


HANCOCK  HIGH-YIELD  BOND  B  (b) 
HANCOCK  SOVEREIGN  BOND  A 
HANCOCK  STRATEGIC  INCOME  A 
HARBOR  BOND 
IDS  BOND 


AVG 
AVG 


AVG 


153.0 
1321.8 
317.9 
167.0 
2135.5 


-1 
-12 
-6 
-3 
-14 


5.00* 
4.50 
4.50 
No  Load 
5.00 


2.08t 

1.25t 

1.32t 

0.77 

0.68 


-6.1 
-2.8 
-3.1 
-3.8 
-4.3 


8.9 
5.3 
5.8 
5.7 
6.9 


10.1 
7.8 
7.4 
8.8 
9.1 


10.4 
8.0 
9.5 
5.9 
8.3 


7.6 
11.5 
8.1 
7.6 
13.7 


IDS  EXTRA  INCOME  ♦  1526.0  -8  5.00  0.79  -7.6  9.8  10.4  11.6  8.2 

IDS  SELECTIVE  AVG  1392.9  -19  5.00  0.71  -4.4  5.6  8.0  6.9  14.0 

IDS  STRATEGY  INCOME  643.2  -17  5.00**  1.64t  -7.8  5.3  7.5  5.3  13.2 

IDS  STRATEGY  SHORT-TERM  INCOME  ♦  215.3  21  5.00**  1.71t  -2.2  2.3  4.5  2.8  5.7 

INTERMEDIATE  BOND  FUND  AMERICA  AVG  1449.3  -17  4.75  0.83t  -3.0  4.0  6.8  7.3  4.6 


INVESCO  HIGH-YIELD 
INVESCO  SELECT  INCOME 
IVY  BOND  A  (C) 
JANUS  FLEXIBLE  INCOME 
KEMPER  DIVERSIFIED  INCOME  A 


AVG 


AVG 
AVG 


210.8 
136.7 
109.7 
353.9 
460.9 


-31 
-13 
-16 
-25 
34 


No  Load 
No  Load 

4.75 
No  Load 

4.50 


0.97t 

l.llt 

1.45 

0.93 

1.12 


-5.0 
-1.2 
-4.5 
-2.9 
-3.7 


8.0 
6.7 
5.9 
7.9 
11.1 


8.2 
8.6 
7.0 
8.6 
12.7 


10.2 
7.6 
6.6 
8.2 
9.3 


9.2 
14.1 
10.0 
10.0 

8.0 


KEMPER  HIGH-YIELD  A 

KEMPER  INC.  &  CAPITAL  PRESERVATION  A 
KEYSTONE  AMER.  STRATEGIC  INCOME  B 
KEYSTONE  CUSTODIAN  B-1 
KEYSTONE  CUSTODIAN  B-2 


AVG 
AVG 


2249.5 
486.7 
152.1 
323.8 
736.0 


-2 
-13 

31 
-26 
-27 


4.50 

4.50 

3.00** 

4.00** 

4.00** 


0.86 

0.83 

2.07t 

1.83t 

1.75t 


-1.7 
-3.4 
-10.3 
-5.1 
-6.9 


11.4 
5.2 


2.4 
5.2 


12.1 
7.9 

5.6 
6.2 


10.1 
7.9 
8.7 
6.5 
7.8 


7.8 
9.8 
8.2 
9.7 
11.4 


KEYSTONE  CUSTODIAN  B-4 
LIBERTY  HIGH-INCOME  BOND  A 
LIMITED  TERM  A  (d) 
LORD  ABBETT  BOND-DEBENTURE 
MAINSTAY  HI-YIELD  CORP.  BOND  B 


AVG 


669.4 
421.2 
170.2 
987.6 
1122.1 


-34 
-9 

-30 
2 
20 


4.00** 

4.50 

1.00 

4.75 

5.00** 


1.84t 

1.20 

l.lOt 

0.88t 

1.60t 


-12.2 
-1.7 
-1.3 
-3.9 
1.5 


9.4 
10.6 
4.0 
9.0 
14.5 


7.7 
13.6 


10.5 
12.9 


10.0 
10.0 

5.8 
10.1 

9.0 


7.7 
7.6 
2.7 
8.0 
7.0 


MARSHALL  INTERMEDIATE  BOND 
MERRILL  LYNCH  CORP.  HIGH-INCOME  B 
MERRILL  LYNCH  CORP.  INTERM-TERM  A 
MERRILL  LYNCH  CORP.  INVMT.  GR.  B  (e) 
MERRILL  LYNCH  WORLD  INCOME  B 


326.1 
2249.1 
157.4 
471.9 
1490.5 


4 
9 

-16 
-7 
-29 


No  Load 

4.00** 
1.00 
4.00** 
4.00** 


0.71 

1.28t 

0.52 

1.27t 

1.52t 


-3.1 
-4.7 
-4.7 
-6.0 
-5.1 


10.0 
4.4 
2.6 
3.9 


11.8 
7.3 
5.9 


6.5 
8.8 
6.9 
6.2 
7.7 


3.9 
8.3 
6.0 
9.9 
NA 


METLIFE-STATE  ST.  RES.  HIGH-INC.  A  (f) 

MFS  BOND  A 

MFS  HIGH-INCOME  A 

MFS  INTERMEDIATE  INCOME  B 

NATIONWIDE  BOND 


AVG 


591.3 
434.6 
501.7 
285.7 
121.6 


-6 
-12 
-20 
-39 
-20 


4.50 

4.75 

4.75 

4.00* 

4.50 


1.23t 
0.96t 
0.98t 
2.22t 
0.71 


-2.8 
-4.5 
-2.6 
-6.4 
-7.9 


12.7 
5.0 

10.8 
1.5 
3.2 


10.3 
7.9 

11.0 
4.6 
6.8 


10.5 
7.4 
9.2 
4.2 
8.0 


6.5 
11.8 
8.3 
4.7 
12.9 


NEUBERGER  &  BERMAN  LTD.  MAT. 
NEW  ENGLAND  BOND  INCOME  A  (g) 
NICHOLAS  INCOME 
NORTHEAST  INVESTORS 
OPPENHEIMER  CHAMPION  HI-YIELD  A 


AVG 


293.9 
155.8 
140.9 
554.6 
174.9 


-15 
-13 
-11 
1 

42 


No  Load 
4.50 
No  Load 
No  Load 
4.75 


0.67 

l.OSt 

0.59 

1.06 

1.22t 


-0.3 
-4.2 
-0.2 
2.2 
-0.1 


3.8 
4.8 
7.5 
14.1 
12.1 


6.4 
7.9 
8.7 
11.2 
13.5 


5.8 
6.6 
9.4 
10.3 
8.6 


2.2 
9.0 
7.0 
7.1 
7.1 


OPPENHEIMER  HIGH-YIELD  A 
OPPENHEIMER  STRATEGIC  INCOME  A 
PAINEWEBBER  HIGH-INCOME  A 
PAINEWEBBER  INVMT.  GRADE  INCOME  A 
PARAGON  INTERMEDIATE-TERM  BOND 


AVG 
AVG 


958.3 
2986.9 
256.6 
265.0 
293.8 


-17 
-1 

-42 
29 

-14 


4.75 
4.75 
4.00 
4.00 
4.50 


0.96t 
0.99t 
0.90t 
1.09t 
0.77 


-2.3 
-4.7 
-11.7 
-5.6 
-4.6 


10.3 
7.1 

10.4 
5.2 
3.6 


10.8 
9.9 

12.6 
8.0 
6.7 


10.5 
9.2 

12.3 
7.9 
6.8 


9.4 
NA 
7.3 
13.2 
7.2 


PARAGON  SHORT-TERM  GOVERNMENT  ♦         139.6  -18  4.50  0.77  0.0  3.7  6.1  5.1  2.2 

PHOENIX  HIGH-YIELD  A  AVG        504.2  -29  4.75  1.19t  -8.0  9.3  10.0  10.1  7.9 

PHOENIX  MULTI-SECTOR  FIXED-INC.  A  162.5  -30  4.75  1.06t  -6.8  6.4  10.2  8.2  9.8 

PIERPONT  BOND  AVG        110.8  5  No  Load  0.79  -4.0  2.7  6.3  4.8  9.4 

PIMCO  ADV  HIGH-INCOME  C  (h)  148.5  -38  1.00**  1.90t  -7.1  2.2  4.1  7,9  7.5 


PORTICO  BOND  IMMDEX  RET. 

PORTICO  SHORT-TERM  BOND  RET. 

T.  ROWE  PRICE  HIGH-YIELD 

T.  ROWE  PRICE  NEW  INCOME 

T.  ROWE  PRICE  SHORT-TERM  BOND 


249.5 
116.3 
1040.4 
1367.8 
474.9 


-2 
-15 
-36 
-12 
-30 


2.00 
2.00 
1.00* 
No  Load 
No  Load 


0.49 
0.50 
0.88 
0.82 
0.74 


-3.1 
1.0 
-8.0 
-2.2 
-2.9 


5.0 
4.7 
8.7 
3.8 
2.8 


7.9 
7.0 
8.4 
7.1 
5.6 


6.5 
5.9 
9.7 
6.8 
6.0 


6.9 
2.7 
7,2 
10.1 
2.2 


■  Include;,  redemption  tee  "  Includes  deferred  sales  charge,  t  12(b)-l  plan  in  effect,  t  Not  c 
(b)  Formerly  Transamerica  Special  Higfi-Yield  Bd.  B.  (c)  Formerly  Mackenzie  Fixed-Income  A. 
State  Street  Higfi-lncome  A,  (g)  Formerly  TNE  Bond  Income  A.  (fi)  Formerly  Thomson  Income 


urrently  accepting  new  accounts  or  deposits  NA  =  Not  available, 
(d)  Formerly  Limited  Term  Invmt.  (e)  Formerly  Merrill  Lynch  [High 


NM  =  Not 
Quality  B. 


me.j'  i-ngful. 
(f)  Formerly  f/ 
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rUAL  FUND  SCOREBOARD 


Bond  Funds 


RATING 

SIZE 

FEES 

PERFORMANCE 

PORTFOLIO 

TREND 

ASSESTS 

%  CHG, 

SALES 

EXPENSE 

TOTAL  RETURN  (%) 

YIELD 

MATURITY 

5-YEAR 

$MIL. 

1993-94 

CHARGE  (%) 

RATIO  (%) 

1  YR 

3YR 

5  YR, 

(%) 

(YEARS) 

ANAYLISIS 

iNTIAL  HIGH-YIELD  B 

AVG 

3327.9 

-11 

5.00** 

1.35t 

-3.0 

9.4 

9.7 

10.0 

8.4 

:ntial  structured  maturity  b 

130.4 

6 

3.00** 

1.56t 

-2.0 

5.2 

3.0 

LLLJJi 

m  DIVERSIFIED  INCOME  B 

1561.4 

60 

5.00** 

1.76t 

-6.2 

8.0 

8.2 

l-lLLy 

m  HIGH  YIELD  A 

2715.0 

-17 

4.75 

0.94t 

-4.7 

10.4 

12.1 

1 1 .0 

O  "7 
O.  / 

nSSSS 

\m  HIGH  YIELD  ADVANTAGE  A 

add  A 
bob. 4 

1  o 

— 

-5.1 

10.8 

11.3 

8.4 

iM  INCOME  A 

AVG 

764.4 

-6 

4.75 

0.79t 

-3.3 

5.9 

8.0 

8.0 

8.8 

>ER  INCOME 

AVG 

464.1 

-9 

No  Load 

0.96 

-4.5 

4.7 

7.9 

6.2 

11.0 

)ER  SHORT-TERM  BOND 

«  * 

2138.8 

-33 

No  Load 

0.72 

-2.9 

3.4 

6.8 

6.9 

1.5 

1  SEAS  YIELD  PLUS 

1209.9 

-2 

No  Load 

0.35t 

4. 1 

4.4 

0.4 

1    1    1  mm 

A  CORPORATE  INCOME  A 

4.0U 

1  ■ac:  + 

i.  JDT 

4.6 

O./ 

OA  C 

BARNEY  DIV.  STRAT.  INCOME  B  (i) 

2247.7 

-7 

4.50** 

1.57t 

-3.4 

4.9 

8.4 

8.4 

14.7 

BARNEY  HIGH-INCOME  B  (j) 

AVG 

401.2 

-20 

4.50** 

1.60t 

-5.0 

10.6 

9.6 

10.1 

6.2 

BARNEY  INVMT.  GRADE  BD.  B  (k) 

♦  ♦  ♦ 

215.3 

-54 

4.50** 

1.58t 

-9.3 

5.1 

7.9 

7.6 

26.2 

LikrilJ 

ROE  INCOME 

152.8 

-6 

No  Load 

0.82 

-4. 1 

5.9 

8.1 

7.5 

7. 1 

ICOE  INTERMEDIATE  BOND 

1  A 

No  Load 

U.  /  U 

-2.8 

4.6 

"7  1 
/  .  1 

6.7 

6.2 

IG  ADVANTAGE 

910.5 

119 

No  Load 

0.80 

3.6 

6.7 

7.4 

5.5 

0.5 

srisnm 

IG  INCOME 

123.3 

0 

No  Load 

1.10 

-1.3 

8.0 

6.3 

7.9 

11.6 

IG  SHORT-TERM  BOND 

1041.1 

-32 

No  Load 

0.90 

-1.8 

4.6 

6.7 

6.7 

2.5 

'"'Hm 

IIERICA  DIVERSIFIED  INCOME  B 

155.7 

19 

4.00** 

2.06t 

-8.9 

1.0 

9.3 

7.9 

lERICA  HIGH-INCOME  B 

lUo.b 

-9.4 

1 1.9 

7.6 

^  ^ ' '  ^ 

riETH  CENTURY  LONG-TERM  BOND 

119.8 

-24 

No  Load 

0.88 

-4.5 

3.6 

6.7 

6.7 

9.8 

9  BOND 

518.0 

-19 

5.75 

0.73t 

-5.8 

4.7 

7.3 

6.9 

8.3 

9  HIGH-INCOME 

908.0 

-14 

5.75 

0.83t 

-3.7 

9.8 

9.1 

9.3 

8.4 

□WH 

9  HIGH-INCOME  II 

* 

343.9 

-13 

5.75 

0.88t 

-4. 1 

9.2 

10.1 

9.2 

7.7 

nSSSS 

AMPEN  HIGH-YIELD  A 

0'3Q  O 
£.00. £. 

— y 

A  CC^ 

-3.6 

9.9 

y./ 

1 1.2 

6.8 

"^^^ 

lARD  BOND  IDX  TOTAL  BOND  MKT.  (1) 

1730.7 

12 

No  Load 

0.18 

-2.7 

4.6 

7.5 

6.8 

8.9 

lARD  F/l  INTERM-TERM  CORP  BD. 

151.5 

134 

No  Load 

0.29 

-4.2 

6.5 

7.9 

1  1  1  1  M 

lARD  F/l  HIGH-YLO.  CORP. 

2120.7 

-16 

1.00* 

0.35 

-1.7 

9.9 

10.0 

9.4 

9.2 

lARD  F/l  L/T  CORP  BOND 

AVG 

2552.3 

-19 

No  Load 

0.33 

-5.3 

6.0 

8.9 

7.6 

20.7 

lARD  F/l  S/T  CORPORATE 

-*-*-* 

2905.8 

-17 

No  Load 

0.29 

-0.1 

4.7 

7.2 

5.7 

2.4 

RY  INTERMEDIATE  INCOME  (m) 

115.7 

14 

4.75 

0.76 

-2.4 

6.5 

4.3 

MM! 

JRG  PINCUS  FIXED-INCOME 

105.2 

25 

No  Load 

0.75 

-0.8 

5.5 

7.1 

7.0 

6.7 

m  BLAIR  INCOME  SHARES 

143.9 

-30 

No  Load 

0.74 

-0.7 

4.9 

6.6 

9.4 

LLLI 

WARD  BOND  RETAIL 

424.5 

-12 

4.50 

0.73t 

-7.0 

3.3 

6.7 

6.4 

LJJJJJ 

WARD  INTERMEDIATE  BOND  RETAIL 

391.1 

-7 

4.50 

0.73t 

-6.4 

2.5 

6.1 

4.4 

LLliy 

ERNMENT 


GNMA  &  U.  S.  TREASURY 

*  * 

5248.9 

-21 

No 

Load 

0.66 

-1.7 

3.5 

6.9 

6.5 

4.5 

ITAGE  GOVERNMENT  SECURITIES 

152.6 

-17 

4.00** 

1.30t 

-9.8 

5.5 

7.9 

6.6 

NA 

JVERNMENT  SECURITIES  A 

AVG 

157.6 

13 

4.75 

1.02t 

-3.4 

3.2 

6.3 

8.0 

6.5 

°D.  MATURITY  TREASURY  RETAIL 

266.0 

-22 

1.00 

0.47t 

0.8 

3.6 

6.0 

4.3 

1.5 

4CE  BOND  U.  S.  GOVERNMENT  B 

706.2 

-10 

3.00** 

1.72t 

-5.0 

3.0 

7.9 

6.7 

4CE  MORTGAGE  SEC.  INCOME  B 

921.6 

-37 

3.00** 

1.69t 

-6.8 

6.6 

NA 

*CE  MORTGAGE  STRATEGY  B 

135.1 

-19 

3.00** 

1.93t 

-0.4 

4.8 

NA 

rmj 

CAN  CAPITAL  GOVT.  SEC.  A 

2580.4 

-25 

4.75 

1.03t 

^.3 

3.3 

6.9 

7.0 

6.0 

WLLM 

CAN  CAPITAL  U.  S.  GOVT.  INC.  B 

208.4 

-24 

4.00** 

1.82t 

-4.9 

7.2 

NA 

i  1  i  UK 

MANAGEMENT  ADJ.  RATE  MTG. 

862.9 

-39 

No 

Load 

0.46t 

2.0 

3.7 

4.8 

5.8 

UJ_Ll 

MANAGEMENT  INTERM.  MTG.  SEC. 

* 

210.5 

-10 

No 

Load 

0.37t 

-1.8 

4.3 

7.0 

5.9 

13.3 

MGMT.  SHORT  U.  S.  GOVT,  (n) 

165.1 

-30 

No 

Load 

0.47t 

0.2 

4.2 

6.7 

5.4 

1.5 

U.S.  GOVT.  &  MORTGAGE  SEC.  A 

245.7 

-21 

3.00 

0.80t 

-3.3 

3.9 

7.4 

NA 

ULLM 

ADJUSTABLE  RATE  INCOME 

140.9 

-31 

3.25 

0.50t 

-6.6 

5.6 

NA 

.M  ADJUSTABLE  RATE  GOVT.  SEC. 

443.3 

-59 

No 

Load 

0.56 

-1.2 

2.5 

5.0 

2.2 

.M  GNMA  INCOME 

952.3 

-24 

No 

Load 

0.57 

-1.5 

4.2 

7.6 

7.0 

8.7 

M  TARGET  MATURITIES  2000 

255.0 

-11 

No 

Load 

0.59 

-7.2 

4.6 

7.7 

5.3 

5.9 

.M  TARGET  MATURITIES  2015 

122.7 

64 

No 

Load 

0.68 

-14.2 

3.3 

4.8 

3.0 

20.7 

iM  TARGET  MATURITIES  2020 

121.5 

152 

No 

Load 

0.70 

-17.7 

4.0 

8.0 

1.7 

25.4 

M  TREASURY  NOTE 

*- 

296.2 

-24 

No 

Load 

0.53 

-2.3 

3.9 

6.9 

5.2 

2.9 

M  '  1 

TEIN  GOVT.  SHORT  DURATION 

143.4 

-25 

No 

Load 

0.68 

0.3 

3.4 

6.0 

4.5 

1.7 

■  ill 

NAL  GOVERNMENT  OBLIGATIONS 

158.1 

-20 

4.50 

0.73 

-0.9 

3.3 

6.5 

8.2 

10.9 

^W— Ui 

HAL  FEDERAL  SECURITIES  A 

1242.8 

-24 

4.75 

1.16t 

-5.8 

3.9 

6.6 

7.5 

14.0 

HAL  U.  S.  GOVERNMENT  B 

745.0 

-27 

5.00** 

1.86t 

-2.5 

5.8 

4.6 

ON  SENSE  GOVERNMENT 

326.2 

-7 

6.75 

0.89 

-5.1 

3.1 

6.5 

6.3 

6.1 

)SITE  U.  S.  GOVERNMENT  SEC.  A 

188.1 

-30 

4.00 

l.OOt 

-4.9 

2.9 

6.5 

6.5 

9.9 

WITTER  FEDERAL  SECURITIES 

809.6 

-25 

5.00** 

1.51t 

-5.1 

3.3 

6.2 

7.0 

10.0 

WITTER  SHORT-TERM  U.S.  TREAS. 

329.3 

-53 

No 

Load 

0.79t 

-1.3 

3.0 

4.9 

NA 

■ 

WITTER  U.S.  GOVT.  SECURITIES 

AVG 

8199.9 

-33 

5.00** 

1.21t 

-3.6 

3.0 

5.7 

6.8 

8.6 

MRE  TREAS.  RES.  INTERM.  A 

786.4 

-30 

3.00 

0.88t 

-1.9 

3.0 

6.2 

7.4 

3.5 

ihJJi 

/ARE  U.S.  GOVERNMENT  A 

208.0 

-14 

4.75 

1.23t 

-5.8 

2.6 

6.2 

8.8 

7.2 

US  100%  U.S.  TREASURY  INTRM. 

184.7 

-27 

No 

Load 

0.88 

-4.0 

4.6 

7.4 

7.5 

5.7 

tIS  100%  U.S.  TREASURY  LT 

124.1 

-42 

No 

Load 

0.95 

-9.2 

4.4 

7.6 

7.6 

19.0 

is  redemption  fee,  *'  Includes  deferred  sales  charge  t  12{b)-l  plan  in  effect,  t  Not  currently  accepting  new  accounts  or  deposits,  NA  =  Not  available,  NM  =  Not  meaningful. 

irly  Smith  Barney  Shearson  Div.  Strat.  Inc.  B.  (j)  Formerly  Smith  Barney  Shearson  High-Income  B.  (k)  Formerly  Smith  Barney  Shearson  Invstmt.  Gr.  Bd.  B.  (I)  Formerly  Vanguard  Bond 

1)  Formerly  Society  Intermediate  Income,  (n)  Formerly  Asset  Management  Int-Term  Liquidity 

DATA  MORNINGSTAR  INC.,  CHICAGO.  IL, 


MUTUAL  FUND  SCOREBOARD 


Bond  Fu 


RATING 


SIZE 


FEES 


ASSESTS 
SMIL. 


%  CHG. 
1993-94 


SALES  EXPENSE 
CHARGE  (%)  RATIO  (7o) 


PERFORMANCE 

 ^TOTAL  RETURN  (%) 


1  YR 


3YR 


5YR 


PORTFOLIO  TREi 

YIELD  MATURITY  S-Yl 
(%)       (YEARS)  ANAVI 


DREYFUS  100%  U.S.  TREASURY  S/T 
DREYFUS  GNMA 

DREYFUS  SHORT-INTERM.  GOVERNMENT 
EV  TRADITIONAL  GOVT.  OBLIGATIONS 
FEDERATED  U.S.  GOVERNMENT  ^OND 


FIDELITY  ADVISOR  GOVT.  INV  :NT.  A 
FIDELITY  GINNIE  MAE 
FIDELITY  GOVERNMENT  f  URITIES 
FIDELITY  MORTGAGE  Sr  iiRITIES 
FIDELITY  SHORT-INTEF-JIEDIATE  GOVT 


AVG 
AVG 


172.4 
1427.9 
472.1 
386.4 
143.1 


-8 
-20 
-13 
-23 

38 


No  Load 
No  Load 
No  Load 
4.75 
No  Load 


0.29 

0.96t 

0.42 

1.60t 

0.83 


-0.3 
-2.8 
-0.8 
-2.0 
-6.3 


4.5 
3.5 
4.5 
4.1 
4.7 


6.5 
6.8 
7.3 
7.0 
7.3 


123.6 
704.5 
611.2 
349.4 
151.2 


64 
-21 
-19 

-7 
0 


4.75 
No  Load 
No  Load 
No  Load 
No  Load 


0.74t 

0.82 

0.69 

0.79 

0.95 


-3.8 
-2.0 
-5.2 
1.9 
-1.4 


3.9 
3.6 
4.7 
4.5 
2.9 


6.7 
6.9 
7.9 
7.4 


FIDELITY  SPARTAN  GiNNIE  MAE 
FIDELITY  SPARTAN  GOVT.  INCOME 
FIDELITY  SPARTAN  LTD.  MAT.  GOVT. 
FIRST  INVESTORS  GOVERNMENT  A 
FIRST  UNION  U.  S.  GOVT.  C  INVMT. 


AVG 


347.8 
231.9 
830.6 
218.1 
195.3 


-40 
-38 
-39 
-24 
-17 


No  Load 
No  Load 
No  Load 
6.25 
5.00** 


0.65 

0.65 

0.65 

1.42t 

1.44t 


-1.5 
-3.6 
-1.0 
-3.8 
-3.7 


3.5 
3.5 
3.7 
1.9 


6.8 
6.4 
5.9 


HANCOCK  GOVERNMENT  SECURITIES  A  (p) 
HANCOCK  LIMITED-TERM  GOVT.  A 
HANCOCK  SOVEREIGN  U.S.  GOVT.  A 
IDS  FEDERAL  INCOME 
INVESTORS  TRUST  GOVERNMENT  B 


498.9 
216.9 
311.0 
1010.5 
1203.0 


-26 
-18 
-14 
0 
-13 


4.75 
3.00 
4.50 
5.00 
5.00** 


1.16t 

1.40t 

1.23t 

0.76 

1.76t 


-4.0 
-1.3 
-4.1 
-0.3 
-9.3 


3.3 
3.3 

4.0 
1.1 


7.0 
6.0 

6.5 
5.2 


7.9 
6.9 
7.2 
8.0 
5.9 


5.9 
6.3 
6.7 
6.0 
6.4 


6.7 
7.4 
5.9 
5.9 
6.7 


8.2 
4.5 
7.0 
5.7 
7.9 


2.8 
9.5 
2.2 
4.8 
16.8 


10.3 
9.1 

10.8 
8.5 
3.7 


9.2 
10.4 
4.7 
4.5 
7.7 


FORTIS  U.  S.  GOVERNMENT  SEC.  E  ♦  489.4  -24  4.50  0.77  -5.6  2.6  6.3  8.2  5.9 

FORTRESS  ADJUST  RATE  U.S.  GOVT.  435.8  ^8  1.00*  1.02t  -0.3  2.6  4.7  3.6 

FRANKLIN  ADJUSTABLE  U.  S.  GOVT.  SEC.  AVG  684.0  -52  2.25  0.40t  -1.9  1.1  4.2  3.7  1.6 

FRANKLIN  SH-INTRM  U.  S.  GOVT.  SEC.  ^  221.0  -18  2.25  0.65t  -2.6  3.8  6.6  4.4  2.1 

FRANKLIN  TAX-ADVANT  U.  S.  GOVT.  AVG  456-4  -20  4.25  0.57t  -5.3  3.2  6.8  6.0  11.0 

FRANKLIN  U.S.  GOVERNMENT  ♦  10984.6  -21  4.25  0.55t  -2.7  3.8  7.1  7.3  9.0 

FUND  FOR  U.S.  GOVERNMENT  SEC.  A  AVG  1358.5  -26  4.50  0.95  -1.9  2.7  5.1  7.5  5.4 

GOVERNMENT  INCOME  SECURITIES  ♦  2559.4  -31  2.00**  0.97t  -1.9  2.9  6.2  7.5  5.4 

GRADISON-MCDONALD  GOVT.  INCOME  AVG  184.0  -31  2.00  0.89t  -3.7  3.3  6.4  6.2  7.0 

HANCOCK  GOVERNMENT  INCOME  B  (o)  234.5  -19  5.00**  2.01t  -5.3  2.4  5.7  7.6  5.5 


7.9 
2.1 
12.3 
8.6 
6.6 


ISI  TOTAL  RETURN  U.  S.  TREASURY                             195.0  -12  4.45  0.77t  -4.0  4.5  7.1  7.0  8.9 

KEMPER  ADJ  RATE  U.  S.  GOVT.  A  AVG        158.4  -32  3.50  0.93  -0.4  3.5  6.1  5.0  4.3 

KEMPER  SHORT-INTERM.  GOVT.  B  (q)  AVG        226.1  -20  4.00**  1.93t  -1.9  2.6  5.2  5.7  1.7 

KEMPER  U.S.  GOVERNMENT  SEC.  A  AVG      4746.0  -27  4.50  0.75  -3.1  2.5  6.7  8.4  5.8 

KEMPER  U.S.  MORTGAGE  A  (r)                                   1854.0  1  4.50  0.99  -3.5  7.6  5.7 


LEGG  MASON  U.  S.  GOVT.  INT.-TM.  PRIM. 

LEXINGTON  GNMA  INCOME 

LIBERTY  FINANCIAL  U.  S.  GOVT. 

LORD  ABBETT  U.  S.  GOVT. 

LORD  ABBETT  U.  S.  GOVT.  SEC.  TRUST 


AVG 


235.0 
132.4 
685.9 
3219.6 
326.0 


-22 
-12 
-26 
-18 
-1 


No  Load 
No  Load 
4.50 
4.75 
1.00* 


0.90t 
0.97 
0.99t 
0.89t 
NA  t 


-2.2 
-2.1 
-1.6 
-4.3 
-5.5 


3.5 
3.6 
3.3 
3.9 


6.8 
7.1 
6.8 
7.6 


5.0 
7.2 
7.2 
9.5 
8.2 


5.2 
NA 
7.8 
8.2 
7.6 


MAINSTAY  GOVERNMENT  B 
MERRILL  LYNCH  ADJ  RATE  SEC.  B 
MERRILL  LYNCH  FEDERAL  SEC.  B 
MFS  GOVERNMENT  LTD.  MATURITY  A 
MFS  GOVERNMENT  MORTGAGE  B 


AVG 


1020.7 
243.9 

1288.7 
256.2 

1067.6 


-17 
-47 
-34 
-26 
-33 


5.00* 

4.00* 

4.00* 

2.50 

4.00* 


1.70t 
1.46t 
1.33t 
0.96t 
1.94t 


-2.8 
-0.1 
-4.0 
-0.8 
-2.8 


2.2 
1.8 
2.5 
4.2 


5.3 


5.1 


7.4 
4.1 
5.6 
6.0 
6.8 


6.5 
1.4 
6.9 
1.6 
9.1 


MFS  GOVERNMENT  SECURITIES  A 

AVG 

313.9 

-19 

4.75 

0.79t 

-3.3 

4.4 

7.0 

8.0 

6.6 

NEW  ENGLAND  ADJ.  RATE  U.S.  GOVT.  A  (s) 

491.6 

-33 

3.00 

0.60t 

0.8 

3.2 

4.3 

2.5 

NEW  ENGLAND  GOVERNMENT  SEC.  A  (t) 

148.3 

-18 

4.50 

1.28t 

-5.5 

3.2 

6.0 

6.6 

7.0 

NEW  ENGLAND  LTD-TM.  U.  S.  GOVT.  A  (u) 

AVG 

413.1 

-26 

3.00 

1.17t 

-2.2 

3.2 

6.7 

6.3 

4.0 

OPPENHEIMER  LIMITED-TERM  GOVT.  A  (v) 

247.8 

40 

3.50 

0.99t 

0.5 

4.2 

7.6 

7.4 

NA 

OPPENHEIMER  U.S.  GOVERNMENT  A 

AVG 

299.4 

-18 

4.75 

1.14t 

-1.3 

3.9 

6.8 

7.5 

4.8 

OVERLAND  EXPRESS  VAR.  RATE  GOVT.  A 

1215.5 

-38 

3.00 

0.79t 

-3.8 

1.7 

4.7 

1.3 

PAINEWEBBER  S/T  U.S.  GOVT.  INC.  D 

263.8 

-77 

No 

Load 

1.28t 

-4.9 

4.8 

2.9 

PAINEWEBBER  U.  S.  GOVT.  INCOME  A 

413.8 

-36 

4.00 

0.91t 

-10.5 

0.4 

5.0 

7.2 

6.6 

PERMANENT  PORT  TREASURY  BILL 

122.1 

-9 

No 

Load 

0.78t 

3.3 

2.8 

4.2 

1.0 

0.2 

PHOENIX  U.S.  GOVT.  SECURITIES  A 

AVG 

254.8 

-23 

4.75 

0.981 

-3.5 

4.0 

6.8 

6.7 

8.0 

PILGRIM  ADJUSTABLE  RATE.  SEC.  I-A 

154.7 

-20 

4.00** 

1.16t 

-20.5 

7.5 

NA 

PILGRIM  ADJUSTABLE  U.S.  GOVT.  1 

309.5 

-51 

4.00**t 

1.30t 

-12.6 

-1.5 

5.6 

2.3 

PIMCO  ADV  U.S.  GOVERNMENT  C  (w) 

311.6 

-38 

1.00** 

1.70t 

-5.3 

1.3 

5.1 

6.2 

7.2 

PIONEER  AMERICA  INCOME  A  (x) 

AVG 

161.3 

53 

4.50 

l.OOt 

-4.0 

3.8 

6.4 

7.0 

NA 

PREMIER  GNMA  A 

* 

141.9 

-28 

4.50 

0.89t 

-2.9 

3.8 

7.4 

6.5 

NA 

T.  ROWE  PRICE  ADJ.  RATE  U.S.  GOVT. 

120.9 

-52 

No 

Load 

0.40 

-0.6 

2.0 

5.1 

0.7 

T.  ROWE  PRICE  GNMA 

** 

752.2 

-18 

No 

Load 

0.76 

-1.6 

3.6 

7.1 

7.6 

9.0 

T.  ROWE  PRICE  U.  S.  INTERMEDIATE 

-* 

163.1 

-4 

No 

Load 

0.69 

-2.2 

3.9 

7.0 

6.1 

4.0 

PRINCOR  GOVERNMENT  SEC.  INCOME  A 

♦ 

247.3 

-3 

5.00 

0.95t 

-4.9 

3.3 

7.1 

6.7 

11.4 

PRUDENTIAL  GNMA  B 

AVG 

245.6 

-23 

5.00** 

1.66t 

-2.7 

2.4 

5.4 

6.3 

8.8 

PRUDENTIAL  GOVERNMENT  «NCOME  B  (y) 

1538.3 

-34 

5.00** 

1.65t 

-4.8 

2.7 

5.8 

6.3 

7.8 

PRUDENTIAL  GOVERNMENT  t  <^T-TRM.  A 

223.8 

-35 

No 

Load 

0.80t 

-2.6 

3.5 

6.3 

6.7 

3.7 

PUTNAM  AMERICAN  GOVERNIhrNT  INC.  A 

2244.7 

-30 

4.75 

0.83t 

-2.9 

3.0 

5.1 

7.7 

10.1 

PUTNAM  FEDERAL  INCOME  A 

429.8 

-26 

4.75 

1.06t 

-3.1 

2.5 

6.1 

7.0 

8.0 

■  Includes  redemption  fee  Includes  deferred  sales  charge,  t  12(b)-l  plan  in  effect,  t  Not  currently  accepting  new  accounts  or  deposits  NA  =  Not  available.  NM  =  Not  meaningful, 
(o)  Formerly  Transamerica  Special  Government  Inc  (p)  Formerly  Transamerica  Government  Securities  A.  (q)  Formerly  Kemper  Investment  Sh  -Interm,  Govt  Init.  (r)  Formerly  Kemper  Inveslmentjj 
Govt,  Prem  (s)  Formerly  TNE  Adjustable  Rate  U.S.  Government  A.  (t)  Formerly  TNE  Government  Securities  A.  (u)  Formerly  TNE  limited-Term  U.S.  Government  A.  (v)  Formerly  Oppeiitieimer  &c|l 
Sei-urities  A  (w)  Formerly  Thomson  U.S.  Government  B  M  Formerly  Pioneer  U.S.  Government  A.  (y)  Formerly  Prudential  Government  Plus  B  DATA:  MORNINGSTAR  INC  ,  CHICAG(g 


rUAL  FUND  SCOREBOARD 


Bond  Funds 


RATING 


SIZE 


FEES 


ASSESTS 
$MIL 


7o  CHG. 
1993-94 


SALES  EXPENSE 
CHARGE  (%)  RATIO  (%) 


PERFORMANCE 

TOTAL  RETURN  (%) 


1  YR 


3YR 


5YR, 


PORTFOLIO  TREND 

YIELD  MATURITY  5-YEAR 
(%)        (YEARS)  ANAYLISIS 


M  U.  S.  GOVERNMENT  INCOME  A 
TIREMENT  ACTIVELY  MGD.  BOND 
\B  S/l  GOVT.  BONO 
>ER  GNMA 

\  U.  S.  GOVERNMENT  A 


AVG 
AVG 


2987.4 
134.7 
160.0 
417.0 
461.4 


-33 
-6 
-41 
-32 
-46 


4.75 
No  Load 
No  Load 
No  Load 

4.50 


0.85t 

0.87 

0.60 

0.95 

1.06t 


-2.5 
-4.2 
-2.8 
-3.1 
-5.9 


3.2 
4.4 
3.6 
3.2 
2.3 


6.2 
7.5 


6.8 
6.1 


7.6 
0.0 
5.7 
6.9 
7.7 


BARNEY  ADJUST.  RATE.  GOVT.  A  (z)  181.6  -54  No  Load  2.3 It  2.3 

BARNEY  GOVERNMENT  SEC.  A  (aa)  479.4  NM          4.50  l.OOt  -2.9 

BARNEY  MANAGED  GOVT.  A  (bb)         AVG  550.4  28          4.50  1.22t  -2.0 

BARNEY  U.  S.  GOVERNMENT  A             AVG  360.7  -23           4.50  0.50  -1.5 

BREEOEN  SHORT  DUR.  U.S.  GOVT,  (cc)  225.0  37  No  Load  0.56  4.3 


4.3 
3.8 


7.9 
7.3 


4.1 
6.1 
6.3 
7.6 
5.9 


BREEDEN  SHORT  DUR.  U.S.  GOVT.  SER.  195.3  50  No  Load  0.20t  4.1 

COACK  GINNIE  MAE  A  171.3  -44  4.50  0.70t  -3.2  3.5 

COACH  U.S.  GOVT.  ALLOC.  A  140.1  -51  4.50  l.OOt  -7.0  4.6  7.1 

ST  RESEARCH  GOVT.  INCOME  A          AVG  608.2  -27  4.50  1.07t  -2.9  4.4  7.6 

IG  GOVERNMENT  SECURITIES  276.8  25  No  Load  0.90  -3.4  6.0  8.6 


1ERICA  U.S.  GOVT.  SEC.  B 
IBURG  LTD.-TERM  U.S.  GOVT.  A 
:ENTURY  U.S.  GOVT.  SH-TERM  (dd) 
OVERNMENT  SECURITIES 
}  GOVERNMENT  SECURITIES 


AVG 


633.1 
178.9 
383.8 
1290.1 
152.4 


-45 
-15 
-22 
-18 
-20 


4.00* 
2.50 
No  Load 
4.75 
4.25 


2.12t 

0.95t 

0.81 

0.78t 

0.82t 


-1.4 
-2.1 
-0.4 

-3.9 


2.7 
3.7 
2.7 
4.3 
4.3 


5.3 
6.5 
5.4 
7.2 
7.3 


5.2 
5.9 
4.9 
8.0 
6.2 


NA 

4.0 
1.9 
6.2 
7.7 


INVESTMENT  FEDERAL  GNMA 
LINE  U.S.  GOVERNMENT 

3AMPEN  U.S.  GOVERNMENT  A 
lARD  F/l  GNMA 
il  lARD  F/l  in  U.S.  TREAS. 


244.9 
289.7 
2917.4 
5777.8 
844.2 


-12 
-36 
-20 
-18 
-14 


No  Load 
No  Load 
4.65 
No  Load 
No  Load 


0.31 

0.63 

0.93t 

0.31 

0.29 


0.0 
-10.7 
-5.1 
-1.0 
-4.3 


4.3 
1.4 
2.9 
3.9 
4.7 


6.0 
6.7 
7.6 


7.4 
7.5 
8.6 
7.1 
6.2 


4.2 
5.1 
7.0 
9.0 
8.6 


U|  lARD  F/l  UT  US  TREAS. 
lARD  F/l  S/T  FEDERAL 
lARD  F/l  S/T  U.S.  TREAS. 
RY  GOVERNMENT  MORTGAGE  (ee) 
iOVERNMENT  SECURITIES 


644.2 
1504.8 
704.0 
154.4 
216.4 


-22 
-22 
0 
-21 

-35 


No  Load 
No  Load 
No  Load 
4.75 
No  Load 


0.29 
0.29 
0.29 
0.73 
0.78 


-7.0 
-0.9 
-0.5 
-2.1 
-8.8 


5.3 
4.0 
4.1 
4.0 
2.3 


7.7 
6.7 


5.9 


ilCIPAL 

INSURED  T/F  GENERAL  BOND 

1748.6 

-18 

No  Load 

0.68 

-6.2 

4.7 

6.5 

5.2 

:  TAX-FREE 

174.9 

-19 

4.75 

0.56t 

-4.6 

5.5 

6.5 

6.1 

UNICIPAL  BONO  A 

AVG 

257.6 

-12 

4.75 

0.90t 

-3.8 

5.4 

6.9 

6.2 

>  HCE  MUNI  INCOME  CA  A 
KCE  MUNI  INCOME  NATIONAL  A 
HCE  MUNI  INCOME  NY  A 
«C£  MUNI  INSURED  NATIONAL  A 
CAN  CAPITAL  MUNI  BOND  A 


AVG 


AVG 


437.1 
318.9 
171.8 
150.0 
295.8 


-20 
-19 
-21 
-20 
-12 


4.25 
4.25 
4.25 
4.25 
4.75 


0.67t 
0.59t 
0.65t 
0.63t 
0.93 1 

1.02t 

0.49t 

0.49 

0.48 

0.48 


-10.1 
-9.6 

-10.1 
-9.2 
-3.5 


3.6 
4.2 
3.9 
3.9 
5.3 


5.8 
6.3 
6.0 
6.1 
6.6 


6.4 
6.4 
6.4 
6.0 
6.0 


25.0 
21.0 
27.5 
23.4 
20.0 


CAN  CAPITAL  T/E  H/Y  MUNI.  A 
CA  MUNICIPAL  BOND  A 
tM  CA  TAX-FREE  INSURED 
m  CA  TAX-FREE  INTERM.-TERM 
iM  CA  TAX-FREE  LONG-TERM 


418.1 
171.8 
161.3 
393.8 
249.1 


1 

-13 
-28 
-16 
-23 


4.75t 
3.00 
No  Load 
No  Load 
No  Load 


0.2 
-5.8 
-6.6 
-3.7 
-6.5 


6.4 
4.9 
5.0 
4.5 
4.8 


7.1 

6.6 
6.1 
6.5 


7.2 
5.7 
5.7 
5.1 
6.0 


20.9 
19.6 
17.0 
6.9 
18.0 


M  CA  TAX-FREE  SHORT-TERM 

>TEIN  CA  MUNICIPAL 

iTEIN  DIVERSIFIED  MUNICIPAL 

iTEIN  NY  MUNICIPAL 

9RNIA  INVMT.  TAX-FREE  INCOME 


106.3 
160.8 
504.4 
376.6 
185.1 


-15 
-1 
4 
3 

-34 


No  Load 
No  Load 
No  Load 
No  Load 
No  Load 


0.51 
0.70 
0.67 
0.67 
0.60 


-0.6 
-3.2 
-2.5 
-2.6 
-8.6 


3.8 
4.0 
4.2 
4.5 


5.8 
5.9 
6.4 


3.9 
4.9 
4.8 
5.1 
5.5 


2.5 
6.1 
11.6 
14.2 
17.0 


rt  tax-free  res.  ltd.-term  a 
;hill  tax-free  of  ky 

>  HAL  CA  tax-exempt  A 

>  <IAL  HIGH-YIELD  MUNICIPAL  B 

>  HAL  MA  TAX-EXEMPT  A 


AVG 


547.6 
232.8 
295.1 
115.4 
187.7 


-16 
-10 
-22 
-6 
-16 


2.00 

4.00 

4.75 

5.00* 

4.75 


0.65 

0.68t 

0.75 

1.90t 

0.64 


2.4 
-3.4 
-7.3 
-3.4 
-5.7 


3.8 
5.0 
3.4 

4.9 


4.9 
6.5 
5.4 

6.8 


3.6 
6.0 
6.2 
6.2 
6.2 


0.9 
15.0 
23.7 
23.8 
21.6 


m~~rm 


)  4iAL  TAX-EXEMPT  A 

)  dIAL  TAX-EXEMPT  INSURED  A 

I  fIBIA  MUNICIPAL  BOND 

ON  SENSE  MUNICIPAL  BOND 
OSITE  TAX-EXEMPT  BOND  A 


AVG 


AVG 


2837.5 
204.8 
339.8 
108.4 
215.4 


-17 
-16 
-21 
7 
-17 


4.75 
4.75 
No  Load 
4.75 
4.00 


l.Olt 

1.05t 

0.58 

0.99 

0.81t 


-6.3 
-6.1 
-4.7 
-4.7 
-6.5 


4.0 
3.8 
4.0 
4.8 
4.7 


6.0 
5.9 
6.1 
6.2 
6.4 


6.3 
5.7 
5.6 
5.1 
5.5 


23.7 
22.4 
14.3 
20.7 
14.9 


WITTER  CA  TAX-FREE  INCOME 
WITTER  MULTI-STATE  MUNI  CA 
WITTER  NY  TAX-FREE  INCOME 
WITTER  TAX-EXEMPT  SEC. 
VARE  TAX-FREE  PA  A 


AVG 


1006.0 
111.4 
206.6 

1292.3 
942.6 


-15 
-22 
-15 
-18 
-9 


5.00* 
4.00 

5.00* 
4.00  t 
4.75 


1.31t 

0.57t 

1.35t 

0.47 

0.88t 


-6.0 
-8.5 
-7.7 
-5.6 
-3.9 


4.0 
4.3 
3.9 
4.6 
5.2 


5.5 

5.7 
6.4 
6.5 


5.3 
6.0 
5.2 
6.3 
6.2 


18.0 
23.7 
20.0 
18.0 
21.7 


VARE  TAX-FREE  U.S.A.  A 
'US  CA  INTERMEDIATE  MUNI 
'US  CA  TAX-EXEMPT  BOND 
'US  CT  INTERMEDIATE  MUNI 
■'US  FL  INTERMEDIATE  MUNI 


AVG 


713.0 
238.4 
1431.2 
124.3 
408.2 


-7 
-23 
-22 
-11 
-24 


4.75 
No  Load 
No  Load 
No  Load 
No  Load 


0.89t 

0.27 

0.70 

0.25 

0.43t 


-3.0 
-5.5 
-7.1 
-4.7 
-4.9 


5.9 
3.5 


6.8 
5.5 


6.5 
5.4 
6.0 
5.3 
5.2 


22.0 
7.6 

22.2 
9.1 
8.9 


es,  redemption  fee.  **  Includes  deferred  sales  charge,  t  12(b)-l  plan  in  effect,  t  Not  currently  accepting  new  accounts  or  deposits.  NA  =  Not  available.  NM  =  Not  meaningful. 

eily  Smitti  Barney  Shearson  Adj.  Rate  Govt.  A.  (aa)  Formerly  Smith  Barney  Shearson  Govt.  Sec  A.  (bb)  Formerly  Smith  Barney  Shearson  Managed  Govt.  A.  (cc)  Formerly  Smith  Bree- 

I  Short  Dur  U.S.  Govt,  (dd)  Formerly  T»/entieth  Century  U.S.  Governments,  (ee)  Formerly  Society  U.S.  Government  Income. 

DATA:  MORNINGSTAR  INC.,  CHICAGO.  IL 


MUTUAL  FUND  SCOREBOARD 


Bond  Fu 


RATING 


SIZE 


FEES 


ASSESTS 
SMIL 


%  CHG 
1993-94 


SALES 
CHARGE  (7o) 


EXPENSE 
RATIO  (%) 


PERFORMANCE 

TOTAL  RETURN  (%) 


1  YR 


3YR 


SYR. 


PORTFOLIO 

YIELD  MATURITY 
(%)  (YEARS) 


DREYFUS  INSURED  MUNICIPAL  BOND 
DREYFUS  INTERMEDIATE  MUNI  BOND 
DREYFUS  MA  TAX-EXEMPT  BOND 
DREYFUS  MUNICIPAL  BOND 
DREYFUS  NJ  INTERMEDIATE  W  HI 


215.1 
1447.6 

146.9 
3625.8 

212.3 


-25 
21 
-26 
-21 
-12 


No  Load 
No  Load 
No  Load 
No  Load 
No  Load 


0.93t 

0.70 

0.80t 

0.68 

0.33 


-8.6 
-4.6 
-6.0 
-6.9 
-5.2 


3.5 
5.0 
4.3 
4.4 


5.7 
6.5 
6.3 
6.3 


5.8 
5.7 
5.9 
6.4 
5.2 


23.2 
10.0 
21.7 
23.1 
8.6 


DREYFUS  NJ  MUNICIPAL  BOr^  576.5  -21  No  Load  0.79t  -6.0  4.9  6.9  6.2  21.0 

DREYFUS  NY  INSURED  T/E       ^D  AVG        151.8  -23  No  Load  0.98t  -6.6  4.0  6.2  5.6  24.8 

DREYFUS  NY  TAX-EXEMP      OND  AVG       1699.5  -20  No  Load  0.71  -7.0  4.5  6.2  6.0  20.5 

DREYFUS  NY  TAX-EXEr      INTERM.  BD.  338.0  -20  No  Load  0.89t  -5.1  5.0  6.4  5.1  9.3 

DREYFUS  SHORT-INTEi      MUNI  BOND  426.8  -26  No  Load  0.70t  -0.3  4.3  5.5  4.5  2.2 


DUPREE  KY  TAX-FRr^^  INCOME 
EMERALD  FL  TAX-EXEMPT  A 
EMPIRE  BUILDER  TAX-FREE  BOND 
EV  !''t.ARATHON  AZ  TAX-FREE  (ff) 
EV  MARATHON  CA  MUNICIPALS  (gg) 


AVG 


246.8 
107.1 
103.7 
137.7 
396.4 


-9 
^9 

-5 
-10 
-20 


No  Load 
4.50 
4.25 
5.00* 
5.00* 


0.69 
0.9  It 
0.98 
1.46t 
1.67t 


-2.1 
-6.9 
-5.2 
-9.7 
-9.1 


6.2 
5.5 
4.7 
3.9 
2.4 


7.3 
6.3 
4.3 


6.6 
5.3 
4.3 
5.8 
6.2 


18.5 
19.8 
20.1 
21.7 
21.8 


EV  MARATHON  CT  TAX-FREE  (HH) 

EV  MARATHON  FL  LTD.  MATURITY  T/F  (ii) 

EV  MARATHON  FL  TAX-FREE  (jj) 

EV  MARATHON  GA  TAX-FREE  (kk) 

EV  MARATHON  KY  TAX-FREE  (II) 


176.7 
151.5 
714.7 
120.1 
133.3 


-5 
-8 
-15 
-14 
-5 


5.00* 
3.00* 
5.00* 
5.00* 
5.00* 


1.43t 
1.42t 
1.44t 
1.41t 
1.44t 


-10.4 
-4.1 
-9.0 
-9.6 
-9.3 


3.5 
2.9 
3.1 


EV  MARATHON 
EV  MARATHON 
EV  MARATHON 
EV  MARATHON 
EV  MARATHON 


MA  LTD  MATURITY  T/F  (mm) 
MA  TAX-FREE  (nn) 
MD  TAX-FREE  (oo) 
Ml  TAX-FREE  (pp) 
NATL  LTD.  MAT.  T/F  (qq) 


110.6 
274.0 
109.4 
179.8 
145.7 


-6 
-11 

-3 
-13 

-3 


3.00* 
5.00* 
5.00* 
5.00* 
3.00* 


1.46t 
1.50t 
1.43t 
1.49t 
1.55t 


-3.5 
-9.0 
-9.9 
-8.5 
-3.2 


3.3 
3.3 


5.9 
4.6 
5.9 
5.5 
5.7 


4.7 
6.2 
5.6 
5.6 
4.9 


22.5 
7.0 
24.7 
20.8 
21.5 


7.5 
22.5 
24.1 
21.9 

6.6 


EV  MARATHON 
EV  MARATHON 
EV  MARATHON 
EV  MARATHON 
EV  MARATHON 


NATL  MUNICIPALS  (rr) 

NC  TAX-FREE  (ss) 

NJ  TAX-FREE  (tt) 

NY  LTD.  MATURITY  T/F  (uu) 

NY  TAX-FREE  (w) 


2054.7 
178.8 
390.7 
166.6 
606.9 


-7 
-8 

-10 
-6 

-13 


5.00* 
5.00* 
5.00* 
3.00* 
5.00* 


1.51t 
1.42t 
1.48t 
1.40t 
1.46t 


-8.1 
-9.3 
-8.2 
-4.3 
-9.4 


5.1 

3.0 
3.7 

4.0 


6.0 


6.9 
5.7 
6.0 
4.7 
6.1 


25.6 
21.3 
24.0 
7.1 
22.0 


EV  MARATHON  OH  TAX-FREE  (ww) 

EV  MARATHON  OR  TAX-FREE  (xx) 

EV  MARATHON  PA  LTD.  MATURITY  T/F  (yy) 

EV  MARATHON  PA  TAX-FREE  (zz) 

EV  MARATHON  VA  TAX-FREE  (aaa) 


301.2 
137.6 
103.2 
478.5 
178.0 


-10 
-7 
-7 

-14 
-9 


5.00* 
5.00* 
3.00* 
5.00* 
5.00* 


1.50t 
1.43t 
1.45t 
1.46t 
1.44t 


-8.9 
-9.5 
-3.8 
-9.6 
-8.9 


3.6 
4.0 

3.0 
2.9 


5.9 
5.6 
4.7 
6.0 
5.8 


20.0 
21.1 
6.8 
21.5 
22.0 


FIDELITY  ADVISOR  HIGH-INC  MUNI  A 
FIDELITY  AGGRESSIVE  TAX-FREE 
FIDELITY  CA  TAX-FREE  HIGH-YIELD 
FIDELITY  CA  TAX-FREE  INSURED 
FIDELITY  HIGH-YIELD  TAX-FREE 


AVG 
AVG 


506.4 
793.8 
443.9 
197.3 
1671.3 


-6 
-16 
-25 
-37 
-21 


4.75 
1.00* 
No  Load 
No  Load 
No  Load 


0.89t 

0.64 

0.56 

0.61 

0.56 


-8.0 
-5.9 
-8.9 
-10.2 
-7.4 


5.2 
5.4 
4.0 
3.7 
4.4 


7.6 
7.0 
5.8 
5.8 
6.3 


6.3 
7.1 
6.5 
6.0 
6.7 


20.7 
20.2 
19.6 
20.2 
18.8 


FIDELITY  INSURED  TAX-FREE 
FIDELITY  LIMITED-TERM  MUNICIPALS 
FIDELITY  MA  TAX-FREE  HIGH-YIELD 
FIDELITY  Ml  TAX-FREE  HIGH-YIELD 
FIDELITY  MN  TAX-FREE 


AVG 
AVG 


318.3 
881.3 
993.8 
434.4 
277.4 


-29 
-26 
-28 
-23 
-19 


No  Load 
No  Load 
No  Load 
No  Load 
No  Load 


0.59 
0.54 
0.54 
0.58 
0.60 


-7.7 
-4.8 
-6.6 
-7.5 
-6.4 


4.3 
5.0 
4.9 
4.9 
4.2 


6.3 
6.6 
6.6 
6.3 
5.7 


5.8 
5.7 
6.0 
6.4 
5.7 


18.4 
8.9 
20.2 
17.4 
20.1 


FIDELITY  MUNICIPAL  BOND 
FIDELITY  NY  TAX-FREE  HIGH-YIELD 
FIDELITY  NY  TAX-FREE  INSURED 
FIDELITY  OH  TAX-FREE  HIGH-YIELD 
FIDELITY  SPARTAN  CA  MUNI  HI-YLD 


AVG 


1005.6 
380.2 
300.8 
349.5 
371.9 


-20 
-21 
-27 
-23 
-38 


No  Load 
No  Load 
No  Load 
No  Load 
0.50* 


0.54 
0.58 
0.59 
0.58 
0.55 


-9.1 
-8.0 
-8.0 
-5.5 
-9.0 


4.0 
4.2 
4.1 
4.9 
4.1 


6.1 
6.2 
6.1 
6.7 
6.4 


5.6 
6.0 
5.9 
6.1 
6.3 


17.4 
19.5 
19.3 
17.7 
20.9 


FIDELITY  SPARTAN  CT  MUNI  HI-YLD 
FIDELITY  SPARTAN  FL  MUNI  INCOME 
FIDELITY  SPARTAN  INTERM.  MUNI 
FIDELITY  SPARTAN  MUNI  INCOME 
FIDELITY  SPARTAN  NJ  MUNI  HI-YLD 


312.8 
339.3 
205.9 
535.6 
325.7 


-30 
-25 
-26 
-38 
-24 


0.50* 
0.50* 
No  Load 
0.50* 
0.50* 


0.55 
0.54 
0.20 
0.55 
0.55 


-7.0 
-6.7 
-5.0 
-8.1 
-5.7 


4.4 


4.5 
5.1 


6.1 


6.9 


6.2 
5.9 
5.4 
6.5 
6.1 


19.0 
19.4 
9.0 
19.1 
17.7 


FIDELITY  SPARTAN  NY  MUNI  HI-YLD 
FIDELITY  SPARTAN  PA  MUNI  HI-YLD 
FIDELITY  SPARTAN  S/i  MUNI 
FIRST  INVESTORS  INSURED  TAX-EX  A 
FIRST  INVESTORS  NY  INSURED  T/F  A 


284.8 
241.2 
913.1 
1297.4 
193.4 


-36 
-21 
-23 
-13 
-« 


0.50* 
0.50* 
No  Load 
6.25 
6.25 


0.55 

0.55 

0.47 

1.211 

1.31t 


-8.5 
-5.0 
-0.1 
-6.1 
-5.5 


4.4 

5.5 
4.5 
3.7 
4.1 


7.2 
5.7 
5.4 
5.8 


6.1 
6.6 
4.6 
5.4 
5.2 


21.1 
18.4 
3.5 
20.0 
21.0 


FLAGSHIP  ALL-AMERICAN  TAX-EXEMPT  A 
FLAGSHIP  CT  DOUBLE  TAX-EXEMPT  A 
FLAGSHIP  FL  DOUBLE  TAX-EXEMPT  A 
FLAGSHIP  GA  DOUBLE  TAX-EXEMPT  A 
FLAGSHIP  KY  TRIPLE  TAX-EXEMPT  A 


AVG 


168.0 
187.9 
327.1 
107.3 
354.9 


-11 
-10 
-24 
-11 
-6 


4.20 
4.20 
4.20 
4.20 
4.20 


0.62t 
0.65t 
0.58t 
0.70t 
0.581 


-5.9 
-6.2 
-5.6 
-6.1 
-5.4 


6.0 
4.7 
5.2 
4.2 
5.1 


7.6 
6.1 


6.1 
6.8 


6.3  21.5 

6.1  19.0 

6.0  19.1 

6.0  19.3 

6.1  18.5 


FLAGSHIP  LTD.-TERM  TAX-EXEMPT  A  574.7  -17  2.50  0.70t  -1.9  5.2  6.4 

FLAGSHIP  Ml  TRIPLE  TAX-EXEMPT  A  AVG  228.2  -10  4.20  0.75t  -5.0  5.2  6.5 

FLAGSHIP  MO  DOUBLE  TAX-EXEMPT  A  AVG  183.1  -3  4.20  0.62t  -6.1  5.1  6.7 

FLAGSHIP  NC  TRIPLE  TAX-EXEMPT  A  ♦  178.5  -12  4.20  0.89t  -5.6  4.5  6.2 

FLAGSHIP  OH  DOUBLE  TAX-EXEMPT  A  AVG  413.8  -11  4.20  0.93t  -4.7  4.9  6.5 


4.9  4.4  I 

6.0  16.4  CB 

6.1  19.8  EB 
5.9  17.8  O 
5.8  16.0  bBj 


■  Includes  redemption  fee  "  Includes  deferred  sales  cfiarge  i  12(b)-l  plan  in  effect.  }  Not  currently  accepting  new  accounts  or  deposits  NA  =  Not  available  NM  =  Not  meaningful, 
iff)  Formerly  Eaton  Vance  AZ  Tax-Free,  (gg)  Formerly  Eaton  Vance  CA  Municipals,  (tih)  Formerly  Eaton  Vance  CT  Tax-Free,  (li)  Formerly  Eaton  Vance  FL  Limited  Maturity  Tax-Fr  (|j)  Forrtil 
Eaton  Vance  FL  Tax-Free,  (kk)  Formerly  Eaton  Vance  GA  Tax-Free.  (II)  Formerly  Eaton  Vance  KY  T/F.  (mm)  Formerly  Eaton  Vance  MA  Limited  Mat.  T/F  (nn)  Formerly  Eaton  Vance  MA  Tsr 
Free  (oo)  Formerly  Eaton  Vance  MD  Tax-Free,  (pp)  Formerly  Eaton  Vance  Ml  T/F.  (qq)  Formeriy  Eaton  Vance  Natl,  Ltd  Mat.  T/F  DATA;  MORNINGSTAR  INC.,  CHICAG| 


•  Standard  driver  & 
from  passenger  airhags 

•  Available  anti-lock  brakes 
&  traction  control 

'lable  integrated  child  safety  seat 

ailable  speed  sensitive  steering 

ndard  rear  seat  heat  &  air  ducts 

tandard  air  conditioning  with 
lilable  automatic  temperature 
control  system 

•  Standard  four-wheel 
independent  suspension 

Available  3.5L  V-6,  24-valve 
overhead  cam,  214  hp 

liable  Infinity  Spatial  Imaging™ 
sound  system 

w  Customer  One  Care'"  3 -year 
'6,000-mile  bumper-to-bumper 
It}'  and  3/36  Roadside  Assistance, 
'imited  warranty  &  restrictions 
at  dealer.  E.\cludes  nonnal 
naintenance  &  wear  items. 

or  still  more  information,  call 
1 -800-4- A-DODGE. 


the  time 

it  takes 
to 

read  this 
headline, 


It  hardly  seems  possible.  But 
Dodge  Intrepid  has  a  network  of 
as  many  as  fifty-five  data  sensors 
and  up  to  seven  on -board  compu- 
ters that  can  process  tn'o  million 
pieces  of  information  per  second. 

It's  clever  enough  to  select 
shift  points  for  optimum  fuel 
economy.  Turn  off  interior  lights 
if  a  door  is  left  ajar.  And  even 
maintain  the  inside  temperature 
you  want  with  available 
automatic  temperature  control. 

It 's  amazing,  when  you 
stop  and  think  about  it.  But  then, 
Intrepid's  computers  work  so 
cjuickly  cmd  efficiently... you 
probably  never  will. 


Intrepid 


The  New  Dodge 

A  1  )ivision  ol  Thi-  ChrvUer  Corporation 


Intrepid  can 
do  10  miUion  things. 


Intrepid  ES 


MUl  UAL  FUND  SCOREBOARD 


BondF 


RATING 


SIZE 


FEES 


PERFORMANCE 


PORTFOUO 


SMiL 


'%  CHG 


SALES 


EXfBSE 
RATIO  {%  ] 


5  ffi. 


FLAGSHIP  TN  DOUBLE  TAX-EXEMPT  A  ♦  219.2  -7  4.20  0.76"  -5.5  4.8  6.4  5.9  17.8 

FLAGSHIP  VA  DOUBLE  TAX-EXEMPT  A  AVG  102.3  -7  4.20  0.64"  -5.5  5.2  6.8  6.0  20.0 

FORTRESS  MUNICIPAL  INCOME  AVG  -113.7  -18  2.00'  1.09"  -5.7  4.2  6.0  6.0  24.9 

FRANKLIN  AL  TAX-FREE  INCOME  ♦  160.6  -10  4.25  0.68"  -A.4  5.2  6.6  6.0  22.6 

FRANKLIN  AZ  TAX-FREE  INCOME  692.6  -14  4.25  0.59"  -i.O  5.4  6.8  6.0  15.0 


FRANKLIN  CA  INSURED  T  F  IN  .ME 
FRANKLI.--.  CA  TAX-FREE  INC  lE 
FRANKLIN  CO  TAX-FREE  !»•  ME 
FRANKLIN  CT  TAX-FREE  -OME 
FRANKLIN  FEDERAL  TA     -REE  INCOME 


1369.1 
12387.6 
183.4 
148.2 
6561.4 


-11 
-12 
-8 
-9 

-7 


4.25 
4.25 
4.25 
4.25 
4.25 


0.54- 
0.55- 
0.68- 
0.70- 
0.52- 


-5.3 
-2.8 
-5.4 
-5.4 
-3.7 


5.1 
5.2 
5.4 
4.8 
5.5 


6.5 
6.6 
6.8 
6.0 
7.0 


FRANKLIN  FL  TAX -FF-  INCOME 
FRANKLIN  GA  TAX-F  =  iE  INCOME 
FRANKLIN  HIGH-YIELD  T  F  INCOME 
FRANKLIN  INSURED  TAX-FREE  INCOME 
FRA-^KLIN  MA  INSURED  T  F  INCOME 


1238  C 
111.5 
3124.5 
1621.4 
274.6 


-10 
-6 

-6 
-10 
-12 


4.25 
4.25 
4.25 
4.25 
4.25 


0.57- 
0.73- 
0.58- 
0.57- 
0.65- 


-3.4 
-3.7 
-2.6 
-3.6 
-3.6 


5.6 
5.4 
6.4 
5.6 
5.4 


7.0 
6.8 

7.3 
6.9 
6.5 


6.0 
6.5 
6.1 

6.0 
6.9 


6.1 
5.9 

7.2 
6.2 
6.1 


24.2 
23.1 
22.1 
21.4 
23.2 


18.0 
22.4 
21.4 
21.3 
21.4 


FRANKLIN  MD  TAX-FREE  INCOME 
FRANKLIN  Ml  INSURED  TF  INCOME 
FRANKLIN  MN  INSURED  T  F  INCOME 
FRANKLIN  MO  TAX-FREE  INCOME 
FRANKLIN  NC  TAX-FREE  INCOME 


AVG 


AVG 


144.7 
992.9 
455.8 
215.8 
204,7 


-7 

-6 
-9 
-4 
-3 


4.25 
4.25 
4.25 
4.25 
4.25 


0.59- 
0.65^ 
0.67-^ 
0.68-^ 


-5.1 
-3,9 
-3.5 
-5,1 
-5.7 


5.0 
5.6 

5.1 
5.4 
4.7 


6.5 
6.7 
6.4 
6.9 
6^ 


5.9 
6.1 
6.0 
5.9 
6.0 


23.8 
15.0 
17.C 
21.5 
21.7 


FRANKLIN  NJ  TAX-FREE  INCOME 
FRANKLIN  NY  INSURED  T  F  INCOME 
FRANKLIN  NY  TAX-FREE  INCOME 
FRANKLIN  OH  INSURED  T  F  INCOME 
FRANKLIN  OR  TAX-FREE  INCOME 


AVG 


508.1 
225.1 
4401.1 
625,3 
332,8 


-8 
-14 
-8 
-9 
-11 


4.25 
4.25 
4.25 
4.25 
4.25 


0.62- 
0.53- 
0.52- 
0.61^ 
0.54-^ 


-5.2 
-8.6 
-3.6 
^.5 
^.9 


4.7 
4.5 
6.2 
5.3 
4.6 


6.6 

7.4 
5.7 
6-3 


FRANKLIN  PA  TAX-FREE  INCOME 
FRANKLIN  PR  TAX-FREE  INCOME 
FRANKLIN  TX  TAX-FREE  INCOME 
FRANKLIN  VA  TAX-FREE  INCOME 
GENERAL  CA  MUNICIPAL  BOND 


564.6 
168.6 
127,7 
243.4 
295.3 


-8 
-2 

-15 
-5 

-32 


4.25 
4.25 
4.25 
4.25 
No  Load 


0.61- 
0.72- 
0.71T 
0.67- 
0.76- 


-3.3 

-2.8 
^.6 
-7.0 


5.8 
5.0 
5.5 
5.3 
4.7 


6.5 
6.9 
6.8 
6.5 


6.1 

5.3 
6.8 

6.1 
5.7 


6.3 
6.3 
6.1 
6.0 
6.2 


19.0 
23.2 
17.0 
17.0 
20.8 


17.0 
18.0 
21.0 
22.5 
22.0 


GENERAL  MUNICIPAL  BOND 
GENERAL  NY  MUNICIPAL  BOND 
HANCOCK  CA  TAX-FREE  INCOME  A  rSE) 
HANCOCK  HIGH-YIELD  TAX-FREE  B  :zc< 
HANCOCK  MANAGED  TAX-EXEMPT  B 


829.1 
293.6 
241.0 
149,4 
207,7 


-34 
-27 
-14 
25 
-19 


No  Load 
No  Load 
4.75 
5.00* 
5.00* 


0.86- 
0.73- 
0.69- 
2.06- 
1.61- 


-7.3 
-7.2 
-9.3 
-5.7 
-6.0 


4.9 
5,3 
4,0 
4.4 
4.9 


7,3 
7.3 
6.0 
5.8 
6.4 


5.2 
6.1 
6.3 
7.0 
5.1 


22.4 
20.0 
25.4 
23.9 
21.8 


HANCOCK  TAX-EXEMPT  INCOME  A 
HANCOCK  TAX-FREE  BOND  A  ddd) 
HAWAIIAN  TAX-FREE 
HEARTLAND  Wl  TAX-FREE 
IDS  CA  TAX-EXEMPT 


467.6 
114.2 
615.4 
101.7 
231.3 


-14 

-16 
-7 
2 
-18 


4.50 
4.75 
4.00 
No  Load 
5.00 


1.12- 

0.78- 

0.75- 

0.84 

0.61 


-5.9 
-9,3 
^,6 
-6,5 
-5,2 


4.5  6.3 

5.0 

4.3  5.8 


4.8 


6.2 


5.7 
6.1 
5.9 
5.5 
6.2 


22.8 
26.1 
14.6 
20.8 
22.5 


IDS  HIGH-YIELD  TAX-EXEMPT 
IDS  INSURED  TAX-EXEMPT 
IDS  MN  TAX-EXEMPT 
IDS  NY  TAX-EXEMPT 
IDS  TAX-EXEMPT  BOND 


AVG 


AVG 
AVG 


5604.9 
4S8.5 
373.7 
113.5 

1087.8 


-18 
-12 
-15 
-11 
-17 


5.00 
5.00 
5.00 
5.00 
5.00 


0.59 
0.65 
0.66 
0.65 
0.61 


-5.0 
-6.1 
-AA 
-5.1 
-7.4 


4.2 
5.1 
4.9 
5.1 
3.8 


5.9 
6.6 
6.2 
6,6 
5.6 


6.9 
5.9 
6.2 
6,1 
6.2 


20.5 
23.5 
21.5 
23.0 
20.4 


INVESCO  TAX-FREE  LONG-TERM  BOND 
KANSAS  MUNICIPAL 
KEMPER  MUNICIPAL  BOND  A 
KEMPER  STATE  TAX-FREE  INC.  CA  A 
KEMPER  STATE  TAX-FREE  INC.  FL  A 


AVG 


254.1 
119.8 
3426.7 
1057.3 
119.8 


-25 
0 
-17 
-20 
-14 


No  Load 
4.25 
4.50 
4.50 
4.50 


l.OOt 

0.70- 

0.60 

0.74 

0.79 


-5.5 

-6,3 
-6,4 
-5.4 
-3.9 


4.8 

5.1 
4,8 
4.9 
6.0 


6.8 

6.7 
6.5 


5.5 

5.7 
5.3 
5.8 
5.4 


20.2 
20.1 
15.5 
16.0 
20.3 


KEMPER  STATE  TAX-FREE  INC.  NY  A 
KEYSTONE  TAX-EXEMPT 
KEYSTONE  TAX-FREE 
LEGG  MASON  ""ID  TAX-FREE  INCOME 
LIBERTY  FINASTIAL  TAX-FREE  BOND 


AVG 


305.7 
679.7 
1197.7 
134.1 
224.5 


-19 
-18 
-22 
-14 
-18 


4.50 

4.00* 

4.00* 

2.75 

4.50 


0.76 
1.66 
1.57 
0.46 
0.57 


-4.9 
-7.1 
-7.3 
-3.3 
-A.6 


5.6 
3.3 
3.5 
5.2 
4.9 


7.2 
5.2 
5.5 

5^5 
6.5 

6.3 


5.7 
5.9 
6.1 
5.2 
5.9 


15.2 
19.2 
19.9 
13.4 
19.2 


LIBERTY  MUNICIPAL  SECURITIES  A 
LIMITED  TERM  NY  MUNICIPAL 
LIMITED  TERM  TAX-SXMPT  BOND  AMER. 
LORD  ABBETT  CA  TAX-FREE  INCOME 
LORD  ABBETT  TAX-FREE  INCOME  CT 


674.7 
494.3 
182.4 
290.2 
101.2 


-14 
8 
36 

-21 
2 


4.50 
2.00 

4.75 
4.75 
4.75 


0.84 
0.88 
NA 

0.67 
0.49 


-3.8 
-0.5 
-2.9 
-10.5 
-7.4 


4.8 
6.6 

3.7 
4.5 


LORD  ABBETT  TAX-FREF  I  NCOME  FL 
LORD  ABBETT  TAX-FREE  1    COME  MO 
LORD  ABBETT  TAX-FREE  NCOME  NATL 
LORD  ABBETT  TAX-FREE  INCOME  NJ 
LORD  ABBETT  TAX-FREE  INCOME  NY 


171.7 
116,7 
614,6 
176.1 
317.0 


-13 
1 

-14 
-7 
-17 


4.75 
4.75 
4.75 
4.75 
4.75 


0.38 
0.60 
0.86 
0.51 
0.83 


-8.2 
-8.7 
-7.9 
-6.4 
-8.9 


4.8 
4.4 
4.3 
5.4 
3.9 


6.5 
6.3 


6.2 
5.2 
4.8 
6.3 
6.8 


6.6 
6.6 
6.8 
6.6 
6.7 


25.2 
4.7 
11.0 
19.4 
18.1 


20.4 
18.3 
18.8 
18.8 

22.0 


MACKENZIE  LIMITED-TERM  M   Si  A 
MAINSTAY  TAX-FREE  BOND  B 
MERRILL  LYNCH  CA  MUNI  BOND  B 
MERRILL  LYNCH  FL  MUNI  BOND  B 
MERRILL  LYNCH  MUNI  INSURED  B 


124.0 
513,6 
623.5 
200.1 
752.5 


-8 
-2 
-23 
-14 
-22 


3.00 

5.00* 

4.00* 

4.00* 

4.00* 


0.88 
1.20 
1.13 
1.18 
1.17 


-2.2 
-6.0 
-7.5 
-8.4 
-7.4 


3.6 
4.0 
3.9 
3.4 
3.9 


3.3 

5.5 
5.8 


6.0 
5.6 
5.7 
5.1 
5.1 


5.9 
22.7 
24.0 
24.0 
20.6 


■  -c        -eoi-D'or.  ■tee,  "  inajDSS  deferred  sies  ctergE.  ~  12fcH  oian  in  esiect  ?  No!  cjirent'y  3Ccepiing  new  accourij^  or  D£>23iB,  NA  =  Nd:  aieilaSfe-  NM  =  Mot  rT^-..-ig^. 
r3^e-;>         Vance        Muns.  ;ss)  Former,^'  Essyn  Varcr  NC  iff.  iit)  rormerty  Eaton  Vance  NJ  T^T,,  (uu;  romer'y  -acn  Vance  W  Lm,  I/^jT,  ivn)  Fo-neny  EsJdt  I'ance 
ro-msrty  Eamn  Vance  OH  T^.  (xx)  Famsrjy  Eaton  Vance  OR  T/r.  'yy)  romisrty  Eaton  Vance  PA  Uc  Mat  Tax-Fr.  (zz)  Formerfy  Eaton  Vance  PA  i  /F.  (a^  Fomsrty  Eator  /anci 
iDbc;  F3rmert>'  i  •ansarrenca  CA  l^F  income  A  (ccc)  Formerly  Transamencs  Specel  H^)'  i    B.  (dod)  Formerly  T-ansamsnca  T/F  Bond  A.  DATA:  MORNINGSTAR  ftlC  ,  CHI 
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It  you  d  like  to  be  cautious  with  your  retirement 
investments,  yet  are  looking  for  high  yields,  consid- 
er the  Dreyfus  BASIC  U.S.  Government 
Money  Market  Fund.  And  if  you'd  like    j  . 
clear  answers  to  your  questions  about  / 
retirement  planning,  ask  us. 


At  Dreyfus,  our  goal  is  to  make 
retirement  investing  simple.  So  call  us 
with  your  concerns  . . .  and  also  ask  for  our  free 
handbook,  The  Dreyfus  Personal  Retirement 
Guide,  available  to  you  without  obligation. 


Ask  Dreyfus 


Dreyfus  Retirement  Program 

No-Fee  IRA* 

Over  30  no-load  choices  for  your  IRA 
Seven  newly  available  stock  funds 
Help  from  skilled  Retirement  Specialists 

The  Dreyfus  Trust  Company,  as  custodian,  is  waiving  its  Dreyfus 
IRA  annual  maintenance  fee  for  mutual  fund  IRA  accounts  total- 
ing S5,000  or  more  on  the  valuation  date  prior  to  the  fee  hilling.  All 
fees  as  described  in  each  Fund's  Prospectus  still  apply.  If  this  waiv- 
er is  terminated,  Dreyfus  fRA  investors  will  receive  notice. 


A  Higher-Yielding  Choice  For 
Your  IRA  or  Keogh 


Dreyfus  BASIC  U.S.  Government 
Money  Market  Fund 

This  Fund  is  designed  to  offer  higher  current 
yields  with  the  added  credit  safety  of  a  portfolio 
consisting  of  U.S.  Government  securities.  It  was 
ranked  #2  of  the  102  money  market  funds  in 
the  U.S.  Government  and  Agencies  Category  as 
reported  in  IBC/Donoghue's  Money  Fund 
Report  for  the  7-day  period  ended  12/27/94.+ 
Call  to  learn  today's  high  yield. 

f  During  this  period  certain  fees  were  being  waived  by  The 
Dreyfus  Corporation. This  waiver  may  be  terminated  or  mod- 
ified. Had  these  expenses  not  been  absorbed,  the  Fund's  rank- 
ing would  have  been  lower.  Past  performance  is  no 
guarantee  of  future  results.  The  market  value  of  the  port- 
folio securities  is  not  guaranteed.  Higher  minimum  initial 
investment  and  transaction  costs  lower  Fund's  operating  costs. 


For  more  complete  information  about  any  Dreyfus  Fund,  including 
management  fees,  charges  and  expenses,  ask  for  a  Prospectus.  Please 
read  it  carefully  before  you  invest. 

Mutual  fund  shares  are  not  insured  by  the  FDIC 
or  the  U.S.  Government.  There  can  be  no  assur- 
ance that  any  money  market  fund  will  be  able  to 
maintain  a  stable  net  asset  value  of  $1.00  per 
share  and  the  net  asset  value  and  investment 
return  of  all  bond  and  equity  mutual  funds  will 
fluctuate.  So  an  investor's  shares  may  be  worth 
more  or  less  than  original  cost  upon  redemption. 

©reyfils 

1-800-782-6620  •  ext.  4100 


MUTUAL  FUND  SCOREBOARD 


Bond  Fuii 


RATING 


SIZE 


FEES 


ASSESTS 
SMIL 


%  CHG 
1993-94 


SALES 
CHARGE  (%) 


EXPENSE 
RATIO  (%) 


PERFORMANCE 

TOTAL  RETURN  i%) 


I  YR 


3YR 


6YR 


PORTFOLIO 

YIELD  MATURITY 
(%)  (YEARS) 


MERRILL  LYNCH  MUNI  INTERM.-TERM  B 
MERRILL  LYNCH  MUNI  LTD.  MATURITY  B 
MERRILL  LYNCH  MUNI  NATIONAL  B 
MERRILL  LYNCH  NJ  MUNI  BOND  B 
MERRILL  LYNCH  NY  MUNI  BOND  B 


AVG 


128.2 
156.8 
401.8 
158.1 
582.9 


-18 
14 

-17 
-17 
-20 


1.00** 
1.00** 
4.00** 
4.00** 
4.00** 


1.04t 
0.76t 
1.30t 
1.20t 
1.13t 


-4.1 
0.9 
-7.4 
-6.5 
-9.1 


4.5 


5.9 
5.6 


3.9 
3.9 

3.6  5.5 


MERRILL  f.YNCH  PA  MUNI  BO!-  B 
METLIFL  STATE  ST  RES  TIE  (eee) 
MFS  AR  MUNICIPAL  BONr 
MFS  CA  MUNICIPAL  BO^'.  A 
MFS  MA  MUNICIPAL  Br    <>  A 


117.2 
237.5 
177.9 
258.5 
248.9 


-9 
-22 
-10 
-26 
-16 


4.00** 

4.50 

4.75 

4.75 

4.75 


1.25t 
1.21t 
0.67t 
0.69t 
1.16t 


-6.0 
-6.9 
-6.1 
-8.1 
-5.6 


4.9 

4.5 


4.2 
4.4 


6.0 


6.3 

6,4 


MFS  MO  MUNICIPAL    )JND  A 
MFS  MUNICIPAL  BOWD  A 
MFS  MUNICIPAL  HIGH-INCOME  A 
MFS  MUNICIPAL  INCOME  B 
MFS  NC  MUNICIPAL  BOND  A 


AVG 


141.6 

1886.5 
896.3 
419.8 
412.1 


-17 
-14 
12 
-20 
-15 


4.75 

4.75 

4.75t 

4.00** 

4.75 


1.20t 

0.59 

1.03 

2.12t 

1.16t 


-6.1 
-6.9 
-2.9 
-5.3 
-6.3 


3.6 
5.0 
4.8 
4.3 
3.6 


5.5 
6.8 
5.6 
5.5 
5.6 


5.0 
3.4 
5.3 
5.1 
5.5 


5.2 
5.1 
5.7 
6.0 
6.2 


5.7 
5.4 
8.0 
5.2 
5.6 


10.2 
2.7 
21.3 
20.0 
20.3 


18.0 
18.7 
18.9 
16.5 
17.2 


17.5 
18.7 
22.0 
18.7 
18.2 


MFS  NY  MUNICIPAL  BOND  A 
MFS  SC  MUNICIPAL  BOND  A 
MFS  TN  MUNICIPAL  BOND  A 
MFS  VA  MUNICIPAL  BOND  A 
MFS  WV  MUNICIPAL  BOND  A 


AVG 


AVG 


AVG 


143.3 
160.0 
111.9 
409.8 
120.6 


-21 
-13 
-7 
-13 
-13 


4.75 
4.75 
4.75 
4.75 
4.75 


1.04t 
1.17t 
1.21t 
l.lSt 
1.21t 


-6.1 
-5.7 
^.1 
-6.7 
-5.3 


5.3 
4.3 
4.7 
3.6 
4.6 


7.1 
6.1 
6.2 
5.7 
6.3 


5.7 
5.5 
5.6 
5.8 
5.8 


18.4 
18.4 
19.2 
16.7 
18.1 


NATIONWIDE  TAX-FREE  INCOME 
NEW  ENGLAND  MA  TAX-FREE  INC.  A  (fff) 
NEW  ENGLAND  T  E  INCOME  A  (ggg) 
NEW  YORK  MUNI 

NUVEEN  CA  INSURED  TAX-FREE  VAL.  R 


237.3 
108.0 
184.4 
213.2 
187.3 


-9 
-16 
-19 
-22 
-10 


5.00** 
4.25 
4.50 
No  Load 
No  LoadtA 


0.99t 
0.85t 
0.93t 
2.89t 
0.67 


-9.1 
-7.4 
-8.1 
-20.4 
-6.9 


3.9 
4.3 
4.1 
0.1 
4.6 


5.7 
5.9 
5.7 
2.8 
6.3 


5.5 
6.0 
5.8 
6.4 
5.8 


21.0 
11.0 
20.0 
18.3 
23.9 


NUVEEN  CA  TAX-FREE  VALUE  R 
NUVEEN  INSURED  MUNICIPAL  BOND  R 
NUVEEN  MUNICIPAL  BOND 
NUVEEN  NY  INSURED  TAX-FREE  VAL  R 
NUVEEN  NY  TAX-FREE  VALUE  R 


AVG 
AVG 


AVG 


197.1 
693.0 
2590.8 
330.2 
139.6 


-10 
-7 
-3 

-16 
-2 


No  LoadtA 
No  LoadtA 

4.75 
No  LoadtA 
No  LoadtA 


0.73 
0.65 
0.60 
0.65 
0.74 


-6.5 
-6.3 
-1.8 
-6.1 
-6.0 


4.4 

5.2 
5.0 
5.2 
5.5 


6.0 
7.0 
6.2 
6.8 
6.8 


6.1 
5.9 
5.9 
5.7 
5.9 


20.2 
20.2 
19.0 
21.7 
23.5 


NUVEEN  OH  TAX-FREE  VALUE  R 
OPPENHEIMER  CA  TAX-EXEMPT  A 
OPPENHEIMER  NY  TAX-EXEMPT  A 
OPPENHEIMER  TAX-FREE  BOND  A 
OVERLAND  EXPRESS  CA  TAX-FREE  BD.  A 


154.4 
219.9 
625.9 
541.2 
273.1 


-8 
-17 
-19 
-11 
-25 


No  LoadtA 
4.75 
4.75 
4.75 
4.50 


0.71 

0.97t 

0.86t 

0.88t 

0.48t 


-5.2 
-8.5 
-8.8 
-9.3 
-4.3 


5.4 
4.0 
4.2 
4.1 
5.6 


6.9 
5.8 
6.1 
6.0 
7.0 


5.8 
6.4 
6.2 
6.2 
6.2 


20.8 
22.0 
18.5 
20.5 
16.9 


PACIFIC  HORIZON  CA  TAX-EXEMPT  BD. 
PACIFICA  CA  TAX-FREE 
PAINEWEBBER  CA  TAX-FREE  INCOME  A 
PAINEWEBBER  NATL.  TAX-FREE  INC.  A 
PARAGON  LA  TAX-FREE 


187.9 
150.3 
172.1 
335.5 
195.3 


-24 
-34 
-27 
-24 
-1 


4.50 
4.50 
4.00 
4.00 
4.50 


0.93 

0.87t 

0.90t 

0.89t 

0.64 


-5.7 
-6.3 
-8,1 
-7.1 
-3.2 


4.8 
4.3 
3.4 
4.1 
4.9 


6.3 

5.5 
5.9 
6.4 


6.0 
5.4 
5.8 
5,8 
5.2 


18.1 
15.1 
22.7 
22.0 
9.6 


PHOENIX  CA  TAX-EXEMPT  BONDS  A 
PHOENIX  TAX-EXEMPT  BOND  A 
PIERPONT  TAX-EXEMPT  BOND 
PIONEER  TAX-FREE  INCOME 
PIPER  JAFFRAY  MN  TAX-EXEMPT 


AVG 


113.0 
140.5 
331.2 
452.7 
137.5 


-22 
-19 
-33 
-15 
-19 


4.75 
4.75 
No  Load 
4.50 
4.00 


0.85t 

1.03t 

0.71 

0.90t 

0.93t 


-5.2 
-7.4 
-3.6 
-6.4 
-5.6 


3.5 
5.2 
3.9 
4.8 
4.6 


5.8 
6.6 
5.9 
6.8 
6.2 


6.1 
6.3 
3.9 
5.7 
6.0 


18.4 
15.6 
7.4 
22.8 
18.9 


PREMIER  CA  MUNICIPAL  BOND  A 
PREMIER  MUNICIPAL  BOND  A 
PREMIER  NY  MUNICIPAL  BOND  A 
PREMIER  STATE  MUNI  BOND  CT  A 
PREMIER  STATE  MUNI  BOND  FL  A 


AVG 


AVG 


187.4 
485.3 
138.5 
324.5 
249.8 


-23 
-19 
-17 
-18 
-22 


4.50 
4.50 
4.50 
4.50 
4.50 


0.87t 
0.85t 
0.87t 
0.80t 
O.SOt 


-6.0 
-6.4 
-6.8 
-5.7 
-4.5 


4.9 
5.6 
5.4 
4.9 
5.2 


6.7 
7.6 
7.1 
6.5 
7.1 


6.0 
6.4 
5.6 
5.9 
5.9 


20.1 
22.3 
20.6 
22.4 
21.7 


PREMIER  STATE  MUNI  BOND  MD  A 
PREMIER  STATE  MUNI  BOND  Ml  A 
PREMIER  STATE  MUNI  BOND  MN  A 
PREMIER  STATE  MUNI  BOND  OH  A 
PREMIER  STATF  MUNI  BOND  PA  A 


AVG 


295.1 
169.7 
142.4 
267.4 
210.9 


-20 
-16 
-14 
-16 
-15 


4.50 
4.50 
4.50 
4.50 
4.50 


O.SOt 
0.81t 
0,80t 
0.81t 
0,81t 


-A.7 

-A.\ 
-5.3 


4.8 
5.8 
5.2 
5.6 
5.4 


6.8 
7.3 
7.0 
7.2 
7.4 


T.  ROWE  PRi'  P  CA  TAX-FREE  BOND 
T.  ROWE  PRIt  -;  MD  TAX-FREE  BOND 
T.  ROWE  PRICE  hiv  TAX-FREE  BOND 
T.  ROWE  PRICE  TAr  -FREE  HIGH-YIELD 
T.  ROWE  PRICE  TAX-FREE  INCOME 


AVG 


122.2 
675.2 
110.8 
802.2 
1253.9 


-21 
-18 
-18 
-16 
-16 


No  Load 
No  Load 
No  Load 
No  Load 
No  Load 


0.60 
0.57 
0.60 
0.79 
0.59 


-5.7 
-5.0 
-5.9 
-AA 
-5.5 


4.9 
5.1 
5,6 
5.8 
5.3 


6.5 
6.5 
6.9 
7.2 
6.7 


T.  ROWE  PRICE  TAX  rHEE  SH./INTRM. 
T.  ROWE  PRICE  VA  TA  <  FREE  BOND 
PRINCOR  TAX-EXEMPT  BONO  A 
PRUDENTIAL  CA  MUNI  CA  B 
PRUDENTIAL  MUNI  BOND  HIGH-YIELD  B 


451.1 
143.9 
161.1 
161.9 
975.2 


-16 
-12 
-11 
-24 
-17 


No  Load 
No  Load 
5.00 
5.00* 
5.00* 


0.59 

0.65 

0.91t 

1.13t 

1.09t 


0.3 
-5.1 
-9.4 
-6.2 
-3.4 


4.2 
5.3 
3.7 
4.3 
5.1 


5.3 

5.7 
5.8 
6.2 


5.9 
5.9 
5.9 
6.0 
6.0 


5.7 
5.9 
5.8 
6.5 
6.0 


4.2 
5.6 
6.0 
5.6 
6.5 


22.0 
20.2 
21.2 
20.5 
21.2 


17.2 
16.0 
16.6 
19.6 
16.8 


2.8 
17.8 
24.7 
17.8 
13.1 


PRUDENTIAL  MUNI  BOND  INSURED  B                          615.6  -26  5.00**  l  ilt  -5.7  4.3  6.1  5.0  18.7 

PRUDENTIAL  MUNICIPAL  FL  A                                     121.7  -21  3.00  0.20t  -7.2  4.9  6.2  20.5 

PRUDENTIAL  MUNICIPAL  NJ  B  AVG        279.6  -23  5.00**  0.98t  -6.4  4.6  6.4  5.4  19.1 

PRUDENTIAL  MUNICIPAL  NY  B  AVG        300.9  -18  5.00*'  1.14t  -6.8  4.9  6.3  5.4  18.4 

PRUDENTIAL  MUNICIPAL  OH  B  AVG        108.3  -14  5.00**  1.24t  -5.2  4.8  6.3  5.4  16.0 


'  Iricludes  redemption  fee  *'  Includes  deferred  sales  charge  t  12(b)-l  plan  in  effect,  t  Not  currently  accepting  new  accounts  or  deposits,  NA  = 
existing  sfiareholders  only;  new  sharefiolders  will  tiave  to  pay  sale-,  charges  (eee)  Formerly  MetLife-State  Street  Tax-Exempt  A.  (fff)  Formerly  TNE 
Exempt  Income  A 


Not  available,  NM  = 
MA  Tax-Free  Income 


Not  meaningful,  A 
A,  (ggg)  Formerly! 
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rUAL  FUND  SCOREBOARD 


Bond  Funds 


RATING 

SIZE 

FEES 

PERFORMANCE 

PORTFOLIO 

TREND 

ASSESTS 

%  CHG. 

SALES 

EXPENSE 

TOTAL  RETURN  (%) 

YIELD 

MATURITY 

5-YEAR 

$MIL. 

1993-94 

CHARGE  (%) 

RATIO  (%) 

1  YR 

3  YR 

SYR. 

(%) 

(YEARS) 

ANAYLISIS 

NTIAL  MUNICIPAL  PA  B 

234.8 

-15 

5.00** 

1.15t 

-6.4 

4.8 

6.1 

5.6 

18.5 

\  \  m  I 

NTIAL  NATIONAL  MUNICIPALS  B 

♦ 

670.9 

-21 

5.00** 

1.13t 

-6.4 

4.4 

6.3 

5.2 

17.8 

M  AZ  TAX  EXEMPT  INCOME  A 

129.3 

-16 

4.75 

0.97t 

-6.7 

4.4 

6.0 

21.1 

M  CA  TAX  EXEMPT  INCOME  A 

♦ 

3002.9 

-18 

4.75 

0.68t 

-6.7 

4.6 

6.4 

6.3 

22. 1 

rt  m  1 

; — f— Ml — n 

M  FL  TAX  EXEMPT  INCOME  A 

262.7 

-15 

4.75 

0.91t 

-6.2 

4.6 

5.9 

21.9 

M  MA  TAX  EXEMPT  INCOME  II  A 

*  * 

227.3 

-12 

4.75 

0.96t 

-6.1 

5.3 

7.3 

6.3 

21.9 

fSk.  ^ 

M  Ml  TAX  EXEMPT  INCOME  II  A 

AVG 

122.4 

-6 

4.75 

0.99t 

-5.4 

4.7 

6.4 

6.1 

22.6 

M  MUNICIPAL  INCOME  A 

* 

784.3 

-11 

4.75 

0.97t 

-6.4 

5.3 

6.9 

6.5 

21.6 

M  NJ  TAX  EXEMPT  INCOME  A 

224.3 

-14 

4.75 

0.95t 

-6.3 

4.6 

6.1 

23.5 

LLiMd 

M  NY  TAX  EXEMPT  INCOME  A 

1917.8 

-17 

4.75 

0.76t 

-7.4 

5.0 

6.6 

6.1 

23.2 

1 — ^ — ! 

M  NY  TAX  EXEMPT  OPPORT.  A 

164.8 

-8 

4.75 

0.98t 

-2.8 

4.8 

6.5 

23.1 

M  il  ■ 

M  OH  TAX  EXEMPT  INCOME  II  A 

182.5 

-8 

4.75 

0.99t 

^.8 

5.0 

6.5 

6.2 

20.8 

M  PA  TAX  EXEMPT  INCOME  A 

162.0 

-6 

4.75 

0.94t 

-4.8 

5.4 

7.3 

6.1 

20.5 

LkiBLJ 

M  TAX  EXEMPT  INCOME  A 

2123.6 

-14 

4.75 

0.77t 

-7.9 

4.9 

6.4 

6.5 

23.0 

M  TAX  FREE  HIGH  YIELD  B 

1378.3 

-7 

5.00** 

1.45t 

-5.9 

5.4 

6.3 

6.4 

23.0 

M  TAX  FREE  INSURED  B 

386.4 

-15 

5.00** 

1.53t 

-6.4 

3.7 

5.4 

5.2 

22.2 

LLyiiai 

STER  FUND  MUNICIPALS 

* 

1793.9 

0 

4.00 

0.75t 

-8.3 

5.3 

7.2 

7.0 

16.3 

BBBLJ 

0  MUNICIPAL  BOND 

434.4 

-24 

No 

Load 

0.55 

-8.2 

4.0 

6.4 

6.2 

21.2 

ER  CA  TAX-FREE 

AVG 

274.4 

-22 

No 

Load 

0.80 

-7.3 

4.9 

6.7 

5.3 

15.5 

ER  HIGH-YIELD  TAX-FREE 

AVG 

259.8 

-18 

No 

Load 

0.80 

-8.4 

5.0 

6.8 

6.1 

18.0 

ER  MA  TAX-FREE 

«- 

277.5 

-26 

No 

Load 

0.33 

-6.2 

5.9 

7.2 

6.0 

15.8 

ER  MANAGED  MUNICIPAL  BONDS 

AVG 

708.4 

-22 

No 

Load 

0.63 

-6.0 

5.1 

6.8 

5.7 

16.0 

MyMd 

ER  MEDIUM-TERM  TAX-FREE 

703.1 

-31 

No 

Load 

0.56 

-3.5 

5.3 

6.8 

5.3 

8.5 

ER  NY  TAX-FREE 

♦ 

182.1 

-20 

No 

Load 

0.83 

-7.2 

4.9 

6.6 

5.3 

16.7 

□■■llj 

IAN  TAX-EXEMPT  MA  A 

AVG 

112.0 

-17 

4.75 

0.85t 

-4.4 

5.2 

6.7 

5.8 

18.5 

IAN  TAX-EXEMPT  Ml  A 

♦ 

144.2 

-12 

4.75 

0.84t 

-4.8 

5.1 

6.6 

5.7 

18.0 

IAN  TAX-EXEMPT  MN  A 

AVG 

130.2 

-10 

4.75 

0.85t 

-2.5 

5.5 

6.1 

6.0 

15.3 

sum 

IAN  TAX-EXEMPT  NATIONAL  A 

107.7 

-18 

4.75 

0.85t 

-9.9 

3.5 

5.5 

5.8 

27.0 

IAN  TAX-EXEMPT  OH  A 

AVG 

164.3 

-13 

4.75 

0.84t 

-4.9 

4.8 

6.4 

5.7 

18.2 

M  Miiiiiil 

IAN  TAX-EXEMPT  SC  A 

106.8 

-16 

4.75 

0.83t 

-6.7 

4.1 

6.0 

5.6 

18.6 

1 — t — r— 3 — 1 — 1 

.  CA  MUNICIPAL  A 

398.5 

-32 

4.50 

0.79t 

-8.6 

4.3 

5.8 

6.2 

21.7 

NATIONAL  MUNICIPAL  A 

274.4 

-33 

4.50 

0.87t 

-7.0 

5.6 

6.2 

19.4 

Luau 

t-FREE  INCOME 

243.3 

-29 

No 

Load 

0.79 

-0.6 

5.7 

6.7 

6.0 

14.3 

BARNEY  CA  MUNICIPALS  A  (hhh) 

♦ 

362.1 

-14 

4.00 

0.79t 

-6.7 

4.3 

6.2 

6.1 

22.0 

M  \_M  1 

BARNEY  MANAGED  MUNIS  A  (iii) 

AVG 

1606.9 

-10 

4.00 

0.72t 

-4.5 

6.6 

7.8 

6.4 

24.9 

BARNEY  MUNI  CA  A 

AVG 

154.2 

-14 

4.00 

O.Slt 

-5.7 

4.6 

6.6 

6.5 

18.3 

i  BARNEY  MUNI  FL  A 

103.4 

-9 

4.00 

0.54t 

-5.1 

5.3 

6.2 

18.2 

M  Mrt  1 

»BARNEY  MUNI  NATIONAL  A 

AVG 

387.4 

-13 

4.50 

0.52t 

-5.8 

5.3 

7.1 

6.7 

22.9 

e  BARNEY  NJ  MUNICIPALS  A  (jjj) 

AVG 

106.2 

-18 

4.00 

0.87t 

-7.1 

4.7 

6.9 

5.8 

21.0 

BARNEY  NY  MUNICIPALS  A  (kkk) 

AVG 

463.8 

-19 

4.00 

0.78t 

-6.7 

4.2 

6.1 

6.3 

23.1 

BARNEY  TAX-EXEMPT  INC.  B  (III) 

AVG 

731.3 

-37 

4.50** 

1.33t 

-6.5 

4.3 

5.8 

5.9 

18.8 

:OACH  CA  TAX-FREE  BOND  A 

305.8 

^3 

4.50 

0.65t 

-7.3 

4.7 

5.7 

17.2 

rrwi 

OE  HIGH-YIELD  MUNICIPALS 

AVG 

266.6 

-24 

No 

Load 

0.76 

-4.2 

3.7 

5.7 

5.9 

18.9 

M  1  iiiiM 

OE  INTERMEDIATE  MUNICIPALS 

215.6 

-17 

No 

Load 

0.71 

-3.5 

4.8 

6.5 

4.8 

8.7 

OE  MANAGED  MUNICIPALS 

604.7 

-23 

No 

Load 

0.65 

-5.5 

4.3 

6.7 

5.8 

16.7 

GS  HIGH-YIELD  MUNI  BOND 

107.6 

416 

No  Load 

0.00 

-1.0 

7.7 

17.1 

1  1  M  ■ 

5  MUNICIPAL  BOND 

279.8 

-30 

No  Load 

0.80 

-4.6 

6.2 

7.3 

6.1 

19.4 

S  SHORT-TERM  MUNICIPAL  BOND 

161.2 

-25 

No  Load 

0.70 

-1.5 

4.1 

4.8 

2.9 

LLUJ 

ERICA  TAX-EXEMPT  INSURED  A 

AVG 

135.9 

-27 

4.75 

1.22t 

-4.0 

3.4 

4.9 

5.6 

17.0 

U  U  M 

EMPT  BOND  FUND  OF  AMERICA 

AVG 

1253.1 

-11 

4.75 

0.69t 

-4.8 

5.1 

6.5 

6.1 

20.3 

'  1  ^  J-^ 

EMPT  FUND  OF  CA 

♦ 

207.8 

-10 

4.75 

0.71t 

-5.1 

5.1 

6.2 

5.8 

22.2 

EE  FUND  OF  CO 

-** 

199.3 

-10 

4.00 

0.54t 

-3.8 

5.2 

6.6 

5.6 

10.6 

'  1  ^  ^ 

EE  TRUST  OF  AZ 

-*- 

357.6 

-8 

4.00 

0.70t 

-5.3 

4.8 

6.4 

5.8 

13.6 

EE  TRUST  OF  OR 

-* 

297.9 

-12 

4.00 

0.68 

-3.8 

4.5 

6.2 

5.6 

15.8 

ijj  \  IM 

SURG  INTERMEDIATE  MUNI  A 

208.7 

10 

3.50 

0.90t 

-2.5 

6.3 

5.4 

8.6 

3URG  LTD.-TERM  MUNI  CA  A 

109.7 

23 

2.50 

l.OOt 

-2.1 

4.4 

5.5 

4.8 

4.9 

y  u  '■ 

SURG  LTD.-TERM  MUNI  NATL  A 

*** 

1019.2 

12 

2.50 

0.95t 

-1.5 

4.9 

6.0 

4.9 

4.4 

u  u  ■ 

SURG  NM  INTERMEDIATE  MUNI  A 

146.1 

13 

3.50 

0.83t 

-1.9 

5.5 

4.8 

10.4 

MUNICIPAL  BOND 

897.8 

-16 

4.25 

0.64t 

-7.1 

5.2 

6.9 

5.7 

17.8 

MUNICIPAL  HIGH-INCOME 

339.5 

1 

4.25 

0.76t 

-3.1 

6.5 

7.7 

6.9 

21.6 

AX-EXEMPT  CA  BOND 

335.2 

-22 

No  Load 

0.44 

-9.3 

3.5 

5.8 

6.2 

22.9 

1  ' 

AX-EXEMPT  INTERM.-TERM 

1416.1 

-15 

No  Load 

0.40 

-4.0 

5.1 

6.6 

5.7 

8.8 

AX-EXEMPT  LONG-TERM 

AVG 

1661.2 

-18 

No  Load 

0.39 

-7.9 

4.5 

6.4 

6.3 

23.2 

AX-EXEMPT  SHORT-TERM 

810.8 

-15 

No  Load 

0.42 

0.8 

4.1 

5.1 

4.4 

2.8 

AX-EXEMPT  VA  BOND 

215.5 

-15 

No  Load 

0.49 

-6.3 

4.6 

6.1 

21.7 

r~j— jjgjjjjj 

lSTER  INTERM-TERM  T/E  (mmm) 

228.0 

-25 

4.50 

0.64 

-4.2 

4.8 

6.2 

4.1 

8.2 

"  " 

LINE  TAX-EXEMPT  HIGH-YIELD 

♦ 

225.9 

-22 

No  Load 

0.59 

-6.9 

3.8 

6.0 

5.7 

18.8 

MPEN  CA  INSURED  TAX-FREE  A 

130.3 

-13 

3.00 

0.67t 

-8.6 

4.8 

6.4 

5.8 

17.7 

sjmu 

MPEN  INSURED  T/F  INCOME  A 

1186.6 

-3 

4.65 

0.79t 

-6.3 

4.8 

6.4 

6.0 

19.0 

MJkid 

MPEN  MUNICIPAL  INCOME  A 

494.9 

-17 

4.65 

0.97t 

-6.4 

4.8 

6.2 

21.5 

:  redemption  fee  '*  Includes  deferred  sales  charge,  t  12(b)-T  plan  in  effect,  t  Not  currently  accepting  new  accounts  or  deposits  NA  =  Not  available  NM  =  Not  meaningful. 

Tierly  Smitti-Barney  Shearson  CA  Municipals  A,  (iii)  Formerly  Smith  Barney  Shearson  Managed  Mums  A       Formerly  Smith  Barney  Shearson  NJ  Municipals  A.  (kkk)  Formerly  Smith 

learson  NY  Municipals  A.  (Ill)  Formerly  Smith  Barney  Shearson  Tax-Ex.  Income  B  (mmm)  Formerly  UST  Master  Interm  -Term  Tax-Ex.  Non-Plan. 

DATA:  MORNINGSTAR  INC,  CHICAGO,  IL 


MUTUAL  FUND  SCOREBOARD 


Bond  Fu 


RATING 

SIZE 

.< 

FEES 

PERFORMANCE 

PORTFOLIO 

TRI 

ASSESTS 

%  CHG. 

SALES 

EXPENSE 

— — 

TOTAL  RETURN  (%} 

YIELD 

MATURITY 

5-" 

SMIL 

1993-94 

CHARGE  (%) 

RATIO  (%) 

1  iR 

3  YR 

SYR. 

(%) 

(YtAKb) 

ANA' 

VAN  KAMPEN  PA  TAX-FREE  INCOME  A 

AVG 

202.8 

-8 

4.65 

0.82t 

-5.7 

5.5 

7.1 

6.0 

20.8 

£ 

VAN  KAMPEN  TAX-FREE  HIGH-INCOME  A 

♦ 

601.4 

-5 

0.91t 

-4.9 

3.3 

4.3 

7.4 

20.0 

VANGUARD  CA  TAX-FR  INS  LONG-TERM 

830.2 

-24 

No 

LUdU 

0.20 

-5.7 

5.2 

6.7 

6.0 

17.4 

E 

328.1 

5 

No 

Load 

0.21 

-4.7 

5.6 

17.2 

Ll 

VANGUARD  MIIMI  RnNH  HIAH-Vi^LD 

AVG 

1572.6 

-17 

No 

Load 

0.20 

-5.1 

5.5 

7.4 

6.4 

1  7  R 

VANGU'  ^^D  MUNI  BOND  INS1  L/T 

1738.0 

-20 

No 

Load 

0.20 

-5.6 

5.2 

7.0 

6.1 

16.7 

s 

VANGUARD  MUNI  BOND  <M.-TERM 

4585.0 

-12 

LUdU 

0.20 

-2.1 

5.9 

7.4 

5.5 

8.4 

VANGUARD  MUNI  BOND  jtTED-TERM 

^  * 

1629.5 

-10 

No 

Load 

0.20 

0.1 

4.2 

5.8 

4.4 

2.6 

£ 

VANGUARD  MUNI  RONT  ONG-TERM 

920.3 

-17 

No 

Load 

0.20 

-5.8 

5.3 

7.2 

6.1 

17.4 

B 

VANGUARD  MUNI  RCt^'  :^IIORT-TFRIWI 

1483.5 

1 

No 

l-UdU 

0.20 

1.6 

3.4 

4.8 

3.6 

1.2 

VANGUARD  NJ  TAV     .EE  INS.  LONG  TERM 

♦ 

583  J 

-24 

No 

Load 

0.22 

-5.2 

5.5 

7.1 

5.9 

15.1 

C 

VANGUARD  NY  IN  JRED  TAX-FREE 

AVG 

659.0 

-15 

No 

Load 

0.22 

-5.6 

5.4 

7.0 

5.9 

15.1 

Bi 

VANGUARD  OH  T.  .A-FKEE  INS.  LONG  TERM 

147.1 

-15 

No 

Load 

0.23 

-5.1 

5.4 

5.7 

14.9 

□i 

VANGUARD  PA  TAX-FREE  INS.  LONG  TERM 

* 

1299.3 

-15 

No 

Load 

0.21 

-4.5 

5.8 

7.3 

6.1 

15.3 

B 

VENTURE  MUNI  (+)  PLUS  B 

143.2 

-22 

4.00** 

2.08t 

2.3 

6.3 

6.6 

6.6 

15.9 

'Jm 

VOYAGEUR  AZ  INSURED  TAX-FREE  A 

231.7 

-12 

4.75 

0.69t 

-7.4 

4.6 

5.7 

19.5 

lT 

VOYAGEUR  CO  TAX-FREE  A 

♦ 

354.2 

-11 

3.90 

0.71 

-9.1 

4.5 

6.2 

6.0 

20.7 

E 

VOYAGEUR  FL  INSURED  TAX-FREE  A 

240.2 

-22 

4.75 

0.38t 

-8.7 

5.9 

23.2 

VOYAGEUR  MN  INSURED  A 

-* 

284.1 

-9 

4.75 

0.74t 

-7.9 

4.4 

6.2 

5.7 

20.7 

B 

VOYAGEUR  MN  TAX-FREE  A 

* 

406.5 

-11 

4.75 

0.921 

-6.7 

4.3 

6.1 

5.7 

20.3 

INTERNATIONAL  t 

ALLIANCE  MULTI-MARKET  STRATEGY  B 

186.1 

-54 

3.00** 

2.06t 

-13.3 

-2.6 

8.4 

NA 

ALLIANCE  NORTH  AMER.  GOVT.  INC.  B 

1152.8 

-22 

3.00** 

2.07t 

-30.8 

14.3 

NA 

ALLIANCE  SHORT-TERM  MULTI-MKT  B 

816.3 

-50 

3.00** 

1.83t 

-9.4 

-1.2 

7.3 

1.3 

AMERICAN  CAPITAL  GLOBAL  GOVT.  B 

127.8 

15 

4.00** 

2.22t 

-6.9 

2.2 

7.4 

NA 

BENHAM  EUROPEAN  GOVERNMENT  BOND 

193.7 

-46 

No 

Load 

0.87 

1.5 

5.8 

6.3 

BLANCHARD  SHORT-TERM  GLOBAL  INC. 

305.7 

-52 

No 

Load 

1.44t 

-4.6 

2.4 

6.4 

1.2 

CAPITAL  WORLD  BOND 

♦ 

563.2 

7 

4.75 

l.llt 

-1.4 

5.1 

8.3 

6.4 

11.2 

Hi 

DEAN  WITTER  GLOBAL  S/T  INC. 

148.3 

-47 

3.00** 

1.64t 

0.1 

2.7 

6.3 

NA 

□-1 

DEAN  WITTER  WORLD  WIDE  INCOME 

164.5 

-38 

5.00** 

1.91t 

-4.4 

2.7 

5.0 

5.4 

3.6 

Ef 

EV  MARATHON  S/T  STRAT.  INCOME  (nnn) 

211.0 

-A2 

3.00** 

2. lot 

-5.3 

1.4 

7.6 

NA 

FIDELITY  GLOBAL  BOND 

382.9 

-44 

No 

Load 

1.20 

-16.7 

1.7 

5.9 

6.5 

8.3 

■1 

FIDELITY  NEW  MARKETS  INCOME 

179.5 

-37 

No 

Load 

1.28 

-16.5 

5.4 

9.5 

ml 

FIDELITY  SHORT-TERM  WORLD  INCOME 

265.8 

-36 

No 

Load 

1.07 

-5.9 

3.5 

7.9 

1.1 

ml 

FRANKLIN  GLOBAL  GOVT.  INCOME 

176.5 

-16 

4.25 

0.89t 

-7.8 

2.9 

6.0 

9.2 

8.0 

mi 

G.T.  GLOBAL  GOVERNMENT  INCOME  A 

458.8 

-36 

4.75 

1.29t 

-14.4 

3.1 

6.2 

7.5 

6.3 

■1 

G.T.  GLOBAL  HIGH-INCOME  B 

209.5 

23 

5.00** 

2.64t 

-19.6 

8.9 

10.0 

□jE 

G.T.  GLOBAL  STRATEGIC  INCOME  B 

403.8 

-6 

5.00** 

2.19t 

-21.3 

8.6 

10.8 

ml 

GOLDMAN  SACHS  GLOBAL  INCOME 

346.8 

-49 

4.50 

1.28t 

-5.3 

4.7 

6.3 

NA 

IDS  GLOBAL  BOND 

♦ 

449.8 

41 

5.00 

1.26 

-6.3 

6.1 

9.2 

3.5 

12.1 

INTERNATIONAL  INCOME  A 

198.5 

-15 

4.50 

1.30t 

-4.6 

6.1 

5.7 

7.3 

S| 

KEMPER  GLOBAL  INCOME  A 

♦ 

119.8 

44 

4.50 

1.65 

-1.5 

2.1 

7.7 

7.0 

NA 

LEGG  MASON  GLOBAL  GOVERNMENT 

145.1 

-10 

No 

Load 

0.98t 

-1.6 

6.2 

7.4 

LORD  ABBETT  GLOBAL  INCOME 

249.5 

-10 

4.75 

1.04t 

-3.4 

4.4 

7.8 

9.1 

7.3 

MERRILL  LYNCH  GLOBAL  BOND  B 

701.0 

-22 

4.00** 

1.60t 

-6.2 

3.7 

8.1 

5.1 

5.2 

■ 

MERRILL  LYNCH  S/T  GLOB.  INC.  B 

640.0 

-58 

4.00** 

1.45t 

-3.5 

-0.3 

5.7 

NA 

CD 

MFS  WORLD  GOVERNMENTS  A 

358.8 

-19 

4.75 

1.58t 

-6.6 

3.9 

8.4 

1.4 

5.0 

m 

PAINEWEBBER  GLOBAL  INCOME  B 

AVG 

660.3 

-44 

5.00** 

1.96t 

-4.7 

2.7 

7.2 

5.8 

4.9 

T.  ROWE  PRICE  INTERNATIONAL  BOND 

♦ 

738.1 

-1 

No  Load 

0.99 

-1.8 

6.5 

10.5 

6.3 

7.2 

PRUDENTIAL  INTERM  GLOBAL  INC.  A 

207.6 

-35 

3.00 

1.45t 

-7.0 

3.7 

5.0 

6.9 

NA 

E 

PRUDENTIAL  S/T  GLOBAL  INC.  B 

165.0 

-52 

3.00** 

1.99t 

-5.2 

0.1 

5.9 

NA 

CD 

PUTNAM  GLOBAL  GOVERNMENTAL  INC.  A 

428.7 

-26 

4.75 

1.29t 

-10.0 

2.2 

7.4 

7.0 

11.8 

■ 

SCUDDER  INTERNATIONAL  BOND 

* 

1086.2 

-20 

No  Load 

1.27 

-8.6 

4.4 

11.0 

8.7 

3.0 

■ 

SCUDDER  S/T  GLOBAL  INCOME 

496.9 

-47 

No  Load 

1.00 

-1.1 

3.6 

8.2 

2.3 

SIERRA  SHORT-TERM  GLOBAL  GOVT.  A 

152.6 

-34 

3.50 

0.85t 

-1.2 

6.8 

NA 

m 

TCW/DW  NORTH  AMERICAN  GOVT.  INC. 

880.9 

-69 

No  Load 

1.51t 

-15.6 

8.5 

NA 

m 

TEMPLETON  INCOME 

198,6 

-8 

4.25 

1.18t 

-3.6 

3.1 

6.7 

7.6 

6.8 

■ 

VAN  ECK  GLOBAL  INCOME  A  (ooo) 

137.1 

-A6 

4.75 

1.35t 

-2.8 

-0.5 

6.6 

6.8 

NA 

s 

VAN  KAMPEN  SH-TERM  GLOBAL  INC.  B 

185.4 

-50 

3.00** 

1.85t 

-8.1 

0.8 

7.5 

2.0 

CONVERTIBLE 


AMERICAN  CAPITAL  HARB   IR  A 

369.9 

-14 

5.75 

1.32t 

-6.4 

5.3 

7.2 

4.6 

11.4 

01 

DEAN  WITTER  CONVERTIE!  1 

175.0 

-15 

5.00** 

1.93t 

-2.9 

6.7 

6.1 

4.0 

NA 

□i 

FIDELITY  CONVERTIBLE  SEC)  >ITIES 

AVG 

891.3 

-16 

No  Load 

0.87 

-1.8 

12.2 

13.7 

5.2 

NA 

a 

MAINSTAY  CONVERTIBLE  B 

180.2 

133 

5.00** 

1.90t 

-1.3 

11.6 

14.0 

4.0 

12.0 

□1 

PACIFIC  HORIZON  CAPITAL  INCOIVVl 

200.6 

30 

4.50 

1.09 

-5.9 

11.9 

13.1 

4.4 

8.8 

d 

PHOENIX  CONVERTIBLE  A 

211.7 

-14 

4.75 

1.14t 

-3.8 

6.1 

7.0 

4.8 

NA 

a 

PRUDENTIAL  INCOMEVERTIBLE  B 

231.1 

-25 

5.00** 

2.12t 

-4.2 

4.8 

5.3 

3.3 

NA 

d 

PUTNAM  CONVERTIBLE  INC.  GRTH.  A 

667.0 

-5 

5.75 

0.99t 

-1.9 

11.6 

10.1 

5.3 

NA 

'  Includes  reoemption  tee.  *'  Includes  deferred  sales  charge  1  12(b)-l  plan  in  effect,  t  Not  currently  accepting  new  accounts  or  deposits.  NA 
(nnn)  Fcmerly  Eaton  Vance  Short-Term  Global  Income,  (ooo)  Formerly  Van  Eck  Vl/orld  Income  A 


:  Not  available.  NM  =  Not  meaningful. 


DATA:  MORNINGSTAR  INC  , 


1.0«  RIl^lMF'^c  WFFK  /  FFRRIIARY  n  1 


75MHZ. 


m  the  oprionai  Desk  Smtion  N  for 

H instant  connection  to 
your  monitor,  full-size 
keyboard,  printer, 
and  network. 


nte^ated  sound  system^ 
)phone  and  speaker 
mts  for  external 
)phone,  lieadphones 
;aJ<ers,  let  you  record  and 
nt  hud  and  dear. 


■IITEDt 


The  T'Pkn  service 
program  provities 
()umf)er-to-k<mper 
/protection  for  years 
to  come. 


Open  'er  up. 


■pp^'   - 

rmma 

I 

TOSHIBA 

Fire-Hp  the  neu' 
iNisi  »i6sa  liCMNOLooY    softwarc  standard 
/or  video  playback  in  your  multimedia 
presentations. 

Dml  PCMCIA  expamion  slots- 
Type  H  and  an  oversized  Type  Jll-  can  run 
simultaneously  to 
gi've  ;you  almost 
limitless  flexibility 


Niw  you  can  keep /nil  multimedia /iles 
on  ^ourportijJ^le. 


NTRODUCING  THE  T4800CT.  Start  portable  multimedia  computing  m  high  gear.  With  a  75MHz  hitelDX4 
'  >sor  racing  through  all  your  number-crunching  and  graphics-intensive  applications.  See  your  work  in  256  simultaneous 
irs  on  the  vivid  TFT-LCD  active  matrix  display.  And  create  the  most  exciting  presentations  possible,  using  full  audio 
capabilities,  VL  Local-Bus  video,  and  the  added  thnist  of  an  integrated  graphics  accelerator.  See  how  it  feels. 
Call  1-800-457-7777  for  the  dealer  nearest  you. 


)OCT  FEATURES: 

4HzlntelDX4™', 

volt  processor,  16K  cache 

'dia.  color  SVGA  TFT-LCD 

ive  matrix  display 

1MB  HDD 

B  RAM  expandable  to  24MB 


•  Two  PCMCIA  slots  ( 16mni  and  5mm)      •  NiMH  battery  for  extended  life 


•  VL  Local-Bus  video 

•  Integrated  graphics  accelerator 

•  .WAV  Audio 

•  Audio  jacks;  Headphone/Speaker 
and  Microphone 

•  6.9  lbs. 


•  3.5"  1.44MB  floppy  disk  drive 

•  Ballpoint™  MoLLsewithQuickPort"' 

•  Pre-installed  software:  DOS,  Windows 
tor  Workgroups'-',  Windows  Sound 
System™,  Run  Time  and  Video  for 
Windows,  and  Indeo™  video 


in 


iTel 


in' 


MH  Ki  iSUFTo 
WINDOWS™ 

REWTORUN 


In  Touch  with  Tomorrow 

TOSHIBA 


©  1994  Toshiba  America  Information  Systems,  Inc.  All  products  indicated  by  trademark  symbols  are  trademarked  and/ot  registered  by  their  respective  companies. 
The  Intel  Inside  and  Indeo  video  logos  are  trademarks  of  Intel  Cotporation. 


MUTUAL  FUND  SCOREBOARD 


I] 


FUND/FUND  GROUP 


TELEPHONE 


FUND/FUND  GROUP 


TELEPHONE 


TOIL-FREE 
(800) 

IN-STATE 

HMiir  invcsinieni  rroKrain 

322-2282 

MA 

fil  7-330-5400 

O  JO  /  ooo 

PL 

407-655-7255 

AIRA  Fsniily  of  Funds 

347-1919 

TX 

71  3-fi?6-l  91  Q 

241-2039 

CT 

203-24 1-2030 

1  HO  1  O 

NJ 

201    1  Q-4nnn 

HincriCclil  ^a|Jllal  UrVUp 

TX 

71  •^.QQ'^.n500 

/  iO   -7-3^  wOVJW 

AitiGricBn  Funds  Group 

CA 

Ac|uil3  Group 

RIO  RWRQ 
O  /  ^-jO  J^ 

NY 

91  9  f^Q7  f,f,f\f\ 

Asset  Msns^ement  Fur*  ,AMF) 

S97  "^7  1 

IL 

^1 9  mdA-"^! nn 

0  i^COfrO  iVJU 

Atlds  Funds 

Bsbson  Fund  Group 

MO 

810-471-5200 

Dairu  inucual  ruiiu 

792-2473 

Wl 

414-765-3500 

Dvnnciin  urvup 

OO  i  OOO  1 

CA 

415-965-4274 

NY 

212-756-4097 

Biltmore  Funds 

Rlair  WUilli»m  Miifiial  Piinrlc 
Diaii  wiiBicsin  inmucii  runoa 

742-7272 

IL 

312-853-2424 

BIdnchdrd  Group  of  Funds 

Q99  7771 

NY 

212-779-7979 

Bond  Fund  of  Anieric3 

Sg6  AmGricsn 

Funds  Group 

091;  Q77« 

CA 

415-398-2727 

MD 

301-951-4820 

\^apnai  VTvna  Dono 

S66  Am6riC3n 

Funds  Group 

CflrdinsI  Group 

0*+0  /  /  OH 

OH 

800-282-9446 

Colonist  Group 

MA 

617-426-3750 

^Aliitnhisi  Fiinrt« 
\«wiuiiiuia  ■  UIIU9 

547-1707 

OR 

503-222-3606 

0*+*+- JM-H  0 

^Amnac£  lanital  ^fAiin 
%«vinpci99  wapiwii  urvup 

*+ J  1  00  /  1 

Composite  Group  of  Funds 

543-8072 

WA 

509-353-3400 

DG  Investor  Series 

748-8500 

^Aan  U/it4<k>*  Fiin#4ai 

LfCaii  Winer  runos 

869-3863 

NY 

212-392-2550 

WldWdrt;  uauup 

523-4640 

PA 

215-988-1333 

Dod^e  &  Cox  Group 

621-3979  ' 

CA 

415-434-0311 

Dreyfus  Group 

645-6561 

NY 

718-895-1206 

Dupree  RAutusI  Funds 

866-0614 

KY 

606-254-7741 

iTiai  a&iiuii  aiiu  iiauiuuiiai  luiius 

See  Eaton  Vance  Group 

Eston  Vsnce  Group 

225-6265 

MA 

617-482-8260 

Emersid  Funds 

637-6336 

Empire  Builder  Group 

845-8406 

NY 

212-309-8400 

FOA  Fiinric 

982-4372 

CA 

310-473-0225 

Federsted  Funds 

245-5040 

PA 

412-288-1900 

Fidelity  Advisor  Funds 

522-7297 

MA 

617-439-6793 

Fidelity  Group 

544-8888 

First  Investors  Group 

423-4026 

NY 

212-858-8000 

First  Union  Funds 

326-3241 

NC 

704-374-4343 

Fixec^lncome  Securities 

245-5040 

PA 

412-288-1900 

r  IC1 1^91  lip  ruiius 

227-4648 

OH 

800-354-7447 

Fav^ic  Fim#lc 
r  VI  u9  ■  UIIU9 

800-2638 

MN 

612-738-4000 

■  WllfCSS  III VCa&IIICIIL  ruiius 

245-5051 

PA 

412-288-1900 

Frsnklin  Group  of  Funds 

342-5236 

CA 

415-312-2000 

Fund  for  U.Si  Government  Sees  A 

See  Liberty  Family  of  Funds 

Fundsmentsl  F3mily  of  Funds 

322-6864 

NY 

212-635-3000 

\3i.  1 .  uioDdi  uroup  OT  runus 

824-1580 

CA 

415-392-6181 

Generdl  CA  MunicipsI  Bond 

See  Dreyfus  Group 

Genersl  IVIunicipst  Bond 

See  Dreyfus  Group 

GenersI  NY  MunicipsI  Bond 

See  Dreyfus  Group 

Goldmsn  Sschs  Asset  Mgmt  Group 

762-5035 

Grsdison^McDonsfd  MutU3l  Funds 

869-5999 

OH 

513-579-5700 

Hsncocic  John  Funds 

225-5291 

Harbor  Funds 

422-1050 

OH 

419-247-2477 

Hawaiian  TaxHFree 

See  Aqulla  Group 

Heartland  Funds 

432-7856 

Wl 

414-347-7777 

uroup 

328-8300 

MN 

612-671-3733 

Id  Fiinric 

191 runus 

955-7175 

NY 

212-446-5606 

Intermediate  Bond  Fund  America 

See  American 

Funds  Group 

International  Income  A 

See  Liberty  Family  of  Funds 

Invesco  Family  of  Funds 

525-8085 

CO 

303-930-6300 

Investors  Trust 

656-6626 

WA 

206-625-1755 

Ivy  Bond  A 

See  Mackenzi 

e/Ivy  Grou 

p  of  Funds 

Janus  Group 

525-8983 

Kemper  Funds 

621-1048 

IL 

312-781-1121 

Keystone  America  Family  of  Funds 

343-2898 

MA 

617-338-3400 

Keystone  Group 

343-2898 

MA 

617-338-3400 

Legg  Mason  Family  off  Funds 

822-5544 

MD 

410-539-0000 

Lexington  Group 

526-0057 

NJ 

201-845-7300 

Uberty  Family  of  Funds 

245-5051 

PA 

412-288-1900 

TOLL-FREE 
(800) 


IN-SIATE 


Liberty  Financial  Funds  872-5426  MA  617-72 
LimKed  Term  Tax-Exmpt  Bond  Amer  See  American  Funds  Group 

Lord  Abbett  Family  of  Funds  874  3733  NY  212  846 

MFS  Family  of  Funds  637-2929  MA  617-95^ 

Mackenzie/Ivy  Group  of  Funds  456  5111  FL  407  39; 

Mainstay  Funds  522  4202 

Marshall  Funds  236-8560  Wl  414-28; 

Merrill  Lynch  Group  637-3863  NJ  609-28i 

MetLife-State  Street  Group  882-3302  MA  617-35 

Nationwide  Funds  848-0920  OH  614-245 

Neuberger  &  Berman  Group  877-9700  NY  212-47 

New  England  Fund  Group  225-7670  MA  617-57f 

Nicholas  Group  Wl  414  27^ 

Northeast  Investors  Group  225-6704  MA  617-523 

Nuveen  Mutual  Funds  351-4100  IL  312-91 

Oppenheimer  Funds  525-7048  CO  303-67 

Overiand  Express  Funds  552-9612  AR  501-37 

PlMCo  Advisors  Funds  426-0107  CT  203-35^ 

Pacific  Horizon  Funds  332  3863 

Pacifica  Funds  662-8417  NY  212-30' 

PaineWebber  Mutual  Funds  647-1568  NJ  201-90: 

Paragon  Portfolio  777-5143 
Permanent  Portfolio  Family  of  Funds  531-5142 


Phoenix  Funds 

243-4361 

CT 

203-25; 

Pierpont  Funds 

521-5411 

Pilgrim  Group 

334-3444 

CA 

310-55J 

Pioneer  Group 

225-6292 

MA 

617-74J 

Piper  Jaffray  Group 

866-7778 

MN 

612-34i 

Portico  Funds 

228-1024 

Wl 

414-28; 

Premier  Funds 

554-4611 

NY 

718-89; 

Price  T.  Rowe  Funds 

638-5660 

MD 

410-54", 

Princor  Family  of  Mutual  Funds 

451-5447 

lA 

515-24", 

Prudential  Mutual  Funds 

225-1852 

Putnam  Mutual  Funds 

225-1581 

MA 

617-29i 

RSI  Retirement  Trust 

772-3615 

Ranson  Managed  Portfolios 

345-2363 

KS 

316-26i 

Rochester  Funds 

NY 

716-38: 

Safeco  Mutual  Funds 

426-6730 

WA 

206-54! 

Schwab  Funds 

526-8600 

Scudder  Funds 

225-2470 

MA 

617-43? 

Seligman  Group 

221-2783 

NY 

212-85( 

Seven  Seas  Series  Fund 

647-7327 

MA 

617-65^ 

Sierra  Trust  Funds 

222-5852 

Sit  Group 

332-5580 

MN 

612-33^ 

Smith  Barney  Funds 

451-2010 

NY 

212-72C 

Smith  Breeden  Family  of  Funds 

221-3138 

NC 

919-96: 

Stagecoach  Funds 

222-8222 

State  Street  Research  Group 

882-3302 

MA 

617-35; 

SteinRoe  Mutual  Funds 

338-2550 

IL 

312-36f 

Strong  Funds 

368-3863 

Wl 

414-35? 

SunAmerica  Funds 

858-8850 

NY 

212-551 

TCW/DW  Funds 

NY 

212-39i 

Tax-Exempt  Bond  Fund  of  America 

See  American 

Funds  Group 

Tax-Free  Fund  of  CO 

See  Aquila  Group 

Tax-Free  Trust  of  AZ 

See  Aquila  Group 

Tax-Free  Trust  of  OR 

See  Aquila  Group 

Templeton  Group 

292-9293 

FL 

813-82C 

Thomburg  Funds 

847-0200 

NM 

505-98^ 

Twentieth  Century  Family  of  Funds 

345-2021 

MO 

816-531 

U.S.  Government  Securities 

See  American 

Funds  Group 

USAA  Group 

382-8722 

UST  Master  Funds 

233-1136 

MA 

617-451 

United  Group 

366-5465 

KS 

913-236 

Value  Line  Mutual  Funds 

223-0818 

NY 

212-90: 

Van  Eck  Funds 

544-4653 

NY 

212-68"/ 

Van  Kampen  Merritt  Family  of  Funds 

225-2222 

IL 

708-68'^ 

Vanguard  Group 

662-7447 

Venture  Advisers  Funds 

279-0279 

NM 

505-983 

Victory  Group 

539-3863 

Voyageur  Funds 

553-2143 

MN 

800-247 

WPG  Mutual  Funds 

223-3332 

NY 

212-90£ 

Warburg  Pincus  Funds 

257-5614 

NY 

800-88€ 

Woodward  Funds 

688-3350 

Ml 

313-25' 
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Onfy  Budget" 


free  airfere  after 
six  rentals. 


Now,  why  would  you  rent 
fiotn  anyone  dse? 

Hy  free  when  you  rent  six  times.  Oriy  at  Budget 

Simply  rent  any  compaa  or  larger  veliicle,  including  tmcks,  six  tijnes  for  three 
or  more  consecutive  days.  Rentals  must  occur  from  February  6  through 
June  15,  1995,  at  any  worldwide  Budget  location.  Well  give  you  a  free 
(excludes  taxes)  round-trip  coach  ticket  on  American  Airlines'  valid  for  travel 
within  the  contiguous  U.S.  and  Canada.  For  reservations,  contact  your  travel 
consultant  or  call  Budget  at  800-527-0700. 


THE  SMART  MONEY  IS  ON  BUDGET. 


We  feature  Lincoln-Mercury  and  other  fine  cars. 


cire  some  details  you  should  know:  Offer  requires  six  rentals  (minimum  three  days  per  rental)  of  a  compaa  or  larger 
e,  including  trucks,  at  any  worldwide  Budget  location  from  2/6/95  through  6/15/95.  For  complete  details,  restiictions  and  order 
pick  up  a  Fly  Free  certificate  at  selea  U.S.  Budget  locations.  American  Airlines  is  a  registered  trademark  of  American  Airlines,  Inc. 


Persffi^^  Business 


EDITED  BY  AMY  DUNKIN 


B-SCHOOLS:  DON'T  OVERLOOK 
THESE  IP-AND-COMERS 


When  C;r  os  Barrio- 
nuev!  picked  an 
MBA  program,  he 
had  some  vt  ry  specific  stan- 
dards. Hf  wanted  to  find  a 
quality  sciiool  with  a  strong  fi- 
nance department,  a  close-knit 
community,  and  a  large  inter- 
national population.  For  those 
reasons,  he  passed  up  a 
chance  to  attend  Indiana  Uni- 
versity, a  BUSINESS  WEEK  Top 
20  B-school,  and  chose  the 
University  of  Rochester's  Wil- 
liam E.  Simon  School  instead. 

He  has  no  regi'ets.  In  fact, 
the  second-year  mba  candi- 
date has  gotten  more  out  of 
Simon  than  he  bargained  for. 
Thanks  to  an  innovative  pro- 
gram, Barrionuevo  and  13 


A  Snapshot  Of 
The  Second  Tier 


other  students  got  the  chance 
to  shape  and  maruige  a  por- 
tion of  the  program.  "The 
nice  thing  about  a  small 
school  is  that  you  have  the 
opportunity  to  make  a  differ- 
ence," he  says. 

There  are  plenty  of  other 
reasons  applicants  might 
want  to  look  beyond  the  Top 
20.  As  part  of  the  recently 
published 
Business 
Week  Qiiide  to 
the  Best  Business  Schools 
(McGraw-Hill,  $14.95),  the 
magazine  compiled  a  hst  of 
20  runners-up  to  its  1994  Top 
20  list  (BW— Oct.  24).  This 
next-best  bunch,  which  is  not 
ranked,  was  based  on  a  sui"- 
vey  of  leading  cor- 
porate recruiters. 
You  can  also  find 
significant  infoiTna- 
tion  on  each  of 
these   schools  on 


EDUCATION 


BUSINESS  Vk^EEK  Online,  which 
is  available  to  subscribers  of 
the  America  Online  network. 

Entry  to  the  up-and  com- 
ers  as  a  group  is  likely  to  be 
easier  than  in  the  top  tier. 
The  average  Graduate  Man- 
agement Admission  Test 
score  for  these  schools  is  604, 
compared  with  637  for  the 
Top  20.  On  average,  the  mn- 
ners-up  group 
admits  44%  of 
students  who 
apply,  compared  with  27%  for 
the  first  tier. 

PAYBACK.  These  schools  have 
another  lure:  The/re  general- 
ly cheaper.  Top  20  schools 
charge  7%  more  for  tuition, 
on  average.  And  if  you're  a 
high-caliber  candidate,  these 
schools  are  apt  to  be  more 
generous  with  scholarships. 
Eager  to  lure  top  students 
through  its  doors,  Washing- 
ton University's  Olin  School 


in  St.  Louis  doles  oi 
million  to  63%  of  its  sti 
Emorjf  University's  B 
in  Atlanta  is  wooing  ho 
pects  with  $1.6  million 
You  are  likely  to  i| 
an  excellent  basic  bii 
education  at  these  s 
and,  in  some  cases,  be 
to  creative  approacl 
management    trainin  i 
schools  are  forging  clos ! 
with  corporations,  j  i 
greater  emphasis  on  ,| 
aspects  of  managemerjj 
as  diversity,  ethics,  ani| 
munications,  and  beef^> 
global  business  opportil 
And  some  of  these  ii| 
tions  stalled  with  the  li 
comer  schools,  which  aij 
grier  and  more  will] 
experiment.  "We're  g| 
more  sensitive  to  hci 
customers  feel  about  ovj: 
gi'am,  and  maybe  tha* 
cause  we're  trying  to| 


UNIVERSin/ 

B-SCHOOL  NAME  (IF  ANY) 

CHARACTERISTICS 

AV6.  6MAT 
SCORE 

APPLICANTS 
ACCEPTED 

ANNUAL 
TUITION* 

NO  JOBS  BY 
6RADUATI0N 

AV6.P« 
PRE-M 

r 

AGSIM** 

THUNDERBIRD 

Can  enter  this  global  program  In  Jan.,  June,  or  Sept. 
Must  study  culture,  language,  and  business. 

570 

35% 

$23,095 

29.9% 

$30,0i 

D 
I 

le 
1 
M 

CASE  WESTERN  RESERVE 

WEATHERHEAD 

Each  MBA  receives  customized  education.  New 
course  taps  diverse  group  of  executives. 

591 

51 

17,600 

14.0 

48,1; 

EMORY 

GOIZUETA 

Renamed  B-school  for  Coca-Cola's  CEO.  Undergrad 
business  majors  can  earn  MBA  in  three  semesters. 

625 

36 

18,850 

16.4 

37,84 

GEORGETOWN 

This  young  program  is  carving  a  niche  in  global 
management  and  business-government  relations. 

619 

40 

19,584 

12.2 

36,7[ 

MICHIGAN  STATE 

BROAD 

New  dean  in  new  building  is  using  scholarships 
to  attract  quality  students. 

590t 

37 

16,057 

6.9 

29,93 

PENN  STATE 

SMEAL 

Newly  revised  program  allows  greater  flexibility. 
Boasts  expertise  in  business-to-business  marketing. 

58t 

19 

11,400 

22.5 

32| 

SMU 

COX 

Innovative  program  features  student  assessments, 
consulting  for  nonprofits,  and  executive  mentors. 

60t 

55 

18,034 

15.5 

34,3 

TULANE 

FREEMAN 

interviews  all  domestic  applicants.  MBAs  from 
24  different  countries  graduated  last  year. 

600 

58 

19,550 

18.6 

28,85 

UNIV.  OF  ILLaK'OIS  AT 
URBANA-CHAMPAIGN 

Will  launch  a  more  practical  curriculum  this  fall. 
Boasts  first-rate  accounting  program. 

616 

62 

12,628 

22.5 

IK 

UNIV.  OF  IOWA 

Moved  into  new  $36  million  building.  45%  of  MBAs 
come  from  the  state.  You  can  design  your  major. 

590 

36 

9,361 

13.6 

22,0f 

*For  out-of-state  residents              '"American  Graduate  School  of  International  Management                                      tBUSINESS  WEEK  estimate 
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top  tier,"  says 
ph  Westerfield, 
use's  Graduate 
of  Business  in 
geles. 

B-schools  at 
•n  Methodist 
ity  in  Dallas  and 
estern  Reserve 
ity  in  Cleveland 
id  a  customized 
h  to  manage- 
lucation  that  is 
of  the  most  in- 
2  around,  mba 
es  go  through  a 
of  self-assess- 
ists  when  they 
'n  campus.  The 
IS  are  then  tail- 
ndividual  needs. 

A  group  of 
jr  MBAs  manag- 
^sion  Program, 
eadership  com- 
)f  the  program, 
aevo  is  on  the 
ee  responsible 
rseeing  a  $150,000 
developing  a  series 
lars,  which  address 
skills,  and  attract- 
Dorate  participants, 
imittee  works  exten- 
nth  Citicorp,  Proc- 
•amble,  Reebok,  and 
)ther  corporate  spon- 
le  students  have  be- 


SMU'S  COX  SCHOOL:  (hie  of  tlie  most  iimovative  MBA  programs 


come  partners  and  equity 
holders  in  their  education," 
says  Charles  Plosser,  dean  of 
Rochester's  B-school.  "It  has 
also  provided  them  with  valu- 
able management  e.xperience 
and  corporate  contacts." 

Another  good  reason  to  at- 
tend a  runners-up  is  the 
school's  close  ties  to  the  com- 


munity— which  come  in 
handy  if  you  want  to  live  and 
work  in  that  region.  Many 
have  carved  out  niches  that 
are  linked  to  their  location 
or  draw  on  strengths  of  oth- 
er parts  of  the  university.  If 
you  know  you  want  to  work 
in  the  entertainment  indus- 
try, for  instance,  consider 


i:sc's  B-school.  It  re- 
cently developed  an 
"entertainment  manage- 
ment concentration" 
lhat  capitalizes  on  its 
p/oximity  to  Holly- 
wood— by  bringing  in 
industry  executives — as 
well  as  the  strength  of 
use's  School  of  Cinem.i 
Television.  The  B-school 
also  boast:  one  of  the 
premier  enirepreneur- 
ship  programs  in  the 
H'^^',  country. 
^  '  Coi'porate  recruiters 
consider  the  American 
Graduate  School  of 
Internal- '">nal  Manage- 
ment in  Gitp.dale,  Ariz., 
a  leader  in  global  busi- 
ness. While  Thunder- 
bhtl  has  focused  on  this 
for  close  to  50  years, 
many  other  B-schools 
are  adding  internation- 
al content  to  their  pro- 
gi-ams.  At  Washington's 
Georgetown  University,  each 
course,  whether  it's  account- 
ing, marketing,  or  produc- 
tion, is  taught  from  a  global 
perspective.  As  the  world- 
wide business  community  be- 
comes more  intertwined,  in- 
ternational perspective  will 
be  a  staple  of  B-school  edu- 
cation. Lori  Bongiorno 


^NY) 

CHARACTERISTICS 

AVG.  GMAT 
SCORE 

APPLICANTS 
ACCEPTED 

ANNUAL      NO  JOBS  BY     AVG.  PAY, 
TUITION*    GRADUATION  PRE-MBA 

AVG.  PAY, 
POST-MBA 

«iESOTA 

Boasts  close  ties  with  thriving  Twin  Cities  business 
community  through  field  projects  and  mentoring. 

600 

48% 

$12,618 

9.8% 

$30,800 

$48,250 

RE  DAiME 

Plans  to  open  $22  million  building.  Loyal 
alums  aid  in  job  search.  Emphasis  on  ethics. 

578 

63 

17,430 

14.9 

33,660 

49,230 

SBURGH 

Offers  top-quality  MBA  in  unique,  recently  revised 
11-month  program  that  allows  more  choices. 

603 

47 

22,734 

16.9 

37,450 

46,070 

HESTER 

Small  intimate  environment  with  large  international 
population.  Exceptionally  strong  finance  faculty. 

612 

38 

19,080 

21.0 

35,760 

60,670 

THERN 

Top-notch  entrepreneurship  program.  New  entertainment 
major.  Stellar  organizational  behavior  faculty. 

610 

33 

17,230 

14.8 

37,020 

52,030 

HiNGTON 

Seattle  location  helps  draw  quality  students  and 
faculty.  Offers  environmental  management  program. 

617 

42 

11,436 

16.7 

34,610 

44,140 

:ONSIN 

MBAs  can  obtain  specialized  degrees  in  logistics, 
real  estate,  and  manufacturing  systems. 

603 

50 

12,505 

18.5 

34,030 

49,700 

Boasts  extensive  menu  of  customer  service  and 
quality  courses.  10-to-l  student-faculty  ratio. 

610 

48 

19,851 

12.3 

33,430 

54, -10 

UNIV. 

Innovative  elective  pairs  MBAs  with  companies  that 
pay  for  advice.  Students  can  work  with  nonprofits. 

608 

48 

18,350 

11.1 

31,190 

53,400 

Curriculum  focuses  on  public-  and  private-sector 
management.  Draws  exceptional  students. 

656 

36 

20,990 

4.2 

33,510 

74,030 

DATA  BUSINESS  WEEK,  BUSINESS  SCHOOLS 


Pers|ln#  Bisine^ 


STYLE  AND  COMFORT- 
IN  A  FAMILY  WAY 


Finally,  there's  a  big, 
affordable  Japanese 
car.  Toyota  has  taken 
its  benchm  „rk  Camry, 

stretched  it  nd  plumped  it, 
and  called  it  Avalon.  This  is  a 
car  for  American  families, 
with  generous  legroom,  a  gi- 
gantic trunk,  and  a  front 
bench  seat — it  seats  six,  a 
first  for  Japanese 
cars.  Specifically,  it's 
designed  for  aging 
boomers  hooked  on 
Camrys,  Honda  Accords,  or 
Nissan  Maximas.  Until  now, 
the  step  up  to  a  bigger  Japa- 
nese car  was  a  giant  one,  to  a 
$50,000  top-of-the-line  Lexus 
or  Infiniti.  So  instead,  boom- 
ers defected  to  the  likes  of 
the  Ford  Taurus  or  Dodge 


AUTOS 


baby 
their 


Intrepid.  Now,  the  Avalon 
can  be  had  for  as  little  as 
$22,75S. 

That's  still  a  premium 
over  American  cais,  but  it 
buys  you  the  refiiK  ment  and 
engineering  the  .Japanese  ai'e 
famous  for.  Everything  is  in- 
tuitive: Climate  and  radio 
controls  ai'e  mounted  high  on 
the  dash,  with  large,  clearly 
marked  knobs.  Despite  the 
space,  nothing  is  a 
stretch  or  a  grope. 
About  the  only  confusion: 
Because  there's  no  center 
console,  the  shift  lever  is 
mounted  on  the  steering  col- 
umn, alongside  stalks  con- 
trolling the  wipers  and 
cruise  control. 

The  Avalon's  ride  is  softer 
than  the  Camry's,  as  it 
should  be  for  a  larger,  more 


luxurious  car.  Still,  this  is  no 
American  luxo-barge:  It 
doesn't  dip  and  sway  when 
you're  changing  lanes.  Even 
though  the  Avalon  is  slightly 
heavier  than  the  Camry,  it's 
peppier  and  gets  better  fuel 
economy,  at  20  mpg  in  city 
driving  and  28  mpg  on  the 
highway  (vs.  18  and  25  for 
the  Camry  V-6). 
OPTION  PLAYS.  The  XLS  mod- 
el, starting  at  $26,688,  has 
all  the  luxury  cues,  includ- 
ing keyless  entry,  antilock 
brakes,  automatic  on/off  cli- 
mate control  and  headlights, 
and  simulated  wood  on  the 


! 


dash.  Even  with  all 
tions — leather  seats, 
pact-disk  sound  syste 
power  sunroof — the 
won't  top  $30,000.  Th; 
than  Toyota's  smaller, 
level  Lexus  ES  300. 

If  there  is  anything 
like,  it's  the  bland 
mous  styling;  the  car 
cult  to  pick  out  in  a  ] 
lot.  At  this  stage  i 
lives,  though,  many  b 
are  looking  for  sul 
over  style.  And  tha 
Avalon,  the  quintes 
American  car,  froi 
Japanese.  Larry  Am 


SMART  MONEY 


HOW  TO 
PICK  UP 
SEXIER  CDs 

Most  people  look- 
ing for  certifi- 
cates of  deposit 
automatically 

think  of  going  to  a  bank  or 
a  savings  institution.  But 
some  securities  brokers  can 
often  get  you  more  favor- 
able rates. 

Large  brokei'age  houses 
such  as  Smith  Barney,  Dean 
Witter,  Merrill  Lynch,  and 
Oppenheimer  cut  their  own 
deals  vi^h  banks  nationwide 
to  get  beL^er  yields  than 
those  offeiv  1  to  individuals. 
"Brokered  cos  tend  to  be 
significantly  higher  than  the 
national  averages,"  says 
Norbert  Mehl,  president  of 
BanxQuotes  Money  Markets 


in  Milbum,  N.  J.,  which 
tracks  CD  rates.  Just  com- 
pare the  5.9%  average  for 
one-year  bank  CDs  with  the 
6.68%  for  one-year  brokered 
CDS.  If  that's  too  long  to  tie 
up  your  funds,  try  thi-ee 
months  at  5.82%  vs.  4.2%  for 
banks.  Like  bank  CDs,  bro- 
kered CDS  are  backed 
by  the  Federal  Deposit 
Insurance  Corp. for  up 
to  $100,000. 
PAPERWORK.  Where's 
the  catch?  There  really 
is  none.  You  don't  pay 


banks  pay  the  broker 
commissions.  The 
banks  o&er  the  higher 
yields  because  the  bro- 
kers buy  in  huge  quantities 
and  take  over  the  adminis- 
tration of  the  CDS.  "We  do 
all  the  paperwork,  so  we're 
saving  them  the  cost  of  that 
overhead,"  says  Clint  Gil- 
bert, director  of  the  retail- 
CD  funding  desk  at  Smith 
Barney.  You  can  keep  tabs 
on  the  top-yielding  offerings 


by  calling  BanxQuote  (800 
666-2000)  or  looking  up  its 
results  Wednesdays  in  The 
Wall  Street  Jo7irnal. 

Brokered  CDs  got  a  bad 
name  during  the  1980s, 
when  ailing  thrifts  were  of- 
fering particularly  high 
rates.  When  some  of  the  CD 


Best  Bets  With  Brokered  CDs 


BROKER 

3  MO.* 

6  MO  * 

1 YR*  MIN. 

DEAN  WIHER 

5.65% 

6.0% 

6.45%  $1,000 

MERRILL  LYNCH 

5.82 

6.21 

6.54  1,000 

OPPENHEIMER 

NA 

6.09 

NA  5,000 

SMITH  BARNEY 

5.7 

6.0 

6.5  1,000 

BANK  AVERAGE 

4.2 

4.89 

5.9  VARIOUS 

YIELD  AS  OF  1/30/95       DATA:  BUSINESS  WEEK      NA=NOT  AVAILABLE 

issuers  failed,  customers 
forfeited  the  juicy  returns, 
even  though  depo.sit  insur- 
ance protected  their  princi- 
pal. Now,  the  FDIC  only  al- 
lows registered  brokers  to 
buy  CDS  from  the  most 
highly  capitalized  banks. 

Brokerages  promote 
high-rate  cos  to  keep  their 


risk-averse  customers 
py  and  to  lure  new  cli( 
in  the  hopes  of  selling 
more  lucrative  produc 
wouldn't  say  the  consi  ll 
can't  do  any  better  on 
her  own,"  says  Gail  Li 
man,  editor  of  The  Bai 
Rate  Monitor.  Indeed, 
^mm  individual  bank 
fer  even  better 
yields.  Imperial 
Thrift  in  GlendJ 
Calif.  (800  927-i 
and  Midwest  Ss 
in  Columbus,  01 
(800  686-2052),  i 
the  brokers  wit 
month  CDS  at  6j 
and  6.5%,  and  o 
year  CDs  at  T-llf 
and  7%,  respectively. 

But  it  may  be  incon 
lent  to  deal  with  a  fars  m 
bank.  And  some  of  the 
bank  rates  aren't  avail 
to  out-of-state  consum 
So  you  might  want  to  . 
the  absolute  highest  ri 
for  the  ease  of  calling 
broker.  Pam  Bit 
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siness  Week  Index 

1 

lUCTION  AND  LEADING  INDEXES 

1 

PRODUCTION  INDICATORS 

je  from  last  week;  -0.3% 
from  last  year:  7.3% 


Cnange  from  last  year:  8.4% 


250 


PRODUCTION  INDEX 

Jan.  21  =  121.3 
1992=100  - 


LEADING  INDEX-  ^^'> 

lap.-  21=255.1 

1967=100 
 23G 


May  Sept  Jan. 

1994  1994  1995 

s  are  4-week  moving  averages 

duction  index  fell  slightly  during  the  week  ended  Jan.  21.  But  before 
■on  of  the  four-week  moving  average,  the  index  increased  to  121.9, 
1.4.  Higher  lumber  and  coal  production  lifted  the  index, 
ling  index  posted  a  solid  increase  m  the  latest  week.  The  unaveraged 
so  gained  ground,  reflecting  higher  stock  prices,  fewer  large-business 
and  a  faster  growth  rate  in  M2- 

lon  index  copyright  1994  by  McGraw-Hill  Inc  BW  leading  index  copyright  1994  by  CIBCR 


LATEST 

WEEK 

YEARLY 

WEEK 

AGO 

%OHG 

oltCL  (1/^8)  tnous.  of  net  tons 

2,001 

1,991# 

12.4 

AUIUo  (1/28)  units 

132,344 

1 13,310r# 

-12.8 

IHUwKo  (1/28)  units 

1 14,965 

91,02orH 

-9.9 

CLEblHIb  rUWtn  (1/28)  millions  of  kilowatt-nrs 

52,932 

59,187# 

3.2 

vnllllC-UlL  ifEriilinu  (1/^8)  thous.  of  bbl./oay 

13,404 

13,553# 

0 

COAL  (1/21)  thous.  of  net  tons 

21,939# 

21,731 

42.4 

PAPERBOARD  (I/21)  thous,  of  tons 

NA 

NA 

NA 

PAPER  (1/21)  thous.  of  tons 

NA 

NA 

NA 

LUMBER  (1/21)  millions  of  ft. 

479. 6# 

464.6 

1.7 

RAIL  FREIGHT  (I/2I)  billions  of  ton-miles 

24.0# 

24.2 

32.6 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison 
Institute,  American  Petroleum  Institute,  Energy  Dept.,  American  Forest  &  Paper 
Association,  WWPA',  SFPA^,  Association  of  American  Railroads 


ING  INDICATORS 


PRICES 


PRICES  (1/27)  S&P  500 

LATEST 
WEEK 

467.56 

WEEK 
AGO 

468.18 

YEARLY 
%CHG 

-1.4 

lATE  BOND  YIELD,  Aaa  (1/27) 

8.49%  8.44% 

22.9 

RIAL  MATERIALS  PRICES  (1/27) 

114.5 

114.0 

NA* 

SS  FAILURES  (I/20) 

266 

299 

-8.9 

iTATE  LOANS  (1/18)  billions 

$463.3 

$462. 4r 

10.5 

SUPPLY.  M2  (1/16)  billions 

$3,580.8 

$3,572.7r 

1.4 

CLAIMS.  UNEMPLOYMENT  ( 1/14)  thous  325 

354 

-11.0 

■  Center  for  International  Business  Cycle  Research  (CIBCR),  Standard  & 
oody's,  Journal  of  Commerce  (index:  1990^100).  Dun  &  Bradstreet  (failures 
;ompanies),  Federal  Reserve,  Labor  Dept.  CIBCR  seasonally  adjusts  data  on 
failures  and  real  estate  loans.  'Historical  data  available  from  CIBCR. 

teST  RATES 

L  FUNDS  (2/1) 

LATEST 
WEEK 

6.00% 

WEEK 
AGO 

5.45% 

YEAR 
AGO 

3.17% 

ICIAL  PAPER  (1/31)  3-month 

6.24 

6.26 

3.20 

CATES  OF  DEPOSIT  (2/1)  3  month 

6.23 

6,27 

3.20 

lORTGAGE  (1/27)  30-year 

9.32 

9.25 

7.08 

&BLE  MORTGAGE  (1/27)  one-year 

6.83 

6.90 

4.22 

m) 


9.00 


8.50 


6.00 


GOLD  (2/1)  $/troy  oz. 

LATEST 
WEEK 

376.250 

WEEK 
AGO 

381.450 

YEARLY 
%CHG 

-1.3 

STEEL  SCRAP  (1/31)  #1  heavy,  $/ton 

147.00 

147.00 

5.4 

COPPER  (1/28)  e/ib. 

146.0 

145.5 

61.7 

ALUMINUM  (1/28)  z/ib 

104.0 

100.5 

79.3 

COTTON  (1/28)  strict  low  middling  1-1/16  in 

,  (Z/lb.  89.29 

88.44 

28.7 

OIL  (1/31)  $/bbl. 

18.46 

18.66 

15.0 

Sources:  London  Wednesday  final  setting,  Chicai 
market,  NYMEX 

0  market,  Metals 

Week,  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (2/1) 

LATEST 
WEEK 

99.46 

WEEK 
AGO 

99.71 

YEAR 
AGO 

108.44 

GERMAN  MARK  (2/1) 

1.52 

1.52 

1.74 

BRITISH  POUND  (2/1) 

1.58 

1.59 

1.49 

FRENCH  FRANC  (2/1) 

5.28 

5.26 

5.91 

ITALIAN  LIRA  (2/1) 

1609.0 

1599.0 

1690.5 

CANADIAN  DOLLAR  (2/1) 

1.41 

1.42 

1.33 

MEXICAN  PESO  (2/1)' 

5.500 

5.755 

3.103 

Federal  Reserve,  HSH  Associates,  Reuters  Holdings  PLC 


Sources:  Major  New  York  banks  Currencies  expressed  in  units  per  U  S  dollar, 
except  for  British  pound  in  dollars 


i  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


E  WEEK  AHEAD 


TIVITY  &  COSTS 

Feb.  7,  10  a.m.  >■  Output  per 
<ed  in  the  nonfarm  sector  probably 
langed  or  fell  slightly  in  the  fourth 
Although  economic  output  seems 
rown  robustly,  so  did  total  hours 
s  indicated  by  surging  job  growth 
onger  workweek.  The  expected 

at  yearend  means  that  productiv- 
)y  about  2%  m  1994  after  a  1.5% 
in  1993.  In  the  factory  sector, 
ity  is  still  going  strong,  with  a 
'ance  of  about  1.5%,  at  an  annual 
18  fourth  quarter.  In  the  third 
lonfarm  productivity  grew  3.1%, 
'Ufacturing  increasing  3.5%.  Unit 
ts  in  the  nonfarm  sector  probably 


rose  at  an  annual  rate  of  about  3%  last 
quarter,  after  no  change  in  the  third  period, 
but  factory  unit  costs  most  likely  slid  for 
the  fifth  consecutive  quarter.  The  slack 
showing  of  productivity  at  the  end  of  1994 
will  rev  up  the  debate  over  the  structural 
uptrend  in  productivity  in  the  U.  S. 

INSTALLMENT  CREDIT 

Tuesday,  Feb.  7  ►  Consumers  probably 
added  about  $10.5  billion  in  new  debt  in 
December,  according  to  the  median  fore- 
cast of  economists  surveyed  by  mi\^s  Inter- 
national, a  division  of  McGraw-Hill  Inc.  The 
expected  increase  would  be  a  bit  below  the 
$11.6  billion  in  October  and  $12.9  billion 
in  November.  The  hefty  accumulation  of 


new  borrowing  suggests  that  the  holiday 
shopping  season  was  significantly  financed 
by  credit  cards. 

PRODUCER  PRICE  INDEX 

Friday,  Feb.  10,  8:30  a.m.  ►  Producer 
prices  of  finished  goods  probably  increased 
by  0.4%  in  January,  says  the  mms  forec  jst. 
Most  likely,  suppliers  used  the  first  of  the 
year  to  pass  along  price  markups.  Exclud- 
ing food  and  energy,  core  prices  likely  also 
increased  by  0.4%  in  January.  In  Decem- 
ber, both  the  total  ppi  and  the  core  index 
edged  up  only  0.2%.  Hcwever,  the  Labor 
Dept.  is  scheduled  to  release  new  seasonal 
factors  to  the  ppi  data  that  may  change  the 
December  increases. 


U.S.  Savings 
Bonds 

Are  Now  Tax 
Free  For 
College. 

Goo^l  News 


lay. 

Better  News 
In  18  Years. 


If  the  cost  of  a  college  educa- 
tion seems  expensive  now,  imagine 
wfiat  it  will  be  in  18  years.  That's 
why  Bonds  bought  for  your  child's 
education  can  be  completely  tax 
free  Start  buying  Bonds  today  at 
your,  local  bank,  or  ask  about  the 
Payroll  Sa.mgs  Plan  at  work. 

U.S.  bavHiiis  Bonds 


,  .  ..  .  .  Q    ,  .,  - 

Tile  Greal  .Xiiifrican  Itivestiiienl 

A  p.  iblic  service  ol  Ihis  publication 


Index1;o  Gompanies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  s  significant  reference  to  a  company. 
IVIost  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


A'  .dnced  Micro 
Jevices  64 

Alliance  North  American 
Government  Inrome 
Fund  94 

Alliant  Techsystems  80 

American  Capital  Tax- 
Exempt  High  Yield 
Municipal  \  94 

American  Cyanamid  88 

America  Online  8,  22, 
90,91  112 

America  West  6 

Ames  Department 
stores  64 

Amgen  88 

Apple  Computer  22,  90, 
91 

Aprex  80 

AT&T  50,  64,  90,  91 

Avid  Technology  22 

B 


Banamex  36 
Bancomer  36 
Bank  of  Tokyo  56 
BanxQuotes  Money 

Markets  114 
BASF  54 
Bear  Stearns  74 
BellSouth  22,  54,  64 
Ben  &  Jerry's  50 
Blockbuster  Videos  8 
Boise  Cascade  4* 
Bristol-Myers  Squibb  88 
British  Petroleum  74 
Brod  Capital 

Management  88 
Burda  91 

C 


Cable  &  Wireless  54 
Capital  Cities/ABC  48 
Cargill  Investor 

Services  62 
Centerton  Nursery  10 
Cheung  Kong 

Holdings  60 
Chevron  74 
Chiat/Day  50 
Chiron  88 
Chrysler  64,  72 
Ciba-Geigy  88 
Citicorp  112 
CompuServe  90,  91 
Continental  Airlines  64 
Continental  Bank  88 
Credit  Lyonnais  60 
CS  First  Boston  56,  84 


De  Beers  76 
Dean  Witter  114 
Deutsche  Telekom  54 
Dow  Chemical  80 
DuPont  53,  80 


Eastman  Kodak  50 
Emerging  Markets 

Franchise  Acceleration 

Fund  8 

Empresas  ICA  36 
E-Plus  Mobilfunk  54 
Europe  Online  91 
Exxon  6,  28 

F 


Fidelity  Aggressive  Tax- 
Free  Portfolio  Fund  94 

Fidelity  Asset  Manager 
Fund  46 

Fidelity  Investments  38, 
46 

Fidelity  Mortgage 
Securities  Fund  94 

Fidelity  Short-Term  Bond 
Fund  46 

Fidelity  Spartan  Short- 
Term  Income  Fund  46 
Financial  Research  94 
First  Mississippi  48 
Ford  36,40,64,72,  112 
Forrester  Research  90 
FPA  New  Income 
Fund  94 

France  Telecom  54,  91 
G 


Gaines  Berland  74 
Gallatin  Steel  64 
GE  48,  50,  64,  76 
Gerber  Products  88 
Getty  Petroleum  74 
GM  40,64 
Goldman  Sachs  28 
Greyhound  6 
GTECH  88 

H 


Heinz  (H.J.)  88 
Hewlett-Packard  64,  67 
Hoechst  50 
Home  Depot  64,  65 
Honda  114 


IBM  64,90 

Imperial  Thrift  1 14 
Industrial  Bank  of 

Japan  56 
Info-Prod  61 
Insignia  Systems  22 
Intel  64 
Internacional  de 

Ceramica  36 
International  Game 

Technology  88 
Intuit  64 
Indium  54 
Italia  Online  91 


Johnson  &  Johnson  64, 
80 

Jostens  48 
Jupiter 

Communications  90 


Kemper  84 
Kemper  Financial 
Services  36 


Kentucky  Fried 
Chicken  8 
Kmart  48 

KPMG  Peat  Manwick  28 


L.A.  Gear  50 

Lehman  Brothers  74,  88 

M 


Marion  Merell  Dow  50 
Matra-Hachette  91 
McCaw  Cellular 

Communications  64 
McDonald's  8 
McGraw-Hill  115 
McKesson  88 
Medley  94 
Melville  48 
Mercer  Management 

Consulting  64 
Merrill  Lynch  86,  114 
Microsoft  22,  64,  90,  91 
Midland  Realty 

International  60 
Midwest  Savings  1 14 
Minitel  91 
Mitsubishi  Bank  56 
MMS  International  115 
Morgan  Stanley  55,  86 
Morningstar  46,  94,  96 
Morris  Air  64 
Motorola  22,  64 

N 


Nabisco  8 

NatWest  Securities  64 

Navistar  International  48 

NBC  48,  60 

New  York  Life  80 

New  York  Mum  Fund  94 

Nextel 

Communications  64 
Nielsen  Media 

Research  48 
Nintendo  50 
Nissan  36,  114 
Novell  22 
Nucor  64,  70 
Nynex  90 

O 


Olivetti  91 
Omnicom  50 
Omron  13 
Oppenheimer  114 
Oryx  Energy  48 

P 


Pacific  Telesis  64 
PaineWebber  40,  94 
PaineWebber  Short-Term 

U.S.  Government 

Income  Fund  94 
Pearson  91 
Pennzoil  74 
PepsiCo  8 
Pet  88 
Pfizer  80 

Phoenix  Information 

Systems  13 
Pizza  Hut  8 
Porsche  55 
Procter  &  Gamble  80, 

112 

Prodigy  90,  91 


Reebok  112 
Rely  22 
Ryka  50 

S 


Salomon  Brothel 

56,  72 
Samsung 

Electronics  36 
Santa  Fe  Pacifi( 
Sears  64,  90 
Serfin  36 
Siemens  55 
Sitrick  6 
Smith  Barney  ' 
Smith  Breeden 

Duration  U.S. 

Government  Fi 
Sony  Electronic 

Mexico  36 
Southern  New 

Telephone  64 
Southwest  Airlir 

69 

Sprint  54 
Stac  Electronic; 
Standard  &  Poo 
Strong  Advantaf  E 
Fund  94 
Sullivan  &  Cronl!! 
Sumitomo  56,  'p 

T 


Taco  Bell  8 
TBWA  50 
Tenneco  50 
Texaco  74 
Thyssen  54 
Tiger  Asset 
Management  A 
Time  Warner  64 
Toyota  114 

U 


Unilever  88 
United  Airlines 
U.S.  Healthcare|iii 
U.S.  Shoe  48 
U.S.  Steel  GrouP 

V 


Vanguard  Fixed- 
Short  Term  CorflO 
Bond  Fund  94 

Vanguard  Group 

Veba  54 

Venture  Muni 
B  94 

VF  64 

Viag  54 

Vistek  Electronic 

VLSI  Technologilll 

Volkswagen  36, 

W 


Wal-Mart  64 
Walt  Disney  8 
Weil,  Gotshal  & 
Manges  86 
Wertheim  Schroit; 
WordPerfect  22^1 
Wyatt  28 

Z 


i 


I 


I 


Its 


Ziff  Communical 
Zurn  Industries 
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/^estment  Figures  of  the  Week 


TARY 

Kets  were  buoyed  by 
Clinton's  bold  step  to  aid 
e  peso  surged  15%  and 
learly  10%  on  Ian.  31, 
rength  spreading  quickly 
iierican  and  Asian  mar- 
s,  which  had  been  rally- 
it  week,  took  a  hit  on 
;r  the  Fed  hiked  short 
%.  U.S.  stocks  continue 
;  range.  But  the  techni- 
ors  shown  on  this  page 
g  higher.  Gold  mining 
the  exception,  as  gold 
iin  in  the  doldrums. 


Jan.  26-Feb.  1 


BONDS 

Feb.  Aug. 


Feb.    Jan.  26-Feb.  1 


-  -  470.40  1450 


1-week  change 
+0.6% 


52-week  change 

-13.8% 


^  1370  9- 


1 -week  change 

-1.3% 


THE  DOLLAR 

Feb.  Aug. 


Feb.    Jan.  25-Feb.  1 


52-weeh  change 

-4.7% 


-week  change 

0.1% 


T  ANALYSIS 


%  change 


IKS 

Latest 

Week 

52-week 

FUNDAMENTALS 

Latest 

Week  ago 

Year  ago 

INDUSTRIALS 

3847.6 

-0.6 

-3.2 

90-DAY  TREASURY  BILL  YIELD 

6.05% 

5.93% 

3.13% 

IMPANIES  (S&P  MidCap  Index) 

171.7 

0.1 

-6.7 

30-YEAR  TREASURY  BOND  YIELD 

7.74% 

7.86% 

6.28% 

PANIES  (Russell  2000) 

247.5 

-0.5 

-7.5 

S&P  500  DIVIDEND  YIELD 

2.75% 

2.77% 

2.43% 

NIES  (Russell  3000) 

269.0 

0.6 

-3.4 

S&P  500  PRICE/EARNINGS  RATIO 

16.1 

16.6 

22.6 

STOCKS 

Latest 

%  change  (local  currency) 

TECHNICAL  INDICATORS 

Latest 

Week  ago 

Reading 

S&P  500  200-day  moving  average 
Stocks  above  200-day  moving  average 
Speculative  sentiment:  Put/call  ratio 
Insider  sentiment:  Vickers  sell/buy  ratio 

459.0 
40.0% 
0.64 
0.87 

458.4 
38.0  %r 
0.68  r 
0.88 

Positive 
Positive 
Neutral 
Positive 

NANCIAL  TIMES  100) 
Vi\  INDEX) 
SE  COMPOSITE) 

3017.3 
18,739.5 
4019.1 

1.2 
3.2 
-2.1 

-14.3 
-7.5 
-12.1 

ITRY  GROUPS 

BLOOMBERG  FINANCIAL  MARKETS 

;k  leaders 

%  change 
4-week  52-week 

Strongest  stock  in  group 

%  change 
4-week  52-week 

Price 

(ANTS 

10.8 

4.1 

WENDY'S  INTERNATIONAL 

12.2 

-8.5 

16% 

CARE  SERVICES 

9.5 

-6.2 

ALZA 

30.6 

-13.4 

23 '/2 

L  MANAGEMENT 

9.0 

1.0 

COMMUNITY  PSYCHIATRIC  CENTERS 

11.4 

-29.0 

I2V4 

.INMENT 

9.0 

0.8 

VIACOM 

13.2 

28.1 

46% 

8.9 

-27.5 

USAIR  GROUP 

23.5 

-63.5 

5V4 

:k  laggards 

%  change 
4-week  52-week 

Weakest  stock  in  group 

%  change 
4-week  52-week 

Price 

NING 

-11.5 

-28.2 

SANTA  FE  PACIFIC  GOLD 

-22.1 

NA 

10% 

I'tG 

-10.6 

-26.1 

ROADWAY  SERVICES 

-11.9 

-27.8 

50 

-9.1 

-18.2 

INLAND  STEEL  INDUSTRIES 

-19.6 

-19.6 

28V4 

BILES 

-8.8 

-30.7 

FORD  MOTOR 

-9.4 

-24.6 

25% 

-7.9 

-4.4 

PHELPS  DODGE 

-15.4 

-1.6 

52% 

FUNDS 


I*  tota>  return 

u 

T 

el  tai  return 


MORNINGSTAR  INC 


LAGGARDS 
Four-week  total  return 


% 


4-week  total  return 


I  SSP  500  SSiiS  Average  fund 

52-week  total  return 


OPPORTUNITY 
:iRNEY  TELECOMM.  INCOME 


8.3 
7.7 
7.3 
% 


N  COMMUNICATIONS  &  INFORM.  A  24.7 
SELECT  HEALTH  CARE  24.2 
:  TECHNOLOGY  A  23.5 


WRIGHT  EQUIFUND-MEXICO  NATL.  FID.  EQTY.  -27.3 

UNITED  SERVICES  GOLD  -23.4 

BULL  &  BEAR  GOLD  INVESTORS  -19.3 

52-week  total  return  % 

MONITREND  GOLD  -55.5 

STEADMAN  OCEANOGRAPHIC  TECHNOLOGY  -42.9 

STEADMAN  AMERICAN  INDUSTRY  ^0.2 


VE  PORTFOLIOS 


a:  jnts  represent  the 
)tl  lie  of  $10,000 
et'  e  year  ago 
ll  tfolio 

r!!  ;s  indicate 
3\  tal  returns 


nil 


Money  market  fund 
$10,493 

+0.27% 


m 

Foreign  stocks 

$10,452 

+  1.98% 


U.S.  stocks 

$10,094 

+0.98% 


Gold 
$9,650 

-1.68% 


DRI/McGRAW-HILL 


Treasury  bonds 

$8,866 

+2.59% 


jge  are  as  of  market  close  Wednesday,  Feb.  1,  1995,  unless  ottierwise  indicat- 
(is  include  S&P  500  companies  only;  performance  and  sfiare  prices  are  as  of  mar- 


ket close  Jan.  31.  Mutual  fund  returns  are  as  of  Jan.  27.  Relative  portfolios  are  valued  as  of  Jan. 
31.  A  more  detailed  explanation  of  ttiis  page  is  available  on  request.  r=revised  NA=Nof  available 
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LESSONS  FROM  THE  PESO  SCARE 


It  was  a  financial  Desert  Storm.  A  mul Linational  bailout 
force,  marshaled  by  the  U.  S.  and  armed  with  $52.8  billion, 
rode  to  the  rescue  of  Mexico's  economy.  It  was  close,  bvil  with 
the  stabilization  of  the  peso  and  the  sh:irp  snapback  of  ibreign 
stock  markets,  the  world  has  now  weathered  its  first  iiquidity 
crisis  in  securiti/^yd  capital.  Never  before  had  a  crisis  oc- 
curred in  a  global  financial  system  where  individu:  lly  owned 
mutual  funds,  not  banks,  played  so  significant  a  rr  e  in  financ- 
ing emerging  countries.  Never  before  had  thf  world's  top 
multilateral  financial  institutions,  the  International  Monetary 
Fund,  and  the  Bank  for  International  Settlements,  played 
the  savior  in  this  strange  new  land  of  people's  capitalism. 

Two  lessons  emerge.  Fu'st,  Congress,  political  animal  that 
it  is,  refuses  to  be  a  lender  of  last  resort  to  the  global  finan- 
cial system.  Partisan  politics  and  a  parochial  viewrpoint  pre- 
vented the  legislative  branch  from  shouldering  international 
obligations  in  a  crisis.  It  is  now  clear  that  however  legitimate 
populist  issues  may  be  at  home,  the  parochialism  that  fuels 
them  has  no  place  in  international  financial  affairs.  In  the  end, 
it  fell  to  the  tried-and-true,  politically  insulated,  international 
monetary  institutions  to  do  the  job.  The  IMF  and  the  bis 


 f 

gave  more  than  half  the  resources — in  effect,  providiij 

cover  for  the  U.  S.  Treasury  to  play  its  role.  s 

One  can  only  ask  why  this  obvious  solution  to  the  M 

peso  crisis  was  not  set  in  motion  on  Jan.  1  instead  of  J 

Had  steps  been  taken  earlier,  the  world  would  not  havi 

brought  to  the  brink  of  financial  meltdown.  Bumbling 

magnitude  hasn't  been  seen  since  the  savings-and-loan 

The  second  lesson  is  that  a  multilateral  safety  net  ii 

more  important  in  a  world  where  mai'kets,  rather  than  | 

provide  the  bulk  of  international  financing.  Markets  ar 

more  sensitive  to  risk,  and  they  reacted  more  quickl; 

banks  when  they  lent  in  the  1970s.  Banks  didn't  h. 

mark  their  loans  to  market  when  opec  devastated  the 

World.  Mutual  funds  do,  and  the  risk  is  visible  every  n 

If  they  are  to  continue  investing  in  Latin  America  ani 

individuals,  Uke  the  banks  before  them,  require  a  ler 

last  resort.  The  world  financial  system  was  far  closer 

edge  in  January  than  most  people  in  Congress  chose  t 

ize.  Me.xico  needed  help.  If  help  hadn't  materialized,  a 

Uquidity  crisis  would  certainly  have  followed — and  wii 

sharp  slowdovra  in  world  economic  growth. 


PUTTING  BALANCE  IN  A  BALANCED  BUDGET 


Stop  me  before  I  spend  again!"  Sadly,  the  proposed  bal- 
anced-budget amendment  is  nothing  more  than  a  plea  by 
om-  nation's  political  representatives  to  save  them  from  them- 
selves and  their  addiction  to  government  spending.  At  worst, 
it  is  an  exercise  in  hypocrisy  by  people  who  already  know 
what  to  do  to  cut  the  federal  deficit  but  lack  the  political  cou- 
rage to  do  it.  At  best,  the  balanced-budget  amendment  will 
provide  political  cover  for  Congress  to  do  the  right  thing 
and  cap  entitlement  spending.  Manghng  the  Constitution, 
however,  is  a  pretty  high  price  to  pay  for  financial  sobriety. 

Yet  it  may  be  inevitable.  Polls  show  that  the  American 
public  ovei-whelmingly  favors  a  balanced-budget  amendment. 
But  while  people  want  to  cut  the  deficit  and  slash  taxes, 
they  don't  want  cutbacks  in  government  programs  that  ben- 
efit them.  This  public  schizophrenia  has  paralyzed  Washington 
for  decades.  Hence  the  call  for  a  binding  mechanism  in  the 
Constitution  that  sub.stitutes  external  discipline  for  internal 
will  in  order  to  kick  the  national  spending  habit.  In  a  society 
where  millions  ai'e  "in  recovery"  for  all  kinds  of  addictions,  the 
balknced-budget  amendment  is  nothing  less  than  a  national  12- 
step  program.  Alas,  we  have  come  to  this. 

If  Amei  I  a  must  have  a  balanced-budget  amendment, 
three  caveats  ure  essential  for  it  to  have  any  chance  of  work- 
ing. First,  enabling  legislation  that  contains  exceptions  for  ec- 
ononaic  emergencies,  such  as  severe  recessions,  must  be  writ- 
ten. What  happens,  for  example,  if  there  is  a  bad  recession  in 
1996  and  the  deficit  jumps  temporarily  to  $300  billion?  Must 


Congress  then  be  forced  to  raise  taxes,  deflating  an  a 
weak  economy  and  making  the  recession  much  worse5 

Second,  states  that  must  balance  their  budgets  are  ali 
mitted  to  borrow  money  for  building  roads  and  brid 
federal  balanced-budget  amendment  demands  a  new,  se 
capital  budget  that  lets  Washington  borrow  for  lonj 
improvements  in  the  nation's  infrastructure — ft"om  hig 
to  information  superhighways. 

Third,  paying  for  a  balanced  budget  must  be  done  h 
ly  and  equitably.  Democrats  dissemble  when  they  sa; 
Medicare,  Medicaid,  and  Social  Security,  the  largest  of  t 
titlement  programs,  are  off  the  table.  Republican  hini 
some  entitlements  may  be  included  are  not  sufficient, 
simply  can  be  no  balanced  budget  without  cutting  then 
tunately,  the  pain  need  not  be  as  severe  as  many  fear, 
moving  people  out  of  Medicare  and  Medicaid  and  into 
maintenance  organizations  and  preferred-provider  org 
tions  could  save  almost  .$400  billion  over  seven  years, ' 
30%  of  all  the  savings  needed  to  balance  the  budget. 

The  best  that  can  be  said  for  the  balanced-budget  a||| 
ment  is  that  it  creates  an  opportunity  to  rethink  gij 
ment.  Companies  that  reengineer  themselves  generat 
productivity  and  profits  than  those  that  blindly  hack! 
Now  is  the  time  for  Americans  and  their  representati| 
stop  whining  about  taxes  and  benefits  and  make  hard  > 
about  the  core  functions  of  government.  Pity  they  doni 
the  true  grit  to  do  it  vrithout  debasing  the  Constituticl 


118  BUSINESS  WEEK  /  FEBRUARY  13,  1995 


>u're  pitching  new  business 
Novosibirslc.  You  Just  got 
ick  from  Tallinn.  Last  month 
was  Kiev.  Now  they're 
Iking  about  Tashkent. 


ly  easy  part  is  picking 
e  airline. 


i/ations  and  information  cail  1r800-645-3880  or  see  your  travel  agent.  Accrue  or  redeem  miles  in  either  Lutthansa  Miles  &  More™ 
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Matt  Ghourdjian 
National  Director  of  Technology 
Howrey  &  Simon 


With  offices  in  Los  Angeles  and 
Washington,  D.C.,  Howrey  & 
Simon  is  considered  one  of  the 
most  technologically  savvy  law 
firms  in  the  nation.  "It's  great 
says  Matt.  "When  the  senior 
partner  has  a  Power  Macintosh 
8100  with  two  21"  monitors,  you 
know  there's  not  much  resis-  ■ 
tance  to  new  technology"     "  ■ 


m  have  about  400  Power  Macintosh  computers 


Multimedia 
presentations 
to  judges  and 
juries  are  the 
rule  rather  than 
exception  at  Howrey  & 
lon.Tower  Macintosh 
I  QuickTime  are  a  power- 
ise  team  when  it  comes 
nultimedia.  They  win 
es  for  us.  That's  a  fact." 


throughout  the  firm.  And  we'll  be  add- 
ing more  next  month.  Why?  Because 


)ur  goal  is  to  add  capability  without 
idding  complexity  And  to  focus 
:omputing  power  where  we'll  get 


Powered  by  the  RISC-based 
PowerPC "  microprocessor,  Power 
Macintosh  takes  desktop  comput- 
ing to  new  levels  of  performance, 
compatibility  and  productivity.  For 
the  name  of  your  nearest  autho- 
rized Apple  reseller,  call  us  at 
800-732-3131,  ext.  650,  today. 


economic  results. The  kind  of  resultsyou  get  from 

increasing  productivity  And  from 
being  the  winner  when  the  gavel  falls." 


fi  cases  where  we  have  thou- 
ands  of  pages  of  documents, 
ve  often  press  our  own  CDs. 
fhey're  portable,  and  attorneys 
an  do  instant  searches  for  a 
articular  document  or  all  occur- 
■ences  of  a  phrase  or  word.  It'd 
36  nuts  to  do  it  any  other  way." 


Power  Macintosh;  The  business  Macintosh.  Apple 


©/994  .Affile  Qtnyntln.  Im  All  nj-bls  resen'ed  Apple.  Ibe  Apple  lo^.  Maanlosb  and  QuidHrrw  are  fiRiflimW  Iraderrutris  arul  POiivr  Madtitnsb  and  Ibe  QtitciUme  lo^  are  tnukmarh  o/Af'plf  Compuler.  hic  PtiwerPC  «  a  Irndtmark  of  Inlernational  Busineis  Madmies  Cnrjxmtim.  used  uruler  license  tberefnm 


If  there's  one  lliiiio  lliat  the  world  will 
lever  run  short  ol"  it  s  business  advisers. 

They're  queuing  up  to  offer  their 
icrsonai,  and  ail  very  different,  j)rescriptions 
0  ease  your  l)usiness  ills.  There  is,  however, 
■ne  thing  on  which  they  all  seeni  to  agree. 

The  traditiotial,  lumbering,  top-heavy 
,nd  nnilti-layered  corporations  oi'  today  can- 
lot  survive  in  the  new  chaotic  marketplace. 

And  what  do  they  predict  in  their  place? 
iederations  of  smaller  companies  and  groups 
ree  to  move  (juickly  and  efficiently  in  an  ever 
hanging  marketplace. 

Are  they  right?  Can  a  Federation  really 
vork?  At  Cable  &  Wireless  we  have  to  answer 
m  unequivocal  ''yes"  to  both  questions. 

We've  been  operating  as  a  Federation  for 
ome  time  and  we're  now  the  fifth  largest 
elecommunications  group  in  the  world. 

It's  a  position  we've  attained  l)y  steadily 
|)uilding  up  partnershii)s  with  over  fifty 
individual  groups,  including  o\'er  a  dozen 
Governments,  twenty  local  conijianies  and 
iTiore  than  twenty  five  other  comMuinications 
)perators  worldwide. 


And  when  we  say  "inirtnerships"  we 
mean  it.  If  the  situation  demands  it,  we're 
j)rej)ared  to  accej)l  a  niinority  share. 

After  all,  it  allows  the  40,000  people  who 
work  with  us  to  select  ideas,  ex|)erience, 
eqiii[)ment  and  even  skilled  personnel  from 
a  worldwide  menu. 

Take  the  mobile  network  set  up  recently 
by  our  colleagues  at  MTN  in  South  Africa. 

Because  of  their  partnershi[)  with  Cable 
&  Wireless  they  were  able  to  trawl  the 
Federation  for  systems,  equipment,  advice 
and  even  key  personnel. 

They  took  a  billing  system,  sales  and 
marketing  experience,  and  technical  support 
from  our  jjartners  in  the  l^K  (Mercury)  and 
Bahrain  (liatelco). 

In  fact  they  had  so  much  su|)p()rt  from 
the  Federation  that  they  were  al)le  to  get  the 
network  running  in  a  record  five  months. 

That's  how  the  Federation  has  worked 
for  us.  Over  the  next  few  weeks  we'll  be 
showing  liow  it  could  work  for  you. 

It's  worth  a  read.  After  all.  your  business 
life  might  just  depend  on  it. 


THE  CABLE  &  WIRELESS  federation 

An  alliance  of  the  world's  most  creative  communications  companies. 
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COUNTING  BEANS 


SALOMON'S  CREATIVE  WRITE-OFF  COURSE 


SALOMON  INC. 

blames  a  book- 
keeping screw- 
up  for  helping 
to  produce  its 
record  1994  net 
loss  of  $364  mil- 
lion. But  details 
on  how  that  hap- 
pened are,  well, 
skimpy. 

Sanford  C. 
Bernstein  &  Co. 
analyst  Guy 
Moszkowski,  however,  flesh- 
es out  how  embarrassingly 
lax  Salomon's  financial  con- 
trols have  been.  A  big  boo- 
boo:  Salomon's  London  office 


SALOMON  TRADERS:  PoiDUl  foolisk  '; 


tracked  assets  in  local  cur- 
rencies while  recording  liabil- 
ities in  dollars.  As  the  value 
of  the  greenback  steadily  de- 
clined in  recent  years,  liabil- 


TALK  SHOW  i'l'm  not  sure  Congress  is  the  right  place 
to  organize  the  national  pastime. 5? 

— House  Speaker  Newt  Gingrich  on  whether  Congress  might 
force  ballplayers  and  owners  into  binding  arbitration 


ities  were  reported  in  slowly 
shrinking  dollar  values,  asset 
gains  in  rising  local  cun-en- 
cies.  Both  gains  and  losses 
should  have  been  recorded  in 
local  cuirencies,  Moszkowski 
says.  The  company  says  it 
fixed  the  problem,  and 
Moszkowski  believes  the  sna- 
fu won't  be  repeated. 

Salomon  says  bookkeeping 
errors  produced  a  huge 
charge  that,  on  an  aftertax 
basis,  amounted  to  more 
than  one-third  of  the  1994 
loss.  Trading  setbacks,  which 
hit  the  securities  industry 
across  the  board,  were  the 
other  large  weakness. 

Salomon  says  layoffs  are 
next.  "We  are  reviewing  all 
business  lines  with  the  in- 
tent of  reducing  head  count," 
says  a  spokesman  for  the 
firm.  Elizabeth  Lesly 


l-WAY  PATROL 

WIRING  THE  NET 
FOR  GABFESTS 

INTERNET  PHONE  CALLS  ARE 

the  newest  lane  on  the  Info- 
bahn.  Cheaper  than  regular 
phone  service,  too.  And  this 
is  no  illegal  hacker  invasion 
of  phone-company  circuits. 
VocalTec  in  Northvale,  N.J., 
plans  to  storm  the  net  on 
Feb.  13  with  a  $49  piece  of 
software  that  lets  rc  owners 
chat  over  a  microphone  with 
others  who  are  similarly 
ec}uipped.  The  only  charge  is 
the  ordinary  Internet  access 
fee,  around  $15  a  month, 
with  no  limit  on  the  num- 
ber or  length  of  calls. 

VocalTec's  Isr-ael-based 
engineers  stand  a  good 
chance  of  setting  key 
technical  standards  for 
what  experts  believe  will 
be  an  explosion  of  Inter- 
net voice  service  over 
the  next  few  years. 

Don't  rush  to  sell  your 
.\T&T  stock  just  yet.  Vocal- 
Chat  works  and  sounds  more 
like  citizens  band  radio.  Only 
0!]'  person  can  speak  at  a 
*:irTk-,  and  you  can't  chat  with 


people  outside  the  Internet 
itself.  Moreover,  you  get  an 
annoying  delay  of  a  second  or 
two  on  each  side  of  a  Vocal- 
Chat   conversation.  Sound 


quality  is  rough,  yet  quite 
acceptable. 

The  market  for  this?  Spe- 
cialty niches  where  a  true 
phone  call  would  be  costly 
and  a  low-quality  connection 
is  just  fine:  People  playing 
games,  parents  talking  to 
children  at  college,  maybe  en- 
gineers collaborating.  Inter- 
national callers  could  save  big 
money,  too.    Johii  W.  Verity 


THE  LIST  SUPPORTING  THE  AGED 


When  the  Baby  Boomers  hit 
the  retirement  rolls,  every- 
body knows  that  fewer  work- 
mg  folks  will  be  around  to 
support  them 
than  there  are 
now.  The  situa- 
tion, though,  is 
far  worse  in  oth- 
er mdustrialized 
nations.  In 
America,  the  la- 
bor-force popu- 
lation at  least 
will  grow;  in  oth- 
er major  na- 
tions,  it  will 
shrink.  By  2040  m  the 
U.S.,  that  translates  to  3 
workers  for  every  retiree 


(down  from  5  to  1  now).  In 
Germany  in  2040,  that's  2 
workers  per  retiree  (down 
from  4.5  to  1  today). 
Birthrates  have  been  fallmg 
all  over  the  developed  world, 
but  in  America  the  lower 
birthrate  is  offset  in  part  by 
higher  levels  of  immigration. 

LABOR  FORCE 
GROWTH  BY  2040* 


Ctifcisii.*  

PENSION 
PAYERS 


1.  U.S. 

18% 

2.  BRITAIN 

-5 

3.  JAPAN 

-19 

4.  ITALY 

-22 

5.  GERMANY 

-41 

'Cumulative  projected 

growth  of 

population,  age  15-64 

DATA:  U  N. 

BUDGET  FUSSING 

TEETERING  SUPPOIT 
FOR  AN  AMENDMEIff 

THE      BALANCED      BUI  tl 

amendment,  a  key  piec  k 
the  GOP  agenda,  seems  le 
to  death  in  the  Senate  ^ 
spite  large  public  sup  k'. 
and  speedy  House  appr 
One  backer.  Senator  Ji 
Exon  (D-Neb.),  admits 
Constitutional  amendme 
two  to  three  votes  sho: 
the  67  needed  to  0. 
and  momentum  is  wit' 
opponents. 

Senate  nose  counters 
that  to 
when  the 
comes  u 
late  Feb: 
the  ami 
ment  n(| 
two  Dq 
crats  wl| 
onetime 
port 

faded:  J 
and  Bj 
Bre; 


BREAUX: 

Off  the  bus 


Breaux  (D-La. 
Dorgan  (D-N.D.). 
spooked  by  a  recent  Treai 
study  saying  budget 
would  devastate  his  h 
state,  now  calls  the  am( 
ment  "fraudulent"  and 
he  "may  quite  well"  opj 
it.  Senate  Republicans, 
hold  53  of  the  chamber's 
seats,  ai'e  unlikely  to  {Dersi 
maverick  Apjjropriations  C 
mittee  Chaimian  Mark  I 
field  (R-Ore.),  the  lone 
holdout. 

The  amendment  could 
be  salvaged  by  a  compronr 
Senate  Majority  Leader 
Dole  (R-Kan.)  could  win  o 
more  Democrats  by  exen 
ing  Social  Security  from 
cuts.  And  there's  a  long-s 
plan  to  inspire  grass-rc 
pj-essui-e  on  undecided  Dei 
cratic  senators  who  vo 
against  the  amendment  1 
year  and  are  up  for  ree 
tion  in  1996.  Among  the  1 
gets:  Joseph  Biden  of  D( 
ware.  Max  Baucus 
Montana,  and  Tom  Harkir 
Iowa.     Richard  S.  Dunh 
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Templeton  Growth  Fund 


Invest  wi  th  a 
long-term  perspective 


At  Templeton,  we  believe  a  long-range 
investment  strategy  may  be  the  best  way  to 
take  advantage  of  market  advances  and  mini- 
mize the  effects  of  market  declines.  The 
Templeton  Growth  Fund  is  designed  with 
that  consideration  in  mind.  The  fund  seeks 
long-term  capital  growth  to  help  you  reach 
your  financial  goals. ^ 

The  managers  of  the  Templeton  Growth 
Fund  have  applied  this  strategy  in  a  world- 
wide search  for  securities  that  they  believe  to 
be  priced  unusually  low  in  relation  to  their 
true  value. 

Mail  in  the  postage-paid  card  or  call 
Templeton  today  for  a  free  brochure. 


Foreign  investing  involves  special  risks  including  currency  fluctuations  and 
political  uncertainty. 

fAn  investment  in  the  fund  does  not  guarantee  that  your  financial  goals  will  he  met. 
Principal  Underwriter:  Franklin  Templeton  Distributors,  Inc. 


Call  1-800- 
342-FUND 
Ext.  T203 


Templeton  Worldwide 

700  Central  Avenue 
St.  Petersburg,  FL  33701-3628 

i^fi-i.'^  I  would  like  a  free  prospectus 
containing  tnore  complete  information  on 
the  Templeton  Growth  Fund,  including  sales 
charges  and  expenses.  I  will  read  it  carefully 
before  I  invest  or  send  money. 

n  /  am  currently  a  Templeton  shareholder. 

Name 

Address 


ity 


Statc/Zip 


Daytime  Phi 


T2U5 


Ibmpleton 

■■-WORLDWIDE 


A  Member  of  the  $114  Billion  Franklin  Templeton  Group 


Up  Front 


1 


CAPITAL  OFFENSES 

A  FEE  FOR  LENDING 
UNCLE  SAM  MONEY? 

THE    DAYS    OF  PURCHASING 

Treasury  securities  directly 
from  the  goveiTiment  for  free 
may  be  numbered.  In  May, 
the  feds  will  assess  a  $25  fee 
on  all  Ti'easury  Direct  ac- 
counts of  $100,000  or  more. 
Sure,  $25  is  a  pittance  for 


FEDERAL  PAPER:  An  lOU  with  attitude 


someone  able  to  spring  for  a 
hundred  gi^and's  worth  of  T- 
bills.  But  some  bond  experts 
think  fees  will  next  be  im- 
posed on  the  common  folk 
who  hold  far"  smaller  amounts 
for  their  accounts,  where  the 
Treasuiy  keeps  their  paper, 
as  a  brokerage  does. 

The  Tr'easuiy  Direct  pro- 
gi'am,  in  operation  since  1986, 


IS 


enables  people  to  bypass  bro- 
ker's, who  charge  commissions 
of  $50  01'  more  per  transac- 
tion. The  $25  Treasury  Dii-ect 
maintenance  fee  is  a  bid  to 
r-ecoup  some  of  the  pr-ogr-am's 
$25  million  annual  cost,  al- 
though the  $2.5  million  expect- 
ed in  its  fir'st  year  isn't  much. 

To  fixed-income  sages  such 
as  Jay  Chitnis,  a  bond  dealer 
with  Stoever  Glass  in  New 
Yoi-k,  the  fee  on  heavyweight 
investor's  could 
be  "a  revenue- 
raising  trial 
balloon."  John 
Markese,  pres- 
ident of  the 
American  As- 
sociation of  In- 
dividual  Inves- 
tors, expects  that  fees  on 
$10,000  accounts  may  not  be 
far  off.  Then,  people  may 
simply  go  to  broker's,  he  says. 

Meanwhile,  the  U.S.  Bu- 
reau of  the  Public  Debt 
swears  that  there  are  no 
plans  afoot  to  exlend  the  fees. 
Still,  concedes  spokesman  Pe- 
ter Hollenbach,  "anything's 
possible."  Amey  Stofie 


SLUGFESTS 


CORPORATE  CREDOS:  VOWS  THAT  AREN'T 


MAYBE    CORPORATE  CREDOS 

don't  mean  much  after  all — le- 
gally anyway.  A  U.S.  District 
Com!  judge  just  ruled  against 
a  for'mer'  employee  who  said 
Johnson  &  Johnson  violated 
its  corporate  mission  state- 
ment by  firing  him  in  1989. 
In  his  wi'ongful  tei'mination 
suit,  fonner  r&d  execu- 
tive Daniel  Tr'ipodi 
pointed  to  a  line  in  the 
er-edo  that  says  work- 
er's "must  have  a  sense 
of  security"  (Up  Front, 
Nov.  21).  And  that,  ar-- 
gued  Tr-ipodi,  is  a  bind- 
ing contr-act.  The  51 -year-old 
credo  lays  out  the  company's 
responsibilities  to  customers, 
employees,  and  other's. 

In  December,  a  jury  sided 
with  Tripodi  and  awarded 
him  $434,000.  But  Judge 
Dickinson    Debevoise  set 


aside  the  ver'dict.  He  said 
the  credo  lists  "general  poli- 
cies or'  goals"  and  is  "aspi- 
rational  r'ather  than  contr'ac- 
tual."  Tr'ipodi's  lawyer  is 
planning  to  appeal,  although 
the  odds  of  gaining  a  rever- 
sal are  slim.    Joseph  Weber 


DRAWN  &  QUARTERED 


PAPER  PLAYS 

ALOW  GRADE  FOR 
THIS  BOND  GRADER 

YOU  JUST  don't  understand. 

That's  what  companies  some- 
times say  to  the  people  who 
rate  their  bonds.  But  the 
folks  at  the  National  Associa- 
tion of  Insurance  Commis- 
sioners, who  rate  pr'ivate- 
placement  debt, 
are  really  under 
fir'e.  This  debt  is 
purchased,  usu- 
ally by  an  insur'- 
er,  dir'ectly  fr'om 
the  issuer  rath- 
er than  in  the 
open  mar'ket. 

The  snag  is 
that  the  naic — 
unlike  big-time 
debt  r'aters  such 
as  Moody's — hasn't  been  us- 
ing industry  specialists  for'  its 
r'atings  (which  run  ft'om 
NAIC-1  at  the  top,  down  to 
NAIC-6).  The  naic  method: 
Ratings  analysts  divvy  up  the 


NEW  ISSUES  OF  NONCONVERTIBLE 
DEBT  VIA  PRIVATE  PLACEMENT 

160- 


120- 


f ULL  YEAR 
6  MONTHS 


»  '91  '92  '93  '94 
▲  BILLIONS  OF  DOLLARS 

DATA  SECURITIES  DATA  CO 


companies  alphabetic: 
rather  than  by  industry. 

So  HCi  USA  Distribu 
squawked  that  the  ana 
handling  companies  be 
ning  with  the  letter  "H" 
made  a  bad  call  when  it 
a  NAIC-3  rating  for  its 
million  private  placemen' 
lot  is  at  stake:  The  hig 
the  rating,  the  lower 
company's  interest  tab. 

the  U. S.  sub 
iary  of  Holl 
Chemical,  k 
got  upgr'ade( 
NAIC-2. 

The  naic 
it  is  remedy 
this  by  mov 
to  an  indust 
based  systei 
and  doubling 
size  of  its  rat 
staff,  to  23.  S 
spokesman  Ed  Bar-ks:  "1 
is  an  evolutionar-y  proce 
The  staff  may  get  a  breat 
The  spiraling  pr'ivate-pl 
ment  volume  is  off  lat 
thanks  to  higher  rates. 


THE  BIG  PICTURE 


MORE  FOR  YOUR  MONEY  ON  WALL  STREET 

Stocks  are  a  better  value  these  days,  as 
nreasured  by  their  price-earnings  ratio- 
stock  prices  divided  by  earnings  over  the 
past  year.  In  1994,  prices  wobbled  around 
but  ended  about  where  they  started. 
Meanwhile,  partly  because  of  corporate 
belt-tightening,  profits  zoomed. 

DATA  STANDARD  &  POOR'S  CORP 


iOTES     The  average  cost  increase  for  a  medical  plan  in  1991:  14%.  In  1994:  2% 
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ne  play  can  mean  the  difference  between  winning  and  losing.  One  fax  can  mean  the  difference  between  the 
right  play  and  the  wrong  one.  Perched  high  in  a  press  box  at  Soldier  Field  with  a  bird's  eye  view  of  the  opposing 
defense,  Chicago  Bears  offensive  coordinators  diagram  plays  and  send  them  down  to  the  sideline.  They 
send  them  down  to  a  Muratec  plain-paper  fax  with  superfine  resolution  and  image  smoothing.  After  all, 
a  picture  can  be  worth  more  than  a  thousand  words.  Six  points  to  be  exact.  Muratec.  I  -800-543-4636 


iflurarec 

For  the  real  world. 


It 


What  IF  finance  cuts  your  furniture  budget? 


Buying  new  office  fumitvire  on  a  downsized 
budget  can  leave  you  with  the  uncomfortable  feeling 
that  something's,  well... missing. 

Like  real  quality  Durability.  Simplicity  And 
the  extra  conveniences  that  make  people  more  pro- 
ductive. These  days,  who  can  afford  them? 

Actually,  almost  anyone  can. 

Because  Haworth's  new  PREMISE™  office 
ftimiture  gives  you  the  extras  built  in.  Without  the 
expense  added  on. 

You  can  see  PREMISE  quahty  in  the  details. 
Like  flush-fitting  work  surfaces,  precisely  aUgned 
drawers  and  interlocking  panel  trim. 


PREMISE  cxeculive 
work  ilarioti 


PREMISE  includes  both  systems  and  free- 
standing fiimiture,  so  it  adapts  easily  to  changing 
needs  for  open  plan  and  private  offices.  Anywhere 
you  want  to  ait  costs  without  cutting  comers. 

 <>  

Are  you  getting  the  most  from  your  furniture 
budget?  Our  new  brochure,  "Maximizing  Your  Office 
Furniture  Investment,"  tells  you  how.  For  your  compli- 
mentary copy,  call  us  at  1-800-344-2600. 


H/AWORTH 

FURNITURE  THAT  WORKS.  "   <  > . 


You  could  pay 
3  times  as  much 
for  a  business-class 
teleconferencer. . . 


$14099 

^  y  #43-2 


.but  why-'  Add  this  iLill-dLipk'x 
speaker  to  your  telephone  to 
et  both  parties  speak,  witliout 
rutting  each  other  off.  Digital 
Signal  Processing  (found 
in  products  at  three  times 
the  price)  cuts  annoying 
"echo"  common  to  other 
amplifiers.  To  order,  or 
for  the  location  of  a  store 
near  you,  call: 


1-800-THE-SHACK'" 

Radio  /haek 

You've  got  tiLie.siions.  We've  got  an-swers."" 


Prices  apply  al  panicipaiing  Radto  Shack  stores  and  dealers  Hems  not  available  al  ■ 
lised  pnce  A  participalmg  slore  will  otler  a  compafable  value  il  the  product  is  sold  o 
in  Ihis  ad  or  stock  of  special-ofder  every  ilem  advertised  Coptes  ol  applicable  w^rr,^ 
Cusiomer  Relations,  1400  One  Tandy  Center,  Fori  Worth.  TX  76102 


Looking  For  more 
FiDin  A  Money  Market  Fund? 

Cfiec/e  out  Kemper 


I   I  \ic\d  potential.  Only  Kemper  consistently  ranked  in  the  top  15%  ot  all  general 
money  lunds-  18  of  the  20  years  since  our  inception.* 

I   I  A  high  degree    No  speculative  high  risk  denvnlives;  Kemper  puts  safety 


of  security. 
I   I  Convenience. 


□  Tel/ 


me  more. 


Ixiore  yield 

Kemper  offers  free  checking;  direct  deposit;  an  800#  for 
yield  and  balance,  and  more. 

Call  a  friendly  Kemper  Money  Fund  Specialist  and  check 
it  out.  Ask  for  a  prospectus  containing  more  complete  in- 
formation including  management  fees  and  expenses.  Read 
it  carefully  before  \'ou  in\'est  or  send  money 

QU  l-gOO-537-6001,  Ext.  58  Today  For  Your 
jrce  Kemper  Money  Market  Fact  Kit. 


KemPER 


muTuai  Funns  Were  Building  Tomorrows  Today ' 


The  Fund  is  neither  insured  nor  guaranleed  hy  the  U.S.  Government.  There's  no  assurance  that  the  Fund  can 
maintain  a  SI.OO  share  value.  Yields  will  fluctuate. 

Ktmper  Money  Market  Peinlolio  ranking  is  based  on  annual  total  returns  with  dividends  reinvested  for  calendar  years 
1975- 1 9^4  Number  of  funds  ranged  Irom  10  to  247  Source  Lipper  Analytical  Services,  inc.  Past  performance  does 
not  represent  future  results  ff)  MOt  Kemper  fiistnbutors  Inc  233113 
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FIND  THE  LICHT  AT  THE  END  OF  THE  TUNNEL.  Vw  AIG  Companies  serve  om 

the  world's  most  successful  gold  minirKj  compcuues  with  excess  casualty  cmd  directors  ojid  officers  insurance.  But  when  management  Si 
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•1 


Ill  ounce  gold  hedging  JacUitg.  And  a  series  of fixed-Jorjloating-rate  fuel  transactions  known  as  financiallg  settled  swaps, 
arranged  by  our  AIG  Trading  Group  Inc.  So  the  company  was  able  to  lock  in  reasonable  costs  and  healthy  profits  for  a  good  long 
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HOW  TO  CUT 

THE  HIGH  COST  OF  TAXES  

In  "Simplifying  taxes  would  save  a 
bundle"  (Editorials,  Jan.  30),  you  ig- 
nored the  issue  of  state  taxes.  The  fed- 
eral tax  foiTO  is  difficult  but  doable  by 
the  average  citizen.  Many  people  have 
to  fill  out  multiple  convoluted  state  tax 
forms  with  radically  different  sets  of 
rules  and  intricacies. 

The  solution  would  be  to  have  the 
federal  goveniment  collect  all  taxes  and 
redistribute  the  money  to  the  states 
and  cities.  The  only  outstanding  issue 
would  be  finding  jobs  for  all  the  ex- 
state  tax  workers  and  accountants. 

David  Weil 
Bergenfteld,  N.J. 

Your  editorial  is  right  on  the  mark. 
The  estimated  $75  billion  cost  of  tax 
comjjliance  is  unproductive  waste  which 
could  be  better  applied  in  more  produc- 
tive endeavors. 

James  I.  Morgan 
Midland,  Mich. 

GIVE  THE  HOME  LOAN  BANKS 
SOME  CREDIT  

Your  article  "Riskier  and  riskier  at 
the  home  loan  banks"  (Finance,  Jan.  30) 
incorrectly  characterized  the  Federal 
Home  Loan  Bank  System.  The  tiuth  is. 
Standard  &  Poor's  gives  the  banks  a 
AAA  rating,  its  highest.  Why?  Because 
of  our  high  level  of  capitalization,  low 
interest-rate  risk,  negligible  credit  risk, 
strong  liquidity,  and  sound  management. 

We  are  proud  of  our  contribution  to 
affordable  housing  in  communities  across 
America,  and  we  look  fomard  to  serv- 
ing our  important  mission  in  the  years 
to  come. 

Michael  A.  Jessee 
President  and  Chief  Executive 
Federal  Home  Loan  Bank  of  Boston 

A  CALL  FOR  TOUGH  LOVE 

IN  MEXICO  

I  have  read  sevei-al  articles  on  Mexi- 
co and  the  measures  that  the  U.  S.  and 
several  countries  are  going  to  take  to 


CORRECTIONS  &  CURIFICATIONS 

"Making  your  long-distance  dollar  go  the 
distance"  (Personal  Business,  Jan.  30)  stat- 
ed that  consumers  subscribing  to  mci's 
Friends  &  Family  program  get  a  30%  dis-' 
count  when  they  make  $75  or  more  a  month 
in  long-distance  calls.  In  fact,  the  30%  dis- 
count kicks  in  at  the  $50  level. 

In  the  Mutual  Fund  Scoreboard  for  bond 
funds  (Feb.  13),  the  boxes  were  inadvertent- 
ly omitted  from  the  explanation  for  "Trend" 
on  page  97.  ■  for  the  top  quartile;  H  for  the 
second  quartile;  H  for  the  third  quartile; 
and  □  for  the  bottom  quartile. 
Also,  in  "Bond  funds:  Nowhere  to  go  but 
up?"  (Feb.  13),  the  sales  charge  on  the  fpa 
New  Income  Fund  should  have  been  4.5%, 

"B-schools:  Don't  overlook  these  up-and- 
comers"  (Personal  Business,  Feb.  13)  incor- 
rectly stated  estimates  of  the  Graduate 
Management  Admission  Test  Scores  for 
Pennsylvania  State  University's  Smeal  Col- 
lege of  Business  Administration  and  South- 
ern Methodist  University's  Edwin  L.  Cox 
School  of  Business,  business  week  estimates 
that  Penn  State's  average  gmat  score  is  580 
and  SMu's  is  600. 

"Fidelity's  new  contract  with  America" 
(News:  Analysis  &  Commentary,  Feb.  13) 
should  not  have  said  that  Fidelity  Invest- 
ments' shift  in  investment  strategy  was 
preceded  by  Thomas  J.  Steffanci's  "ouster." 
As  the  story  said,  Steffanci  resigned  from 
his  post. 


help  Mexico  ("Washington  to  the  res- 
cue. Now,  about  the  price ..."  Interna- 
tional Business,  Jan.  30).  My  response  is: 
Do  not  lend  any  more  money  to  this 
damned  countiy. 

The  only  people  who  benefit  are  the 
politicians  like  Salinas,  who  privatized 
several  vei-y  important  state  companies 
and  became  one  of  the  richest  men  in 
the  world.  He  Ued  to  all  of  us  citizens  of 
Mexico,  saying  that  everything  was 
0.  K.  ' 

Yes,  everything  was  0.  K.  for  him. 
However;  he  led  the  country  to  become 
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nearly  bankrupt  and  transformed  r] 
than  half  of  the  population  into  st 
vendors. 

Paolo  Sagh 
Cuemavaca,  Meic 

BIG  LONG-DISTANCE  DISCOUNT! 
TAKE  THE  RIGHT  CONNECTIONS 

Your  article  "Making  your  longfi^ 
tance  dollar  go  the  distance"  (Pers 
Business,  Jan.  30)  was  accurate 
limited  extent. 

You  failed  to  mention  where  the 
savings  can  be  achieved.  Long-dist; 
resellers  utilize  their  volume  pure 
ing  to  offer  significant  discounts  ■« 
compared  to  dealing  direct  with  the 
joi-  carriers.  Savings  of  30%  to  50% 
not  uncommon. 

James  A.  W 
M 

REVIEWING 
PILGRIM'S  PROGRESS 


We  take  strong  exception  to  I 
Schine's  characterization  of  the  per 
mance  of  oui"  funds  in  1994,  as  repoi 
in  "Is  Pilgrim  making  any  progrei 
(Finance,  Jan.  30). 

Despite  a  very  difficult  stock  mai 
and  the  worst  bond  market  in  re( 
history.  Pilgrim's  funds  outperforr 
the  25  largest  stock  funds  and  are  i 
up  15  of  the  past  16  years.  Pilg 
High- Yield  Tmst  was  ranked  18th  ou 
93  high-yield  funds  by  Lipper  Analytfi 
Services  Corp.  | 

Pilgrim  Prime  Rate  Trust,  our  cloil 
end  fund  that  invests  in  senior,  collal 
alized  floating-rate  bank  loans,  i| 
ranked  No.  1  in  its  categoiy  by  Lip| 
for  the  one-  and  five-year  periods  enc 
Dec.  31,  1994. 

Wliile  it  is  true  that  our  adjustal  j 
rate  mortgage  (arm)  funds,  like  m, 
other  ARM  funds,  had  poor  performa 
in  1994,  it  is  also  true  that  our  / 
funds  were  the  top  performers  fil 
1991  to  1993.  i 
Jeffrey  S.  uk 
Vice-President  for  Marketf 
Pilgi'im  Grq 
Los  Ang(|4 
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jnting  the  Century 

NJeil  Baldwin 
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DISON:  WHAT  MADE 
HE  LIGHTBULBS  GO  ON? 


rhomas  Alva  Edison  was  wrong — 
egi'egiously  and  lastingly  wTong — 
so  often  that  it  seems  as  though 
;ged  adherence  to  eiTor  was  an  un- 
idable  byproduct  of  his  way  of  think- 
,  He  was  wrong  about  electricity,  in- 
ing  on  transmitting  by  dii"ect  cuiTent 
y  after  George  Westinghouse's  alter- 
ing-cuiTent  networks  had  carried  the 
■.  He  was  wrong  about  the  phono- 
ph,  favoring  his  original  cylinder  re- 
dings  over  platters. 
s}ient  a  dusty  decade 
a  quixotic  cinsade  to 
•ait  ii"on  from  cioished 
with  magnets.  Late 
!iie,  he  refused  to 
it-  radios,  calling  them 
ad"  and  a  "craze." 
Ntil  Baldwin's  excel- 
.  biography,  Edison: 
enting  the  Century, 
ves  deeply  into  the 
ught  processes  of  this 
sperating  genius, 
wing  how  the  stub- 
nness  that  led  to  his 
takes  also  contribut- 
to  his  epic  successes.  Although  Edi- 
's  inventions  ranged  from  infrai'ed 
"onomy  to  making  iTibber  fi'om  gold- 
od,  he  was  no  dabbler:  His  favorite 
;hod  for  solving  a  problem  was  to 
everytliing.  In  the  search  for  a  light- 
)  filament,  for  instance,  he  and  one  of 
lieutenants,  Charles  Batchelor,  me- 
dically tested  dozens  of  carbonized 
erials,  including  celluloid,  cedar,  coco- 
hair,  fish  line,  and,  finally,  cotton 
3ad. 

dthough  he  had  only  a  gTade-school 
cation,  Edison  was  endlessly  sure  of 
self.  This  confidence  enabled  him  to 
e  fledgling  notions  or  prototypes 
— aided  by  a  series  of  well-chosen 
stants — turn  them  into  fully  func- 
ing  products  and  systems.  The  light- 
X  The  cai'bon-button  transmitter  that 
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improved  Alexander  Graham  Bell's  tele- 
phone. The  phonogi'aph.  The  motion  pic- 
ture. Even  a  better  kiln  for  making- 
Portland  ceinent — not  glamorous,  but 
one  of  Edison's  most  profitably  sustained 
inventions. 

Baldwin  is  too  nuanced  a  writer  to 
attribute  all  of  Edison's  achievements 
to  his  thick  stubborn  streak.  As  he 
shows,  Edison  had  a  restless  mind  that 
tended  to  cast  all  experience  into  the 
framework  of  problems 
in  need  of  solving.  He 
couldn't  watch  the  waves 
during  a  sea  voyage 
without  wondering  how 
to  harness  their  energy. 
And  he  was  able  to  per- 
ceive fresh  connections — 
as  when  he  figured  out 
that  the  gear  from  his 
failed  iron  ore  sepai-ation 
project  could  be  applied 
to  his  work  in  cement. 
Writes  Baldwin:  "Edi- 
son's ideas  never  seemed 
to  die,  but  coexisted  in 
tandem  for  decades, 
transmuting,  growing,  held  in  abeyance 
until  the  right  moment  for  exploitation 
when  a  synapse  fired  and  they  became 
manifest." 

Certainly  he  was  no  1990s-style  CEO. 
He  never  evinced  much  interest  in  pi-of- 
it.  Although  rich,  he  railed  against 
wealth  and  declared  that  "interest  is  an 
invention  of  Satan."  He  disdained  coi-po- 
rate  life:  After  being  named  a  directoi' 
of  General  Electric  Co.  at  the  inaugural 
board  meeting  in  1892,  he  never  attend- 
ed another  meeting.  What's  more,  he 
was  given  to  public  musings  about  the 
supernatural.  It's  hard  to  imagine  ge's 
Jack  Welch  speculating  about  human  in- 
telligence becoming  affixed  to  things  in 
nature,  such  as  ti-ees. 

For  all  that,  Edison  was  a  poweiful 
force  for  modernization.  What  set  him 


apart  from  his  inventive  peers  was  his 
lifelong  interest  in  building  systems,  not 
just  devices.  Electric  lighting  is  the  clas- 
sic example.  Not  content  with  making  a 
bulb,  Edison  built  an  entire  infrastrnac- 
ture.  Edison  Electric  Light  Co.,  a  prede- 
cessor of  GE,  manufactui'ed  and  installed 
everything  required  to  illuminate  the 
night — from  the  bulbs  to  the  huge  coal- 
fired  generators  known  as  dynamos. 

Baldwin  describes  this  organic  think- 
ing as  "refreshingly  modern."  It's  no 
sm-prise  that  Hera-y  Ford,  the  perfecter 
of  the  assembly  line,  was  Edison's  camp- 
ing paitner  and  gi'eatest  admirei'.  Bald- 
win, who  has  wiitten  biographies  of  the 
artist  Man  Ray  and  the  poet  William 
Carlos  Williams,  is  especially  strong  in 
situating  Edison  in  the  intellectual  con- 
text of  his  times.  Henry  Adams,  he 
says,  was  thinking  of  masterful  men 
such  as  Edison  and  Ford  when  he  wrote 
that  "the  new  American . . .  must  be  a 
soil  of  God  compared  with  any  former 
creation  of  nature." 

Of  course,  the  "Napoleon  of  Inven- 
tion," as  the  press  dubbed  him,  also  had 
a  private  life.  And  Edison  the  man  was 
as  maddening  as  Edison  the  inventor 
He  worked  so  late — frequently  around 
the  clock — that  his  thi-ee  eldest  childi-en 
wound  up  starved  for  love.  Widowed  at 
37,  he  later  married  a  beautiful  heiress 
and  had  three  more  children.  But  he 
continued  his  workahoHc  ways,  jotting 
notes  to  his  wife  fi'om  a  northern  New 
Jersey  ir'on  mine,  complaining  about  the 
malfunctioning  ore  elevator  and  whee- 
dling: "I  do  not  see  why  you  can't  stay 
for  a  week  at  a  time." 

Edison  never  eased  up  because  he 
was  convinced  it  was  work,  not  braini- 
ness,  that  bi'ought  him  success — hence 
his  famous  assertion  that  "genius  is  1% 
inspiration,  99%  perspiration."  The  sin- 
gle most  important  quality  for  an  exec- 
utive, he  contended,  was  "a  fine  memo- 
ry." To  Edison,  Baldwin  wiites,  memory 
"was  the  cornerstone  for  the  ability  to 
make  a  quick,  coirect  decision,  marshal- 
ing all  the  facts  at  one's  disposal." 

In  an  era  when  how-to  titles  on  man- 
agement and  creativity  seem  to  flood 
into  bookstores,  readers  in  search  of  in- 
spiration could  do  woi'se  than  to  read 
this  richly  detailed  biography  of  the 
gi'eatest  inventor  in  American  history. 

BY  PETER  COY 

Coy  covers  technology  for  BUSINESS 

WEEK. 


THE  GREAT  INVENTOR'S  FAVORITE  METHOD  FOR 
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On  average,  a  UPS  package 
is  delivered  somewhere  in 
the  world  every  .  008  seconds. 


s 


oes  it  take 

to  a  world  that 

tand  still? 


Welcome  to  the  Information  Age.  Computers  are  perched 
on  every  desk.  Business  is  global.  And  offices  are  virtual. 
The  work-a-day  world  has  reinvented  itself.  And  we,  at 
UPS,  have  reinvented  ourselves  along  with  it.  So  now 
we  do  more  than  deliver  packages.  We  do  things  others 
can't.  From  bar  coding  your  inventory  to  warehousing  it. 
From  delivering  packages  to  200  countries  to  tracking 
them  around  the  world.  From  getting  your  package 
there  by  ground  or  by  air  or  by  8:30*  the  next  morning, 
if  that's  what  you  need.  The  truth  is,  as  long  as  the 
business  world  keeps  moving  at  a  mind-numbing  speed, 
so  will  UPS.  Because  in  this  world,  there  are  no  penalties 
for  going  too  fast.  Just  for  going  too  slow. 

MOVING  at  the  SPEED  of  BUSINESS: 


Technology  &  You 
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PLUG-AND-PLAY 
IS  ONLY  $50  AWAY 


I have  a  lot  of  experience 
adding  accessories  to  PCs, 
and  I've  gotten  pretty 
good  at  it.  Still,  I  approach 
each  job  with  trepidation. 
The  physical  chore  of  instal- 
lation is  pretty  simple — a 
couple  of  screws,  a  cable  or 
two.  But  getting  everything 
to  work  together  is  another 
story.  Depressingly,  this 
problem  could  be  greatly 
eased  at  a  cost  of  about  $50 
per  computer,  but  the  eco- 
nomics of  corporate  PC'  pur- 
chases get  in  the  way. 

A    couple  of 
weeks  ago,  I 
discussed  the 
incompatibilities 
between  multime- 
dia applications 
and  video  systems 
that  drive  home-PC 
owners  nuts  (BW- 
Feb.  6).  In  the  of- 
fice, the  culprit 
is  more  likely 
the  demands  put 
on  your  Windows  oi 
DOS  computer  by  a  local-area 
network. 

TRIAL  AND  ERROR.  A  case  in 
point  was  my  recent  test  of 
an  Okidata  Doc- It  combina- 
tion laser  printer-fax-scanner. 
When  I  set  it  up,  I  discov- 
ered that  I  could  either  use 
the  Doc-It  or  log  on  to  our 
network.  It  took  a  couple  of 
hours  of  trial-and-error  frus- 
tration before  I  could  do 
both.  This  is  a  shame.  The 
$1,500  Doc-It  is  a  capable 
machine  that  would  be  an  as- 
set to  many  business  users, 
but  they  may  find  it  just  too 
hard  to  install. 

The  nastiest  configuration 
problems,  like  those  beset- 
ting the  Doc-It,  involve  net- 
works and  a  type  of  inter- 
face called  small  computer 


system  interface  (scsi)  (pro- 
nounced "scuzzy")  that's  used 
with  CD-ROM  drives,  scanners, 
and  other  devices  requiring 
high-speed  communications. 
The  problem  is  a  legacy  of 
PC  design,  which  has  re- 
mained basically  unchanged 
since  IBM  introduced  the  PC 
AT  in  1984.  All  add-on  devices 
demand  computer  resourc- 
es— these  are  the  tilings  that 
show  up  as  "iRQs"  and  "i/o 
addresses"  in  configuration 


menus — from  a  very  limited 
pool.  Two  devices  wanting 
the  same  resource  behave 
like  two  3-year-olds  wanting 
the  same  toy. 

Network  and  SCSI  interfac- 
es can  sort  out  conflicting  de- 
mands— as  they  do  on  the 
Macintosh.  Connect  an 
Ethernet  cable,  and  your 
Mac  is  on  the  network.  Plug 
in  a  scanner  or  a  new  disk 
drive,  and  you're  ready  to 
roll.  In  fact,  you  can  hang  up 
to  seven  devices  on  a  single, 
built-in  SCSI  interface. 

Don't  hold  your  breath 
waiting  for  personal-comput- 
er makers  to  emulate  Apple 
Computer  Inc.  Built-in  net- 
working and  SCSI  connections 
are  found  on  some  high-end 
PCS,  especially  those  intended 


for  use  as  network  file  serv- 
ers. Hewlett-Packard  Co.'s 
NetServer  is  an  example. 
But  it's  a  different  story  on 
most  machines  destined  for 
the  business  desktop. 

It  turns  out  that  it  would 
add  no  more  than  about  $25 
to  the  retail  price  of  a  ma- 
chine to  add  SCSI  and  another 
$25  to  build  in  networking 
on  your  personal  computer. 
But  computer  makers  say 
even  such  a  minuscule  pre- 
mium would  leave  them  at  a 
competitive  disadvantage  in 
the  marketplace.  "With  a  lot 
of  corporate  customers,  it's 
not  unusual  for  $25  to  be  the 
deciding  factor,"  says  Andrew 
Watson,  Compaq  Computer 
Corp.'s  director  of  marketing 
for  desktop  products. 
MYOPIC  MISTAKE.  This  is 
shortsighted  for  big  corpora- 
^^^^^  tions,  which 
Jj^^K  probably  spend 
-Stj^^L  many  times  that 
$50  solving  prob- 
lems  for  users,  and 
-■'  tough    on  smaller 

businesses  that  lack 
in-house  support. 

Some  help  may  be 
on  the  way.  Watson 
expects  at  least  built- 
in  networking  to 
become  wide- 
spread in  the 
next  year  or  so, 
mainly  because  it's 
now  cheaper  for  a  buyer  to 
get  an  interface  built  in  rath- 
er than  add  on  a  networking 
card.  But  unless  standard 
SCSI  support  is  added,  too, 
the  straggle  will  continue. 

A  bigger  assist  would 
come  if  Microsoft's  oft-de- 
layed Windows  95,  now 
scheduled  to  hit  the  market 
in  August,  lives  up  to  its 
promise  of  plug-and-play  in- 
stallation of  accessories.  But 
so  far,  full  plug-and-play  com- 
patibility has  proven  elusive. 

This  is  one  personal-com- 
puter problem  that  buyers, 
at  least  the  big  corporate 
ones,  have  the  power  to 
solve.  Manufacturers  will 
give  customers  what  they 
want.  But  first,  those  cus- 
tomers have  to  ask. 


BULLETIN  BOAR 


MULTIMEDIA 
THE  BILL  GATES  COLLECTIOI 

When  not  busy  running  Mici 
soft,  CEO  Bill  Gates  has  bee  | 
snapping  up  electronic-dis^ 
bution  rights  to  much  of  th'^ 
world's  great  art.  Now  you 
see  why.  Corbis  Publishing 
the  privately  held  companyij 
Gates  set  up  to  handle  his 


rights,  has  come  up  with  It 
first  consumer  product.  It's 
stunner.  I\  Passion  for  Art  t 
Corbis  (206  641-4505)  is  a 
$45  Windows  tour  of  the 
Barnes  Foundation's  collec 
of  Impressionist  and  Post- 
impressionist  art.  The  disk 
fers  tours  narrated  by  art  h 
torians  and  the  ability  to 
browse  through  galleries, 
program  is  the  best  proof  t 
date  that  multimedia  is  no 
just  for  kids. 

SOFTWARE 
SORTING  IT  ALL  OUT 

If  you're  like  most  compute 
users,  your  hard  disk  has  b 
come  a  collection  of  mostly 
forgotten  file  names,  and 
finding  a  letter  or  spreadsh 
you  created  a  few  months 
is  a  big  challenge.  If  you  w^ 
to  get  organized — and  are 
willing  to  put  some  work  in' 
the  effort — OnFile  from  Sof 
ware  Publishing  (800  234 
2500)  can  be  a  big  help. 

The  $50  Windows  progra 
lets  you  organize  your  files 
into  "books"  and  "chapters 
rather  than  by  file  type  or  d 
rectory.  A  big  plus  for  futur( 
retrieval:  ^ou  can  replace 
cryptic  eight-letter  file  nam 
with  real  descriptions. 


QUESTIONS?  COMMENTS?  techandu@mgh.eom  on  Internet  or  fax  (202)  383-2125 
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f  you're  managing  your  company's  finances, 

what's  your  next  move? 


Real  Solutions'""  from 
Sprint  Business 


Real  business  challenges  demand 
Real  Solutions .  The  new  program  that's 
helping  businesses  boost  their  bottom  lines. 
Your  free  action  plan 

Call  us  for  a  free  top-to-bottom  analysis  of  where 
your  business  stands,  with  information  such  as 
industry  comparisons  for  operating  expenses,  spend- 
ing trends  and  other  vital  financial  benchmarks. 
Talk  to  a  professional  business  consultant 
You'll  have  unlimited  access  to  our  experienced  staff 
of  professional  consultants  at  the  Real  Solutions 


Business  Center.  They'll  work  with  you  on  strategies 
to  manage  finances  more  efficiently.  And  show  you 
how  advanced  communications  technology  can  help 
your  business  do  more  business. 

Here's  what  else  you'll  get: 

•  Flat  rate  pricing  (to  take  the  guesswork  out  of 
monthly  expenses). 

•  One  simplified  bill  combining  voice  and  data. 

•  Free  software  to  receive  your  bill  on  a  disk. 

•  Credits  for  valuable  business  products  and  services. 
So  call  today  for  Real  Solutions.  It's  your  move. 


1 -800-8 1 6-REAL 


Sprint 

Business 


©  1994  Sprint  Communications  Company  L  P,  Monthiy  minimum  and  term  plan  apply. 


Economic  Viewpoint 


BY  ROBERT  KUTTNER 


SOCIAL  SECURITY: 

IF  IT  AIN'T  BROKE,  DONT 


TINKER 


GOOD  NEWS? 

The  system 
will  run  dry 
only  if  the  1% 
wage  growth  of 
the  past  20 
years  doesn't 
improve.  But 
there's  ample 
reason  to 
believe  it  will 


Robert  Kuttner  is  co-editor  of 

The  American  Prospect  ar\6  author 

of  The  End  of  Laissez-Faire 


Social  Security  is  supposedly  in  long-teiin 
demographic  crisis — too  many  retirees 
living  longer,  not  enough  wage  earners 
to  pay  the  freight.  As  a  result,  there  have 
been  calls  for  reduced  Social  Security  payouts, 
deferred  retirements,  perhaps  even  means- 
testing.  But  a  closer  look  at  the  economic 
assumptions  behind  the  Social  Security  Ti-us- 
tees'  Report  reveals  a  veiy  different  sort  of 
crisis — one  that  calls  for  different  solutions. 

Social  Security  is  financed  by  payroll  taxes. 
Unless  we  raise  tax  rates,  gi'owth  in  pay- 
roll-tax receipts  will  depend  on  growth  in 
taxable  wages.  The  trustees  project  likely 
annual  real  wage  gi'owth  of  just  1%  per  year 
over  the  next  75  years.  By  contrast,  during 
the  past  75  years,  annual  real  wage  growth 
was  about  1.7%.  Because  of  compounding, 
this  seemingly  small  difference  puts  the  econ- 
omy on  a  wholly  divergent  gi'owth  trajectoiy. 
With  1%  real  annual  wage  growth.  Social 
Security  will  be  hundreds  of  billions  in  the 
red.  With  1.7%  growth,  the  system  will  be  in 
the  black  forever 

Why  the  tiiistees'  pessimism?  Wage  gi'owth 
has  indeed  been  dismal  during  the  past  two 
decades.  From  1953  to  1973,  annual  productiv- 
ity grew  by  2.3%-,  and  wages  gi"ew  annually 
at  2%.  But  in  the  slow-gi-owth  decades  from 
1973  to  1993,  while  annual  productivity  grew 
at  just  0.9%,  real  wages  actually  declined — an 
average  of  0.2%-  per  year 
PRODUCTIVITY.  The  key  question  is  whether 
coming  decades  will  resemble  the  fat  yeai's  or 
the  lean  ones.  Here  perhaps  is  some  good 
news.  First,  1973-93  had  unusual  demogi-aph- 
ic  trends  unlikely  to  be  repeated.  Baby  boom- 
ers and  women  flooded  into  the  workforce, 
leaving  less  wage  per  worker.  Baby  boomers, 
male  and  female,  are  now  more  experienced 
and  presumably  more  productive  workers. 
Woinen  workers  are  now  being  paid  wages 
closer  to  their  male  counterparts.  On  both 
counts,  the  one-time  depression  in  wages 
should  be  reversed. 

A  second  source  of  lower  wages  has  been 
the  galloping  increase  in  the  cost  of  fringe 
benefits.  Wages  are  subject  to  Social  Secuiity 
taxes;  benefits  are  not.  Here  again,  the  recent 
past  does  not  predict  the  future.  One  way  or 
another,  via  market  forces  or  government 
regulation,  the  escalation  in  health  premiums 
will  level  off.  The  other  major  fringe  benefit, 
pensions,  is  ah-eady  declining  as  a  share  of  to- 
tal compensation. 


Third,  many  economists  expect  the  b 
in  infoimation  technology  to  translate,  at 
into  higher  productivity.  Economic  his 
suggests  long  lags  between  the  introdm 
of  new,  productivity-enhancing  techno' 
and  its  broad  economic  diffusion.  In  addr 
as  Massachusetts  Institute  of  Techno 
economist  Frank  S.  Levy  notes,  the  pro 
tivity  gains  of  the  1950s  shov/ed  up  air 
immediately  in  higher  purchasing  power 
cause  they  were  concentrated  in  consu 
goods.  The  productivity  improvements  ol 
1980s  and  '90s,  in  contrast,  have  been  in 
ducer  technologies.  However,  as  compu 
proliferate  and  information  technology 
duces  productivity  gains  in  everything  f 
banking  and  retailing  to  telephone  sen 
these  gains  will  likely  yield  gains  in 
wages,  too. 
"MORONIC."  Offsetting  this  optimism,  hov 
ei",  ai'e  two  other  factors.  Fii'st,  income  di 
bution  has  become  increasingly  unequa 
that  ti'end  continues,  too  few  of  the  produi 
ity  gains  will  show  up  in  pay  packets  sub 
to  payi'oll  taxation.  Moreover,  despite  the 
competitiveness  and  resulting  low  inflal 
the  Feder*al  Reser-ve  seems  detennined  nc 
let  the  economy  reach  its  full  growth  po 
tial.  But  hei-e  the  solution  is  not  to  vn 
Social  Security.  It  is  i-ather  to  piu"sue  poli 
that  i"ever"se  the  growing  income  inequ£ 
and  permit  gr-eater  economic  expansion, 

Nobody,  of  course,  can  predict  the  rat 
wage  increases  75  years  into  the  future, 
one  expert  woi-king  on  the  Social  Secu 
actuarial  assumptions  confesses,  on  deej 
backgr-ound:  "The  whole  exercise,  reallj 
moi'onic."  During  the  past  75  years,  we  83 
lienced  one  entirely  unanticipated  wage 
lapse,  the  Great  Depression;  an  equally  ur 
pected  stimulus  to  wage  growth,  World 
II;  and  a  thii-d  unpr-edicted  slowdown  a 
1973. 

In  truth,  even  under  pessimistic  assui 
tions.  Social  Security  will  remain  nicelj 
balance  for  at  least  the  next  20  yei 
Whether  the  system  goes  into  the  red  a 
that  depends  on  trends  nobody  can  fore( 
with  certainty.  Rather  than  hack  away 
Social  Security,  Congr-ess  should  legisl 
standby  adjustments  to  take  effect  onl; 
the  doomsayers  prove  right.  We  should 
tinue  to  pursue  economic  expansion  and 
ing  wages — both  for  Social  Security  and 
their  own  sakes. 
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Saves  you  money; 


AS/400  is  easy  to 
manage,  There's  no 
need  to  tiire  a  large 
tectinical  staff.' 


Saves  you  time: 

AS/400  is  easy  to  use. 
Ttiere's  no  need  to  pay 
for  costly  end-user 
training. 


Saves  your  capital: 
Lease 

AS/400  througfi 
IBM  Credit  Corp. 


An  unbeatable' 
investment: 

For  a  free 
independent 
low-cost  study  call 
1  800  IBM-6676 
(x615). 


WINGS 


No  other  business 
computer  in  its  class  gives  you 
lower  cost  of  ownership. 

(Won't  that  be  a  nice  meeting 
with  Finance.) 


(If  you  re  saving  less,  it  isn  t  AS/400!) 


d  AS/400  are  registered  Irademarks  ol  Inlernalional  Business  Machines  Corporation  All  oltier  products 
company  names  are  trademarks  or  registered  trademarks  ol  their  respective  companies.  ©  1995  IBM  Corp. 
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e  vision 


people  shar 


worldwide,  we  can  be  confident 


in  our  commitment 


to  quality  service. 


roue 


AXA  Group  has 
companies  in  :  Belgium, 
Canada,  France,  Germany 
Hong  Kong,  Italy, 
Japan,  Luxembourg, 
Malaysia,  Mexico, 
Netherlands,  Portugal, 
Singapore,  Spain, 
United  Kingdom,  United  States. 


Figures  say  a  lot  about  a  company.  We 
feel  quite  proud  to  be  the  4th  largest 
worldwide  insurance  group  by  funds 
under  management.  But  what  counts 
are  the  Individuals  behind  these 
numbers. 

All  the  people  working  with  AXA  In  1  6 
countries  on  three  continents  share  the 
same  creed.  A  creed  that  commits  them 
to  paying  more  attention  to  their  clients 
and  using  more  imagination  when 
devising  new  solutions  for  their  clients' 
needs. 

In  short,  we  can  sum  up  this 
commitment  in  one  word  :  trust.  We 
know  that  trust  is  the  basis  of  our 
business.  Something  you  have  to  earn. 
We  know  it  is  something  you  build  and 
something  you  can  lose  very  quickly  if 
you  don't  give  the  client  the  service  he 
or  she  expects. 

So  you  can  see  that  we  are  not 
speaking   lightly  when   we  say 
"Go  ahead.  You  can  rely  on  us". 


INSURANCE  &  INVESTMENT 


Economic  Trends 


BY  GENE  KORETZ 

AMERICA'S  TRADE 
ACE  IN  THE  HOLE 

Global  capital  spending  is  surging 

America's  spectacular  export  surge 
since  the  mid-1980s  is  usually  at- 
tributed to  the  combined  impact  of  the 
sharply  declining  dollar  ancl  economic 
gTowth  overseas.  Economist  Andrew  M. 
Warner  of  the  Harvard  Institute  for 
International  Development  contends, 
however,  that  this  view  misses  a  critical 
deteiTninant  of  U.S.  export  gi'owth:  cap- 
ital spending  in  foreign  economies. 

In  the  latest  issue  of  the  American 
Economic  Review,  Wai'ner  analyzes  the 
relationship  of  shifts  in  U.S.  export 
gi'owth  to  changes  in  foreign  consump- 
tion, capital  investment,  and  economic 
gi'owth.  Over  the  past  25  years,  he  finds 
that  U.S.  merchandise  exports  are  far 
more  closely  tied  to  foi'eign  investment 
patterns  than  to  either  foreign  econom- 
ic growth  or  consumption,  paiticulai'ly  in 
the  past  decade.  Indeed,  the  influence  of 
overseas  investment  on  U.  S.  export 
performance  even  overshadows  the  con- 

THE  REAL  SPUR  TO  U.S.  EXPORTS 


gg     M  I  I  I  r  I  0   

75  '90        75  '90 

AINDEX:  1967=100  ABILLIONS  OF  1982  DOLLARS 

•EXCLUDES  THE  US 

DATA  ANDREW  M  WARNER,  HARVARD  INSTITUTE  FOR 
INTERNATIONAL  DEVELOPMENT 

siderable  impact  of  dollar  depi'eciation. 

This  picture  parallels  ongoing  chang- 
es in  America's  industrial  structure. 
Since  1967,  the  capital  equipment  share 
of  U.S.  manufacturing  output  has 
jumped  from  28%  to  nearly  40%,  and 
the  percent  of  capital  goods  that  is  ex- 
ported has  climbed  from  20%  to  45%.. 

The  influence  of  foreign  investment 
demand  on  U.S.  exports  helps  explain 
why  they  have  been  so  variable,  since 
investment  itself  is  a  highly  variable 
component  of  economic  gi'owth.  Warner's 
findings  also  imply  that  the  role  of  a 
depreciating  dollar  in  America's  export 
performance  has  been  exaggerated, 
while  the  importance  of  the  nation's 
technological  expertise  in  capital  goods 


areas  may  well  be  underappreciated. 

In  this  fight,  U.S.  efforts  to  shore  up 
Mexico's  economy  and  keep  its  crisis 
from  spreading  appeal-  more  than  pru- 
dent. Given  the  developing  world's  in- 
vestment boom  and  Europe's  growing 
intere.st  in  productivity-enhancing  in- 
vestment, the  outlook  for  U.S.  exports 
seems  brighter  and  brighter. 


MORALE  GOT 
DOWNSIZED,  TOO 

Can  managers  repair  the  damage? 

It's  no  surprise  that  employee  mor-ale 
suffer-ed  in  the  wake  of  corporate  re- 
structuring. According  to  a  recent  Wy- 
att  Co.  nationwide  sm^vey  of  4,300  work- 
ing Americans,  only  57%'  of  worker's  in 
downsizing  companies  indicated  they 
wer-e  gener-ally  satisfied  with  their  jobs, 
compared  to  72%'  of  workers  in  expand- 
ing outfits. 

The  good  news,  however;  is  that  em- 
ployers are  waking  up  to  the  pr'oblem 
and  that  the  downsizing  tr-end  itself  may 
be  losing  steam.  Cambridge  Human  Re- 
sources Group  Inc.,  a  Chicago-based  out- 
placement firm,  says  a  sur-vey  of  cor-- 
por-ate  human-r-esources  executives 
reveals  that  "revitalizing  their  work- 
forces and  r'estrncturing  the  wor'kplace 
in  downsized  companies"  ai'e  their  top 
priorities  in  1995.  Meanwhile,  Human 
Resource  Executive  magazine  reports 
that  the  nation's  top  50  employers  cut 
their  net  payrolls  by  only  92,300  em- 
ployees last  year-,  down  fr-om  a  drop  of 
146,800  in  1993. 


GERMANY  IS  A 
CONTENDER  AGAIN 

Productivity  soars,  labor  costs  sag 

Germany  is  still  wrestling  with  the 
bui-den  of  reunification,  but  ther-e 
is  no  gainsaying  the  remarkable  revi- 
val of  West  Ger'man  industrial  competi- 
tiveness. As  economist  Ralph  Siippel  of 
J.  R  Mor-gan  &  Co.  notes,  manufactiu-er-s 
have  successfully  pushed  thi-ough  large- 
scale  r-eforms  while  obtaining  major-  con- 
cessions from  labor  unions  on  wage 
growth  and  work-time  flexibility. 

From  its  cyclical  low  in  late  1992, 
Siippel  reports,  pr-oductivity  has  sur-ged 
an  impressive  15.5%-  (char-t),  or  close  to 
10%'  after-  adjusting  for  rising  utilization 
due  to  faster-  demand  gi-owth.  That's  the 
best  two-year  gain  since  the  1960s. 


As  a  result  of  the  pr-oductivity 
and  wage  gr-owth  below  1.5%  last  y 
unit  labor  costs  in  the  third  qua 
were  down  10%  from  their-  cyclical  h 
The  drop,  the  largest  in  postwar  hist 
mor-e  than  offset  a 
6%  rise  in  the  val-  PRODUCTIVIT 
ue  of  the  trade  LEAPS  IN  GERMi 
weighted  mark.  125 

Although  high- 
er wage  gains  and 
slower  productiv- 
ity grovrth  will  in- 
evitably push  unit  115 
labor  costs  up  as 
the  expansion  ma- 
tm-es,  Suppel  notes 
that  Germany's 
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competitrveness  .^^  '93  '94 
has  already  boo.st-  a  index  i98o-s9  average: 
ed  its  export  per- 
formance and  has 
touched  off  renewed  domestic  cap 
spending.  That  should  result  in  emp 
ment  growth  and,  by  the  end  of  199 
r-ecover-y  in  household  spending. 


THE  OLD  OLD' 
GET  EVEN  OLDER 

The  80-plus  group  is  growing  fas 


The  common  view  is  that  once  you 
80,  you'r-e  headed  downhill  fast, 
inevitable  natiu-al  aging  processes  kicl 
to  bring  life  to  an  end.  A  study  in 
latest  issue  of  Population  and  Devel 
ment  Review,  however,  suggests 
longevity  for  those  in  their  80s  and 
may,  in  fact,  be  increasing  significj 
ly — a  trend  with  major  social  and 
nomic  implications. 

In  the  study,  demographers  Va 
Kannisto,  Jens  Lauritsen,  A.  Ro 
Thatcher,  and  James  W.  Vaupel 
lyzed  mortality  data  for  people  in  tl 
80s  and  90s  in  developed  countri 
They  found  that  death  rates  of  the 
old"  have  been  declining  at  an  accelei 
ing  pace  since  the  1920s,  but  particul 
ly  in  recent  decades.  In  a  sample  of 
countries,  for  example,  average  de; 
r-ates  for  men  and  women  in  their 
declined  by  0.7%  and  1.2%  a  year, 
spectively,  fr-om  the  1960s  to  the  191 
but  by  1.2%'  and  1.9%.  annually  in 
1980s.  Indeed,  in  a  number  of  nati( 
the  pace  appears  to  have  quicker 
even  more  thr-ough  the  early  1990s,  i 

If  such  trends  were  to  continuepjj 
coming  decades,  the  80-plus  group 
advanced  countries,  already  the  faste 
rising  contingent  among  the  elder  r* 
would  far  exceed  cun-ent  pr-ojections| 
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Q:  As  a  senior  manager,  do  you  ever  think  about 
your  computers' data  storage? 


A:  No. 


Q:  It  doesn't  hold  the  least  bit  of  interest  for  you? 


A :  Not  reallv. 


Q:  Ever  ask  your  MIS  people  to  explain  the 
latest  trends  in  storage? 


A :  Never. 


Q ;  Did  you  know  your  competitors  could  ; 
be  using  data  storage  to  eat  your  lunch?| 


A:  What? Data  what? 


There's  a  storm  of  information  now  moving  through  your  company.  You  can  either  be  buried  by  it, 
or  you  can  use  it  to  bury  your  competitors.  With  EMC  storage,  critical  information  moves  from  storage  to 
your  employees  and  customers  faster  than  any  other  system,  letting  you  generate  profits  faster  and  even 
extend  the  value  of  your  existing  computer  investment.  All  while  storing  and  protecting  your  information 
in  one  central  location.  At  EMC,  we  bring  best-of-breed  storage  solutions  to  market  before  anyone  else. 
It's  all  we  do.  Please  call  1-800-424-EMC2  ext.  131  to  discover  more  reasons  why  EMC  storage  is  the 
best  way  to  serve  up  your  information.  Not  to  mention  your  competition. 


Synimclrtx'"foT  mamframe  ilurpi 


Cenlnpicx'^jin  open  iyswni 


OUTPERFORM  THE  COMPETITION  BY  A  FACTOR  OfEMC 


THE  STORAGE  ARCHITHCTS 


litWC-  and  ICDA  are  registered  trademarks  and  Svnimctrix,  Cemriplex  and  THE  STORAGE  ARCHITECTS  are  trademarks  of  EMC  Corporation. 
€)!995  EMC  Corporation.  All  rights  reserved.  Outside  the  U.S  call  15081  435-1000  Ext.  8193. 


The  ^desktop 

laser  printers  ^ 
that  talk  back 


My  charge-back  reports 
are  ready,  anytime. 


to  you  I  Company 


What  resolution 
do  you  want  to  print  at?  ^ 


That's  a  lot  of  pages. 
The  4520  down  the  hall  has 
the  speed  you  need. 


Hey, 

anybody  got  a  job  for  me? 
I'm  bored. 


Your  stuff's  ready.  \  ^ 
Come  and  get  it.  ^ 


Sorry,  I'm  low  on  paper. 
Try  the  printer  down  on  5,  I  hear  he's  ) 
full  of  it.   ^ 


J 


The  Xerox  4500  Series  laser  printers  print  more  than  just  pages.  They  also  make  i 
im|)ririt  on  the  way  you  work.  That's  why  they  eome  with  Document  Services  Ir 
I'l  iiilirifi.  Kor  instance,  while  you  work  at  your  PC,  this  intuiti\c  sotUvare  tells  you  wit 
you  w  aiil  to  know  each  step  of  the  w  ay  and  in  real  time.  What's  more,  w  ith  600  x600  v\ 
resolution  anti  image  smoothing  technology,  you  make  hotter  looking  documents  mo- 
productively.  And  it  ail  comes  with  the  Xerox  Total  Satisfaction  Guarantee.  So  why  set ' 
lor  printers  you  don't  have  to  think  ahout,  when  you  can  gi't  printeis  that  think  ahout  yo' 
To  learn  more,  call  l-800-)4-XEROX,  ext.  962. 


THE  DOCUMENT  COMPANY 
XEROX 
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IJAMES  C.  COOPER  &  KATHLEEN  MAPIGAN 


HE  ECONOMY  STILL  ISN'T 
OOL  ENOUGH  FOR  THE  FED 


U.S.  ECONOMY 


After  seeing  the  weak  numbers 
in  January's  employment  report 
Feb.  3,  people  seem  convinced  the  long-awaited  eco- 
lic  slowdown  is  finally  here.  Even  the  ever-skeptical 
d  market  reacted  with  unabashed  bullishness,  which 
led  stocks  sharply  higher  as  well,  on  the  belief  that  the 
leral  Reserve  may  be  finished  hiking  interest  rates, 
he  Clinton  Administration  also  has  a  substantial  in- 
:ment  in  the  notion.  The  White  House  economic  fore- 
,  accompanying  its  fiscal  1996  budget  projects  growth 
\  taper  off,  fi-om.  4%  in  1994  to  2.4%  in  1995,  with  only 
;  ight  pickup  in  consumer-price  inflation,  from  2.6%  to 
i  0.  More  important,  the  Clinton  team  is  saying  that  no 
i  "e  rate  hikes  are  necessary  to  achieve  these  results, 
leally?  These  folks  had  better  take  a  closer  look  at  last 
'  ith's  labor  market  data.  The  details  of  the  report  just 
't  support  the  surprisingly  soft  headline  numbers.  Yes, 
economy  is  starting  to  cool  down  from  its  4%-plus 
5  in  the  second  half  of  1994.  But  by  how  much?  Most 
(le  January  data  now  available  suggest  that  first-quar- 
,  growth  remains  on  the  north  side  of  3%,  not  below  it 
j  he  Fed  desires. 

BE  SURE,  the  first  hints  that  past  Fed  tightening  is 
ng  hold  are  in  the  air.  You  can't  completely  dismiss 
oar/s  modest  134,000  inci-ease  in  company  payrolls,  the 
t  in  a  year,  or  the  jump  in  the  jobless  rate  to  5.7% 
a  5.4%  in  December.  Ajid  that  moderation  comes  on 
heels  of  softer-looking  retail  sales,  three  quarters  of 
gantuan  inventory  growth,  and  weaker  home  buy- 
-not  to  mention  the  lai'gest  plunge  in  new  construction 
:raets  in  thi*ee  years  (chart). 

The  value  of  new  building  con- 
tracts di'opped  8%  in  December, 
with  homebmlding,  business  con- 
struction, and  public- works  proj- 
ects aH  down.  Homebuilding  suf- 
fered the  most,  as  sales  of  new 
single-family  homes  fell  0.6%  in 
December,  despite  warm  weath- 
er, and  the  month's  supply  of 
new  homes  for  sale  is  now  the 
highest  in  about  four  years. 
But  so  far,  these  straws  in  the 
d  are  hardly  proof  of  a  bi'oad  slowdown,  especially 
e  other  labor-market  indicators  show  no  change  in 
r  recent  trends.  New  jobless  claims  at  the  end  of 
i  oaiy  were  no  higher  than  their  fourth-quarter  average. 


EW  CONSTRUCTION 
TAKES  A  TUMBLE 
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NO  SLOWDOWN  IN 
HOURS  WORKED 
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and  the  Conference  Board's  index  of  help-wanted  ads 
jumped  3%  in  December  to  a  3/^year  high.  Both  measures 
are  dependable  fomarxl-looking  gauges  that  suggest  labor- 
mai'ket  strength,  not  weakness. 

The  most  compelling  sign  that  the  job  markets  still 
had  plenty  of  pizzazz  last  month  is  the  jump  in  hours 
worked,  an  amalgam  of  total  employment  and  the  work- 
week. Since  the  workweek  jumped  shai-ply  from  34.6 
hours  in  December  to  34.9  hours — matching  Octobei-'s 
7J^-year  high — total  hours  rose  a  stui'dy  1%,  implying  a 
4.2%  increase  at  an  annual  rate  from  the  foui-th-quarter 
average  (chart).  Even  if  houi's  fall  back  in  February,  the 
figures  still  suggest  economic  growth  of  better  than  3%. 

Moreover,  average  hourly 
earnings  rose  0.6%  in  January. 
That's  a  sizable  increase.  To- 
gether with  the  surge  in  hours 
worked  it  implies  that  personal 
income  posted  another  strong  ad- 
vance last  month.  Consumers' 
buying  power  already  has  plenty 
of  momentum.  Real  aftertax 
earnings  had  jumped  7.4%  at  an 
annual  rate  in  the  fourth  quarter, 
far  ahead  of  the  4.6%  advance 
in  spending.  That's  strong  support  for  first-quarter  outlays. 

BoiTowing — just  where  you  would  expect  to  see  the  re- 
sults of  Fed  tightening — ^is  speeding  up.  Bank  loans  in  the 
fii"st  fom*  weeks  of  January  soared  $32  billion.  Commercial 
and  industrial  loans,  an  indicator  of  inventoiy  investment, 
accounted  for  about  half  the  increase,  suggesting  that 
businesses  are  still  laying  in  new  stockpiles  at  a  rapid  cKp. 
Personal  loans  have  slacked  off  a  bit,  but  consumer  in- 
stallment debt  still  rose  a  hefty  $7.4  billion  in  December, 
down  from  November's  mammoth  $12.2  billion  increase. 

A  LOT  OF  CHURNING  in  the  payroll  numbers  in  recent 
months  has  distorted  the  true  trend.  Retailers  added 
only  12,000  workers  in  January,  but  they  had  put  on 
81,000  in  December  and  132,000  in  November — a  holi- 
day-influenced result.  Also,  government  employment  fell  in 
both  December  and  January  after  a  sharp  inci'ease  in 
November,  reflecting  tempoi-aiy  election  workers  and  the 
Januaiy  layoff's  of  temporary  postal  employees. 

On  balance,  payi'oll  gains  during  the  past  three  months 
have  averaged  293,000  per  month.  That's  actually  faster 
than  the  241,000  per  month  in  the  previous  three  months. 
And  despite  the  small  Januaiy  job  increase,  the  percent- 
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age  of  industries  adding  workers  actually  increased  from 
59.4%  in  December  to  60.5%,  implying  that  the  month's 
job  weakness  was  narrowly  based.  All  this  suggests  that 
FebiTiaiy  payi'oUs  will  rise  strongly  or  that  the  January 
job  count  will  be  revised  upw^ard. 

Manufacturing  payi'oUs  ai'e  actually  gaining  steam.  Fac- 
tories added  39,000  jobs  in  January.  The  three-month  av- 
erage of  payi'oU  increases  has  been  accelerating  since 
last  year  Indeed,  factoiy  overtime  rose  to  a  postwar 
record  of  4.9  hours. 

That  makes  sense.  Factory  orders  ended  the  yeai*  with 
two  strong  gains,  and  the  backlog  of  unfilled  orders  has 
risen  sharply  since  August.  These  trends  mean  that  in- 
dustrial output  in  January,  to  be  reported  on  Feb.  15, 
scored  another  soKd  gain,  pushing  the  capacity  utilization 
rate  up  from  December's  15-yeai"  high.  As  long  as  oper- 
ating rates  continue  to  rise,  the  Fed  will  remain  uneasy 
about  future  inflation. 

JANUARrS  BIG  WAGE  increase  is  sure  to  catch  the 
Fed's  eye.  Of  course,  the  monthly  earnings  numbers 
bounce  around  a  lot,  but  looking  over  the  past  six  months, 
wage  growih  has  sped  up  to  an  annual  rate  of  3.8%,  up 
from  only  1.6%  in  the  previous  six  months.  For  half- 
yearly  periods,  it's  the  fastest  pace  in  4)4  yeai's.  That's  a 
bad  sign,  especially  since  the  economy  is  now  enteiing  the 
stage  of  an  expansion  when  pixxluctivity  growih  begins  to 


PRODUCTIVITY  SLOV 
UNIT  COSTS  PICK  I 


slow.  The  result  is  upward  pressure  on  inflation's  mos'te 
sic  fuel — ^unit  labor  costs.  i 

Nonfarm  productivity,  measured  as  output  per  l-ii 
rose  1.8%  in  the  fomlh  quarter,  about  half  the  third-cai 
ter  pace.  Looking  at  the  trend,  yearly  productiit; 
growth  fell  to  1.4%  in  the  fouith  quarter  after*  peakinj* 
3%  in  the  first  quarter.  That  dropoff  is  the  consequi 
of  adding  3.5  million  new  jobs  last  year*. 

As  a  result,  the  yeaiiy  pace 
of  unit  labor  costs  picked  up,  to 
2%  last  quarter  after  almost  no 
gi'owth  during  the  year*  ended 
in  the  first  quarter  (chart).  So 
far,  the  pace  of  unit  costs  re- 
mains slightly  below  the  rate  of 
inflation,  but  any  further  accel- 
eration will  start  to  push  up 
prices  or  squeeze  profit  mar-gins. 

So  until  the  Fed  gets  more 
concrete  evidence  that  the  slow- 
down is  broadening,  the  risk  of  more  rate  hikes  this 
remains.  Remember,  the  Fed  never  makes  policy  base( 
its,  or  anyone  else's,  forecast.  When  Fed  Chairman  J 
Greenspan  said  he  would  prefer  policy  to  eiT  on  the 
of  restraint,  he  w'as  saying  the  Fed  will  need  proof 
gi-owth  is  slowing  to  a  noninflationar}^  pace.  The  Jan 
employment  report  just  doesn't  fill  that  bill. 
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PRESSURE  ON  THE  BUNDESBANK  IS  RISING 


Germany's  industrial  sector  end- 
ed 1994  with  an  unexpected 
head  of  steam.  That  brightens  the 
economy's  prospects  in  1995  but 
i-aises  the  chances  that  a  hike  in 
interest  rates  by  the  Bundesbank 
will  come  sooner  rather 
than  later. 

New  orders  taken  by 
west  German  manufac- 
turei-s  increased  a  sui*- 
prisingly  large  2.7%  in 
December.  For  the  year, 
new  ordei-s  gi-ew  10.8%. 
Demand  continues  to 
rise  from  both  intema- 
tional  and  domestic 
markets  (chait).  J'or- 
eign  orders  were  up  2.9%  in  the 
month,  while  domestic  bookings  ad 
vanced  2.6%. 

Among  domestic  orders,  the 
biggest  gain  came  from  capital 


BROAD  DEMAND 
FOR  GERMAN  GOODS 
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goods,  reflecting  the  drive  to  lift 
productivity,  w^hile  consimier-goods 
orders  fell.  Households  spent 
strongly  in  the  third  quarter,  but 
now  they  ai'e  feeling  the  pinch  from 
a  Januaiy  income-tax  suix-harge 
and  high  unemploy- 
ment. Meanwhile,  the 
January  jobless  rate 
rose  to  a  surprisingly 
high  8.9%,  from  8.5%  in 
December. 

German  manufactui*- 
ei-s  need  demand  at 
home  to  keep  rising  be- 
cause export  gr-owth 
may  soften  over  the 
coui-se  of  1995.  The 
di'ag  will  come  mainly  from  the 
slower  gi'owth  in  the  U.  S.  and 
Britain,  which  together  buy  15%  of 
Germany's  exports,  according  to 
data  from  the  International  Mone- 


tary Fund.  Luckily  for  Gtermany,  i 
expoits  shouldn't  be  hurt  by  the 
spillover  of  the  Mexican  ciisis.  On 
about  3%  of  its  shipments  go  to 
Latin  America.  Helping  to  lift  ex- 
ports wQl  be  the  gi-owing 
economies  in  Eui'ope  and  Asia. 

For  now,  monetary  policy  re- 
mains on  hold.  At  its  Council  mee 
ing  on  Feb.  2,  the  Bundesbank  ke 
interest  rates  steady,  even  though 
the  U.  S.  Federal  Reserv^e  and  the 
Bank  of  England  had  hiked  rates 
that  week.  High  joblessness  and 
the  resultant  downward  pressure 
on  wage  demands,  combined  with 
the  slowdown  in  the  M3  money 
supply  to  5.7%,  putting  M3  within 
the  Bundesbank's  tai'get,  argue  foi 
a  "steady  hand"  policy.  But  the 
strength  in  Gennany's  industrial 
sector  r-aises  the  pressui-e  on  the 
Buba  to  move  rates  up. 
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Introducing  the  Accord  V-6.  With  a  highly  advanced  170-horsepo\\  er  V-6  engine  that  fulfills 
anyones  desire  for  more  power.  In  fact,  this  car  rises  to  a  higher  level  in  many  ways.  A  chrome  grille 
and  wider  tires  add  to  the  aggressive  appearance.  And  the  leather-trimmed  interior  feamres  an 
8-way  power  drivers  seat.  Because  some  people  are  never  satisfied.  Our  engineers,  for  example. 

The  New  Accord  V-6  Sedan  ACar  Ahead 


;ord  EX  \'-6  Sedan  model  shown  and  described.    ©  \W4  American  Honda  Motor  Co..  Inc. 
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TRADE 


EYEBALL  TO  EYEBALL! 
WITH  CHINA 

Clinton  is  hanging  tough-and  business  is  backing  him  up 


Chiysler  Corp.  is  no  Johnny-come- 
lately  to  China,  having  spent  the 
p-dst  10  yeai's  building  a  presence 
in  the  fast-gi-owing  economic  su- 
perpower's market.  With  a  Jeep  assem- 
bly plant  in  Beijing  and  a  shot  at  a  $1.2 
billion  deal  to  build  minivans  in  Guang- 
dong province,  the  No.  3  U.  S.  auto  mak- 
er has  a  lot  to  lose  if  Washington's  dis- 
pute with  Beijing  over  copyright  piracy 
empts  into  a  full-blown  trade  wai'. 

But  Chiysler  doesn't  want  Ameiican 
negotiators  to  go  easy  on  China.  The 
I'eason:  company  officials'  stunning  discov- 
eiy  last  year  that  a  Chinese  factoiy  a 
few  miles  down  the  I'oad  ft'om  its  Jeep 
operation  was  tiuTiing  out  Jeep  knockoffs. 
When  Chrysler  complained,  recalls  an 
outraged  President  Robert  A.  Lutz,  "the 
Chinese  response  was  'Well,  we're  de- 
veloping an  auto  industiy,  and  you  should 
help  us.' "  To  top  it  off,  Chinese  officials 
proposed  that,  as  a  condition  of  winning 
the  minivan  contract,  the  company  al- 
low China  to  mai'ket  worldwide  the 
Chiysler  minivan  parts  it  would  produce. 
SIGNS  OF  HOPE.  Lutz's  fuiy  goes  a  long- 
way  toward  explaining  why  a  clutch  of 
industry  leaders  flanked  U.  S.  Ti-ade 
Representative  Mickey  Kantor  on  Feb. 
4,  when  he  announced  $1.1  billion  in 
sanctions  against  Beijing.  Rampant  Chi- 
nese piracy  of  American  intellectual 
property  isn't  just  about  bootlegged  cop- 
ies of  Microsoft  Windows  and  bogus 
Mickey  Mouse  logos.  While  U.S.  soft- 
ware companies,  moviemakers,  book 
publishers,  and  the  music-recording  in- 
dustry estimate  illicit  Chinese  goods 
cost  them  almost  $830  million  in  lost 
sales  in  1993,  the  problem  is  a  potential 
threat  to  all  U.  S.  industries — every- 
thing from  prescription  drags  to  corn- 
flakes. "Everyone  operating  in  China 
has  a  baseline  fear  that  once  the  tech- 
nology and  management  knowhow  are 
transferred,  the  Chinese  will  try  to 
squeeze  you  out,"  says  Richard  A. 


Brecher,  an  official  with  the  U.  S.-China 
Business  Council  in  Washington. 

The  penalties  Kantor  imposed  take 
effect  on  Feb.  26  unless  talks  that  re- 
sume on  Feb.  13  produce  a  settlement — 
as  is  now  expected.  Without  a  detente, 
Beijing  will  retaliate  with  tariffs  on 
American-made  cigarettes,  videotapes, 
compact  disks,  and  alcohol  and  will  for- 


m 


mally  suspend  joint-venture  talks  v  lingt 
U.  S.  auto  makers. 

There  are  reasons  to  hope  a  deal 
be  cut.  Despite  the  saber-rattling,  m 
normal  trade  exchanges  continue, 
instance,    Energy    Secretary    Hj  n 
O'Leaiy  plans  to  lead  a  group  of  50  I  jipati 
executives  to  China  Feb.  19-24  to  pui  tt  gf 
energy  deals.  And  Chinese  TV  has 


Rampant  piracy  of  American  products  cost 
The  breakdown:  Music,  $345  million;  softwa: 


Punitive  U.S.  tariffs  could  be  applied  to  some  $1.1  billion 
Chinese  exports  to  America,  including  footwear,  bicycles, 
cellular  telephones,  fishing  rods,  and  plastic  picture  frame 
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Adng  officials  destroying  illegal  knock- 
of  U.  S.  products.  There  ai-e  even  re- 
s  that  some  counteifeitei-s  have  been 
cuted.  Both  are  signs  the  govern- 
it  may  be  cracking  down  on  lipoffs. 
lut  even  if  the  current  impasse  is 
)lved,  continued  finction  between  the 
nations  is  inevitable.  Human  rights 
'hina  have  deteriorated,  U.  S.  initia- 
s  to  curb  Chinese  missile-traffick- 
have  hit  a  wall,  and  the  Chinese 
e  balked  at  a  U.  S.-led  effort  to  get 
)  adopt  global  commercial  practices 
1  condition  of  membership  in  the 
•Id  Ti-ade  Organization.  One  key  rea- 
ls that  the  imminent  death  of  Deng 
oping  has  paralyzed  China's  leaders, 
y  don't  want  to  be  seen  caving  in  to 
5hington  lest  that  jeopardize  their 
aces  for  advancement. 
!MONY.  What's  more,  Cliina's  mercan- 
t  industrial  policies  dramatically  add 
he  potential  for  friction.  To  cultivate 
)wn  industries,  Beijing  limits  foreign 
icipation  in  key  sectors  such  as  autos, 
'er  generation,  and  telecommunica- 
s.  And  it  maintains  tariffs  and  other 

?30  million  in  lost  sales  in  1993. 
books,  $110  million;  movies,  $50 

4^  H^HH 


barriers  that  shut  out  foreign  goods 
ranging  from  citrus  fruits  to  movies. 

Little  wonder,  then,  that  U.  S.  busi- 
ness leaders  decided  they  had  to  go 
along  with  a  hard-line  policy  toward 
China.  In  late  December,  Administra- 
tion negotiators  quietly  began  asking 
U.  S.  trade  gi-oups  if  they  would  send 
representatives  to  Beijing  to  make  their 
case  directly.  "We  were  concerned  that 
the  Chinese  leadership  would  miscalcu- 
late," based  on  last  yeai-'s  battle  over  re- 
newal of  China's  most-favored-nation 
(MFX)  trade  status,  says  a  senior  U.  S. 
trade  official.  Back  then,  a  revolt  by 
business  forced  President  Clinton  to 
abandon  his  policy  of  linking  China's 
MFN  status  to  its  human-rights  record. 

At  a  Jan.  12  meeting  with  Kantor 
and  three  top  aides,  leaders  of  a  half- 
dozen  intellectual-property  associations 
formally  agi'eed  to  make  the  trip.  The 
gi-oup,  led  by  Jack  A.  Valenti,  the  pres- 
ident of  the  Motion  Picture  Association 
of  America,  anived  in  Beijing  on  Jan.  20 
for  two  days  of  meetings  wath  officials  of 
three  ministries.  In  between,  they  ex- 


changed notes  with  ustr  negotiators. 
"It  deprived  the  Chinese  of  the  opportu- 
nity to  divide  and  conquer,"  says  Ken- 
neth Wasch,  executive  director  of  the 
Softwai-e  Publishers  Assn.  "We  were  all 
singing  from  the  same  songbook." 

Close  coordination  with  business  paid 
off  in  other  ways.  Companies  supplied 
U.  S.  negotiators  with  a  catalog  of  pii'a- 
cy  hoiTor  stories  that  emban-assed  Bei- 
jing. From  Microsoft  Coip.,  they  learned 
that  Shenzhen  Reflective  Materials  Insti- 
tute, an  industrial  lab  at  state-iim  Shen- 
zhen Univereity,  was  chuiTiing  out  coun- 
terfeit holographs  like  those  the 
software  giant  affixes  to  its  program 
packages.  Microsoft  says  it  has  lost  $26 
million  in  sales  of  counterfeit  software — 
but  a  Chinese  court  awarded  it  only 
$2,600  in  compensation.  Record  compa- 
nies identified  29  rogue  factories  crank- 
ing out  75  million  counterfeit  compact 
disks  annually.  And  the  mpaa  passed 
along  taped  copies  of  The  Lion  King 
and  other  movies  sold  in  Beijing  before 
their  official  videotape  release. 
"GOOD  SOLDIERS."  When  such  blatant 
examples  of  illicit  products  failed  to  get 
China  to  budge,  the  Administration  ci-aft- 
ed  retaliatoiy  sanctions  in  a  way  that 
minimized  the  damage  to  U.  S.  industry 
and  consumers  by  penalizing  Chinese 
products  that  are  available  fi-om  other 
sources.  Footwear,  which  U.  S.  compa- 
nies produce  in  lai'ge  quantities  in  Cliina, 
was  targeted,  but  only  children's  and 
women's  shoes  are  affected.  Because 
shoes  for  men  were  excluded,  the  pro- 
posed sanctions  represent  "a  very,  very 
small  percentage  of  what  we  make  in 
China,"  says  a  spokesman  for  Nike  Inc. 

Given  the  Administration's  consider- 
able leverage,  the  odds  are  good  that 
Beijing  will  move  to  resolve  the  dispute. 
In  1993,  Americans  snapped  up  mor-e 
than  a  third  of  China's  $100  biUion  in 
exports.  Without  easy  access  to  the  U.  S., 
China's  global  trade  sui-plus  would  turn 
into  a  net  deficit,  says  Kenneth  DeWo- 
skin,  a  University  of  Michigan  professor. 

Many  executives  remain  edgy  about 
the  prospect  of  a  trade  war.  But  for 
now,  even  those  with  megadeals  at 
stake  are  putting  their  interests  aside. 
"We  have  to  be  good  soldiers  and  back 
[Kantor],"  says  LawTence  W  Clai-kson,  a 
senior  vice-president  at  Boeing  Co., 
which  sold  one  of  every  seven  planes  it 
produced  in  the  past  two  years  to  Chi- 
na. Now  it's  up  to  the  Clintonites,  who 
in  the  past  have  talked  tough  on  trade 
but  carried  a  wet  noodle,  to  show  that 
this  time  they're  prepared  to  fight. 

By  Amy  Bomis,  with  Douglas  Har- 
brecht  in  Washington,  James  B.  Treece 
in  Detroit,  and  bureau  repoHs 


million. 


Marlboro 


WHAT'S  AT 
STAKE  FOR 
THE  U.S. 

If  the  dispute  isn't 
settled,  Beijing 
could  hike  tariffs 
on  $1.1  billion 
worth  of  U.S. -man- 
ufactured compact 
disks,  video  games, 
Hollywood  movies, 
cigarettes,  and 
alcohol.  It  also  may 
suspend  joint- 
venture  talks  with 
Detroit  carmakers. 


SANCTION  SUBJECTS: 
REPAIRING  A  CHINESE- 
MADE  BICYCLE  IN  NEW 
YORK  CITY;  THE  MARL- 
BORO MAN  COULD  GET 
BURNED  IN  SHANGHAI 
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COMMENTARY 


By  Howard  Gleckman 

THE  BUDGET:  CLINTON  SHOULDN'T  STOP  THE  SURGERY 


LI 


Just  five  yeai-s  ago,  a 
Democrat  who  dai*ed 
send  Congi'ess  a  bud- 
get resembling  the  one 
President  CHnton  unveiled 
on  Feb.  6  would  have 
been  denounced  as  a  trai- 
tor to  the  party.  Clinton's 
blueprint  for  fiscal  1996 
proposes  to  kill  130  pro- 
grams, holds  the  line  on 
most  othei-s,  turns  over 
huge  chunks  of  the  Great 
Society  to  the  states,  and 
slashes  fedei^al  pajTolls  by 
170.000  by  next  yeai*.  On' 
top  of  that,  it  would  cut 
taxes  by  .556  billion 
thi-ough  2000. 

While  Republicans 
quickly  denounced  the  President's  fis- 
cal plan  as  a  cosmic  punt,  in  some 
ways  it  goes  way  beyond  anything 
that  was  offered  by  his  GOP  prede- 
cessors. By  freezing  all  spending  ex- 
cept interest  pa\-ments  and  entitle- 
ments such  as  Social  Secuiity  and 
Medicare,  Clinton  would  put  tighter 
strictui'es  on  the  "discretionaiy"  por- 
tion of  the  budget  than  either  Presi- 
dents Bush  or  Reagan.  For  instance, 
Reagan  proposed  increasing  discre- 
tionary- spending  by  6.1%  in  1982, 
while  Clinton  would  tiim  such  out- 
lays by  about  1%  in  1996.  Many  of 
the  Clinton  cuts  were  sought  by 
Reagan  and  Bush — and  rejected  by 
Congressional  Republicans  and 
Democrats  as  being  too  deep. 
DID  HE  BUNK?  But  historj-  doesn't 
hold  much  interest  for  Clinton's  Re- 
publican critics.  Senate  Budget  Com- 
mittee Chainnan  Pete  V.  Domenici 
(R-N.  M.)  gi-ipes  that  "the 
President  took  a  walk"  on 
tough  cuts.  His  House 
countei-pait.  Representa- 
tive John  R.  Kasich  (R- 
Ohio),  says  that  Clinton 
"came  eyeball  to  eyeball 
with  change.  And 
blinked."  Even  the  Sen- 
ate Budget  Committee's 
ranking  Democrat,  Ne- 
braska's J.  James  Exon, 
grumbles  that  the  budget 
'■falls  way  short"  of  fiscal 
prudence. 


PILE  OF  CHANCES:  The  President  needs  to  siiow  ae  can  Lead 


Clinton's  chief  problem  is  that  the 
fiscal  debate  has  moved  so  fai-  to  the 
right  since  the  November  elections 
that  he  looks  hopelessly  behind  the 
ciu-\'e.  And  he  sui'ely  could  have  done 
more.  \Mule  congi'essional  Republi- 
cans talk  about  balancing  the  budget 
in  seven  years,  CUnton  would  allow 
the  deficit  to  settle  in  at  about  S200 
bniion  a  year  for  the  foreseeable  fu- 
tui-e.  That's  because  protected  entitle- 
ments account  for  half  of  all  spending 
and  ai*e  the  fastest-gi-owing  portion 
of  the  budget.  Neaiiy  all  of  the  $73 
bUUon  in  added  spending  next  year  is 
due  to  just  three  progi-ams — ^Iedi- 
cai-e.  Medicaid,  and  Social  Secuiity. 

The  President  ducked  tougher  cuts 
because  liis  ad\isers  con\inced  him 
that  the  hai*d  choices  should  be  left  to 
the  GOP.  He  figui-es  public  fuiy  over 
specific  spending  cuts  will  ovenvhebn 
support  for  the  idea  of  a  balanced 


CLINTON  IS  CUniNG 
SOME  SPENDING... 


..BUT  ENTITLEMENTS 
ARE  OUT  OF  CONTROL 


budget.  "It  makes  sense 
when  you  look  at  recent 
elections,"  says  Piice  Wa 
terhouse  budget  analyst 
Stanley  Collender.  "Bush 
tried  to  cut  the  deficit  anfciE 
lost.  Clinton  cut  the  defic  ip2 
and  the  Democi-ats  got  n( 
credit  in  November  Rea- 
gan inci'eased  the  deficit 
and  won." 

In  the  short  run,  such 
maneuvering  may  pay  ofl 
The  Pi-esident  can  watch 
the  Republicans  choke  on^-i 
theu"  incompatible  vows 
to  cut  taxes,  protect  So- 
cial Secuiity  and  defense, 
and  balance  the  budget. 
Already,  the  House  GOP 
has  been  forced  to  delay  a  rollout  of 
its  own  fiscal  plan  until  Apiil.  In 
pait,  that's  because  RepubHcans  fear 
the  bloody  details  would  spook  sena 
tors  now  debating  the  Balanced  Bud- 
get Amendment.  But  they  also  ai*e 
finding  SI. 5  tiiUion  in  spending  cuts 
darned  haitl  to  come  by. 
START  TALKING.  Ultimately,  though,  le  js 
Clinton  will  have  to  compromise  wit]  fm 
the  GOP.  Budget  Dii-ector  Alice  M. 
RivUn  hints  that  the  WTiite  House 
might  be  willing  to  deal  with  Repub- 
Hcans over  deeper  spending  cuts. 
The  budget,  she  says,  is  'the  stait  ofti 
a  dialogue." 

Clinton  ah'eady  has  brought  the 
deficit  down  fi-om  -5290  billion,  or 
A.^'vc  of  gi'oss  domestic  product,  to 
S203  biUion,  or  3.1%  of  gdp.  Now,  he 
ought  to  be  able  to  wiing  out  an  ad- 
ditional SlOO  biUion  a  year  in  red  inkjaa 
He  could  pull  that  off  by  putting  to- 
gether a  bipaitisan  deal 
on  tiimming  health-cai-e 
costs.  For  a  Pi'esident 
who  badly  needs  to  show 
the  public  that  he  can 
lead,  such  a  strategy- 
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might  prove  smarter  than  ai; 


scoiing  quick  political 
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TER  FROM  WASHINGTON 


ILYTHE  CRAZY 
IN  LOVE  THIS  TOWN 

es  and  crime  rates  are  high,  but  the  panhandlers  are  polite 


)u've  got  to  love  this  place.  I  cer- 
,ainly  do.  Why  else  would  I  be 
lere?  You  think  I'm  crazy? 
s  no  Cakewalk,  living  in  Washington, 
e,  the  District  of  Columbia  has  tried 
dze  my  home  and  auction  it  off  for 
quent  taxes  and  fines.  Except  they 
the  wrong  house.  No  apologies, 
^h.  Only  a  snarly  rent-a-cop  unsnap- 
his  Mace  holster  ominously  when  I 
;  to  City  Hall  to  complain.  Like  all 
.  residents,  I'm  used  to  such  treat- 
:.  Once,  my  car  was  towed  from  a 
ictly  legal  spot  in 


a  convicted  crackhead  as  mayor?  Barry 
sought  reelection  by  promising  prisoner 
earlier  pai-ole  and  an  "Office  of  Offender 
Affaii's"  staffed  by  released  inmates.  All 
presumably  on  the  theory  that  many 
D.  C.  families  would  vote  for  Bany  just 
to  get  their  men  out  of  stir  and  into  a 
job.  Evidently  it  worked,  since  Bariy 
won  a  fourth  term.  But  Barry's  early-re- 
lease program  wasn't  really  necessary. 
One  out  of  four  halfway-house  inmates 
simply  walk  away,  city  officials  admit. 
The  police  do  what  they  can.  But 


media  consultant,  was  so  angry  he 
wrote  D.  C.  By  the  Numbers,  a  251- 
page  compilation  of  shameful  statistics 
that  places  D.  C.  at  the  bottom  of  near- 
ly every  indicator.  "Never  have  so 
many  spent  so  much  and  accomplished 
so  little,"  says  Edmonds,  who  lives  on 
crime-plagued  Capitol  Hill.  William  A. 
Niskanen,  a  neighbor  and  chairman  of 
the  libertarian  Cato  Institute,  says 
D.  C.'s  government  is  America's  second 
worst,  after  Detroit.  D.  C.  spends  twice 
the  national  average  per  resident  "with- 
out providing  a  single  high-quality  gov- 
ernment service,"  he  says. 
PLENTY  OF  SKY.  Now  a  new  solution— 
my  personal  favorite — appears  to  be 
gaining  support:  Grant  D.  C.  the  same 
status  as  Guam,  American  Samoa,  and 
Puerto  Rico,  America's  other  Third 
World  holdings,  and  exempt  it  fi^om  fed- 
eral income  taxes — a  $1.6  billion  wind- 
fall. House  Majority  Leader  Newt  Gin- 


THE  ADAMS  MORGAN 
AREA  IN  WASHINGTON 


■aux-hip  George- 
1  neighborhood, 
ire  should  have 
a  'No  Parking' 
there,"  a  pohce- 
explained  with- 
rony.  I  once  got 
100   ticket  for 
ing  on  a  snow 
rgency  route — 
s  before  the  first 
fell. 

DROP.  If  I  didn't 
D.  C.  so  much, 
be  moving  out. 
•ybody  else  is.  In 
,  there  were 
)00  residents. 
,  just  570,000. 
's  leaving?  The 
lie  class.  In  1985, 
were  320,000 
lents  here  who 

:ed  aiid  paid  tax-  "Twlce,  D.C.  has  tried  to  seize  my  home  and  auction  it  off 

by    1993,   just  ' 

^^h'fdtmng     delinquent  taxes.  Except  they  got  the  wrong  house" 

base,  no  wonder 

•ity  is  facing  a  $722  miUion  deficit  and 
ible  bankiTiptcy.  On  Feb.  2,  Mayor 
on  BaiTy  -Jr.  asked  Congi-ess  for  $276 
Dn  and  a  federal  takeover  of  Medic- 
welfare,  hospitals,  and  prisons. 
Tiy  is  eveiyone  bolting?  It  probably 
something  to  do  with  taxes.  D.  C. 
lents  pay  some  of  the  highest  per- 
.a  individual,  corporate,  and  proper- 
ixes  in  the  nation.  Spending  is  im- 
sive,  too:  two  times  that  of  Boston, 
h  is  approximately  the  same  size, 
•  con-ecting  for  state  payments, 
r  maybe  it's  the  city's  crime  rate 
has  people  scunying  for  the  'bm-bs. 
District  had  the  highest  murder 
9  in  1992.  And  what  other  city  sports 


their  hearts  don't  seem  to  be  in  it. 
When  Asian-American  shopkeepers  in 
my  neighborhood  complained  of  a  string 
of  aimed  robberies  that  left  nine  of  their 
number  dead.  Police  Chief  Fred  Thomas 
suggested  they  close  their  shops  earlier 
and  "give  up  a  few  dollars." 

D.  C.'s  level  of  corruption  can  also  be 
breathtaking.  A  federal  probe  of  the 
District's  public-housing  office  found  that 
almost  everyone  who  r-eceived  rent  sub- 
sidies in  1991  and  '92  had  to  pay  kick- 
backs, often  from  $500  to  $1,000.  Duiing 
Barry's  first  three  terms,  11  top  city 
officials  were  convicted  of  coiTuption. 

Not  eveiyone  flees,  of  course.  Some 
just  complain.  Thomas  N.  Edmonds,  a 


grich  wants  to  turn  the  residential 
portions  of  the  city  over  to  Maryland. 
Meanwhile,  the  White  House  has  foi-med 
a  "working  gi'oup"  to  monitor  the  Dis- 
trict's financial  travails. 

So  why  live  here?  Well,  the  panhan- 
dlers are  polite.  The  city's  building- 
height  restrictions  mean  you  can  always 
see  the  sky.  People  here  aren't  as  beau- 
tiful as  in  L.  A.  or  as  well-dressed  as  in 
New  York,  but  they're  lots  smarter.  I've 
met  astronauts,  spies.  Holocaust  survi- 
vors, mystics,  and  the  real  Barney  here. 
Besides,  who'd  buy  my  house? 

*  PAUL  MAGNUSSON 
Magnusson  has  lived  in  Washington 
for  15  years. 
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REAL  ESTATE 


BIG  BLUE'S 

WHITE-ELEPHANT  SALE 

Putting  old  properties  on  the  block  is  saving  IBM  billions 


The  I.  M.  Pei-designed  building  in 
Purchase,  N.  Y.,  once  headquarters 
for  its  sprawling  U.  S.  operations, 
fetched  an  estimated  $75  million.  Its 
prestigious  Madison  Avenue  office  tow- 
er went  for  $200  million.  The  posh  coun- 
try club  on  Long  Island's  north  shore 
brought  in  an  additional  $10  million. 

Acre  by  acre,  IBM  is  shrinking.  Last 
year,  Big  Blue  sold  off  25  properties, 
quietly  dumping  20  million  square  feet 
of  offices,  factories,  and  research  labs — 
about  13%  of  the  space  it  owns  or  leas- 
es around  the  world.  That  works  out 
to  an  area  twice  the  size  of  Manhat- 
tan's two  UO-stoiy  World  Ti-ade  Center 
towers.  The  savings:  $1.75  bilUon,  on 
top  of  the  $1.4  billion  from  facilities-re- 
lated cuts  in  1993.  "This  has  been  one  of 
the  significant  ways  to  reduce  cost  and 
expenses — not  just  by  laying  people 
off,"  says  Bob  Djurdjevic,  president  of 
computer  consultant  Annex  Research. 
NOT-SO-HIGH  TECH.  And  nothing,  it 
turns  out,  is  sacred.  On  Feb.  3,  IBM 
Chaii-man  Louis  V.  Gerstner  Jr.  told 
employees  that  the  company  would 
abandon  its  30-year-old  corporate 
headquarters  in  Ai-monk,  N.  Y.  Too 
old  to  accommodate  expanding  the 
use  of  such  Infonnation  Age  ameni- 
ties as  videoconferencing,  personal 
computers,  and  cable  television,  and 
too  costly  to  rewire,  the  concrete- 
and-glass  hilltop  headquarters  will 
be  sold  off.  In  its  place,  IBM  wall 
spend  about  $70  million  to  build  a 
much  smaller,  state-of-the-art  corpo- 
rate campus  elsewhere  on  the  same  450- 
acre  parcel. 

Rethinking  real  estate  has  become 
an  IBM  axiom.  After  shedding  183,000 
employees — 27,000  of  them  in  the  past 
year  alone — from  a  high  of  406,000  in 
1986,  IBM  simply  doesn't  need  the  ram- 
bling space  it  once  did.  Consolidating 
space  and  subleasing,  which  reduced 
electrical  and  heating  bills,  accounted 
for  nearly  half  the  $6.3  billion  in  cumu- 
lative cost  cuts  in  the  past  two  years. 


Managers  now  are  evaluated,  in  part, 
on  their  ability  to  shrink  property  bills. 

That's  why  IBM's  mainframe  unit 
balked  a  few  years  ago  at  paying  what 
it  thought  was  an  unreasonable  rent  at 
a  company-owned  facility  in  Somers, 
N.  Y.  With  top  management's  blessing, 
the  organization  found  cheaper  digs  a 
few  miles  away.  The  IBM  Personal  Com- 
puter Co.  has 


IBM-owned  plant  near  Stuttgart, 
many.  Salomon  Brothers  Inc.  an; 
John  B.  Jones  Jr.  says  that's  a  n 
change  in  strategy.  "Rather  than 
[the  plants]  because  there  doesn't  s 
to  be  enough  demand,  IBM  is  doing 
tures  with  other  companies  to  fill  t 
facilities,"  Jones  says. 
ORANGE  RUGS.  Now  comes  the 
part.  IBM  has  promised  Wall  Street 
it  will  cut  nearly  $2  billion  more  in 
penses  by  mid- 1996,  and  analysts 
der  what  other  properties  could  g< 
the  block.  The  Armonk  headquar 
may  be  a  tough  sell.  Not  the  slee 
office  building — the  1960s-era  oraWta 
carpeting  throughout  is  justly 
mous — it  may  need  considerable  spil 
up.  Gerstner  himself,  after  all, 
nounced  to  the  world  that  updating 
old  digs  would  cost  almos 
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consolidated  two  manufactur- 
ing sites  into  one  in  Raleigh,  N.  C.  In 
all,  Big  Blue  has  slashed  the  number 
of  its  manufacturing  facilities  to  19  fi'om 
39  over  the  past  two  years. 

What's  more,  other  factories  have  be- 
gun taking  in  non-iBM  work  or  have 
signed  up  partners  willing  to  share 
costs.  For  instance,  a  joint  venture  to 
build  semiconductors  with  Dutch  elec- 
tronics giant  Philips  will  take  over  an 


■edca 


much  as  what  IBM  intends  to  spend  cpient 
new  building. 

"It's  a  big  dinosaur.  Who  has  fllj 
money  to  spend  retrofitting  that  en  Shni) 
facility?,"  says  Rita  Cohen,  ownei  la'; 
RCR  Realty  in  White  Plains,  Nip 
"They're  going  to  take  a  real  bath  t  \\ 
it."  All  reasonable  offers  considered  pj 
By  Ira  Sager  in  New  1 


Besides  laying  people  off,  "this  has  been  one 
of  the  significant  ways  to  reduce  cost  and  expenses" 
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FRATEGIES 


TIME  WARNER  DIVIDES 
SELF.  CAN  IT  CONQUER? 

lating  cable  makes  sense,  but  U  S  West  may  balk 


jave  for  a  stint  in  the  Marines,  66- 
year-old  Alan  Gerry  has  lived  in 

''tiny  Liberty,  N.  Y.,  most  of  his  life, 
leamed  how  to  fish  in  the  suiTound- 
Catskills.  His  Saturdays  are  some- 
5S  spent  gossiping  at  the  Liberty 
sr.  Indeed,  Gerry  would  blend  right 
his  hometown  except  for  one  thing: 
built  a  $2.6  billion  cable-TV  empire 
id  Cablevision  Industries  Inc.  with- 
issuing  so  much  as  a  share  of  public 
k.  "We're  probably  a  little  proud  of 
.,"  he  says. 

'n  Feb.  7,  Gen*y  swapped  his  equity 
that  of  Time  Warner  Inc.  Now,  his 
une  is  subject  to  Wall  Street's  ever- 
Ling  opinion  of  Time  Warner  Chair- 
1  Gerald  M.  Levin.  Valued  at  up- 
ds  of  $600  million  in  a  stock  deal 
has  Time  Warner  assuming  $2  bil- 
in  Cablevision  debt,  Geny's  stake 
js  on  this  gamble:  Can  a  complex 
tegy  hatched  by  Levin  to  restruc- 
;  the  company  finally  make  Time 
Tier's  stock  take  off?  "I'm  not  overly 
;erned,"  Gerry  says, 
ome  think  he  should  be.  If  the  Ca- 
'ision  acquisition  and  other  recent 
s  go  through.  Time  Wamei-  will  face 
)wering  $19  billion  of  debt.  Levin 
;  he  will  lighten  the  load  by  selling 
cted  assets — including  a  20%  stake 
Umer  Broadcasting  System  Inc.  and 
.tered  cable  systems  representing 
it  200,000  subscriber's.  He  then  plans 
pin  off  Time  Warner's  cable  proper- 
,  which  sei-ve  more  than  11  million 
5cribers,  into  a  new  company.  The 
onale:  Since  cable  reregulation  has 
I'^ed  cash  flow  in  the  short  teiTn,  the 
ie  assets  are  needlessly  dragging 
Ti  Time  Warner's  shares.  Segi'egat- 
them  would  allow  investors  to  enjoy 
growth  potential  of  a  "clean"  enter- 
ment  company,  while  participating 
solid  cable/telephone  strategy  that 
:ill  incubating. 

iGH  NUT.  The  problem:  Most  of  Time 
'ner's  cable  systems  already  have 
n  placed  in  a  separate  entity  called 
e  Warner  Entertainment  LP.  That 
.pany,  63%  owned  by  Time  Wamer 
,  also  includes  Warner's  film  studio 
its  HBO  cable  channel.  The  rest  is 
lied  by  Baby  Bell  U  S  West  (25.5%) 
Japan's  Toshiba  and  Itochu.  Figuring 
true  asset  values  and  detaching  en- 
ainment  properties  fi"om  the  cable 
,ems  would  be  haixl  enough.  Doing  so 


without  diluting  or  oth- 
ei-wise  displeasing  share- 
holders such  as  Seagi'am 
CEO  Edgar  Bronfman 
Jr. — who  has  a  15%-  share 
of  the  common  stock — 
would  be  harder  still. 

Under  one  scenario 
discussed  by  analysts, 
Time  Warner  could  con- 
tribute its  two  most  re- 
cent cable  acquisitions — 
Cablevision  and  Houston 
Industries  (both  of  which 
it  owns  outright) — to  a 
publicly  traded  cable-only 
company.  After  much 
shuffling,  the  pai-ent  com- 
pany would  then  keep 
the  entertainment  prop- 
erties for  itself.  Time 
Warner  Entertainment 
would  disappear. 

But  why  would  U  S 
West  go  for  that?  Three 
years  ago,  the  Baby  Bell  invested  $2.5 
billion  in  the  entertainment  subsidiaiy 
partly  to  get  access  to  the  studio  and 
HBO.  Hoping  to  eventually  send  video 
down  its  phone  lines,  it  wants  a  soui'ce  of 
programming.  Analysts  agTee  that  U  S 
West's  stake  in  the  programming  assets 
alone  is  now  worth  moi'e  than  $o  bOlion. 
"I  think  it  would  be  very  difficult  for 
them  to  give  up"  those  investments,  says 
a  top  Time  Wamer  executive. 

Many  analysts  believe  Levin  likely 
will  have  to  cede  something  more  to 
make  his  partners  whole — especially 
since  they're  under  no  obligation  to 
agi'ee  to  any  sort  of  plan  at  all.  Will  he 
surrender  equity  in  the  cable  assets? 
Maybe,  but  how  much  is  fair  to  Time 
Wamer  shareholdei-s?  Does  he  trade  eq- 

Cable  Spree 

Recent  cable  deals  by  Time  Warner 


ACQUISITION 


PRICE    THOUSANDS  OF 

BILLIONS  OF  DOLLARS  SUBSCRIBERS 


CABLEVISION 

$2.6 

1,300 

HOUSTON  IND. 

$2.3 

1,174 

SUMMIT 

$0.3 

160 

NEWHOUSE 

NA* 

1,400 

*Not  Applicable.  Joint  venture. 

DATA  BUSINESS  WEEK,  COMPANY  REPORTS 

UNHAPPY  HOUR:  Cable's  cashfloir  has  sloired 


uity  in  the  parent?  Again,  maybe.  But 
that  could  be  dilutive. 

The  goal  likely  would  be  to  create 
two  separate  stocks  that  would  add  up 
to  more  value  than  a  single  Time  War- 
ner share.  Says  Time  Warner  finance 
chief  Richard  J.  Bressler:  "Anything 
we  do  will  create  value  for  all  of  our 
constituencies."  Still,  getting  there  could 
conceivably  pit  the  interests  of  U  S 
West  against  Bronfman.  Bi'onfman  was- 
n't available  for  comment,  but  U  S 
West  says  it  is  taking  a  wait-and-see  at- 
titude: "We  are  very  happy  with  the 
package  of  assets  we  invested  in,"  says 
Thomas  E.  Pardun,  CEO  of  U  S  West 
Multi-Media  Communications  Inc. 
"While  we  are  willing  to  talk,  there  is 
no  proposal  on  the  table." 

Restmctuiing  or  no,  Levin's  most  im- 
portant tasks  ai'e  to  shave  debt  and  im- 
prove cash  flow.  To  help,  Levin  says  he 
wants  to  sell  $2  billion  to  $3  billion  worth 
of  assets  within  18  months.  But  Wall 
Sti'eet  may  cry  for  more.  "Levin  is  going 
to  have  to  get  this  done,"  says  one  for- 
mer Time  Wamer  executive.  "He  can't 
come  back  in  a  year  and  a  half  and  say: 
'Sony,  it  was  too  hard  to  do.'"  At  that 
point,  even  Alan  Gerry,  like  Bronfman, 
might  find  himself  concemed.  Just  a  little. 

By  Michael  Oneal  in  New  York,  with 
Kathy  Rebello  in  San  Francisco  and 
Ronald  Grover  in  Los  Angeles 
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WORK  AND  FAMILY 


HONEY.  WE'RE 
CHEATING  THE  KIDS 

The  child-care  crisis  is  chronic:  Can  Corporate  America  cure  it? 


When  Devon  Gustafson  needed 
child  care  for  her  infant  son  so 
she  could  go  back  to  work,  she 
was  disgusted  by  what  she  saw.  At  the 
home  of  one  family  day-care  provider, 
Gustafson,  a  Metuchen  (N.J.)  banker 
servicing  mortgages,  found  a  swimming 
pool  with  no  safety  gate.  Another  left  a 
container  of  bleach  out  in  the  playroom. 
At  a  chui'ch-run  center,  Gustafson  saw  a 
crying  toddler  being  placed  on  a  pile  of 
rocks — and  ignored.  "What  do  you  do, 
except  quit  and  raise  them  yourself?" 


They  found  that  73.7%  of  the  centers 
were  providing  "mediocre"  care  that 
may  compromise  childi'en's  ability  to  en- 
ter school  ready  to  learn;  another  12.3% 
were  rated  unacceptable  (table).  The 
findings  cut  across  socioeconomic  lines 
and  all  levels  of  the  mothers'  education. 

The  lack  of  quality  child  cai'e  dii'ectly 
affects  the  productivity  of  the  American 
workforce.  As  of  Maix-h,  1994,  according 
to  the  Labor  Dept.,  60%  of  all  mothers 
with  children  under  the  age  of  6  were  in 


Day  Care's  Report  Card... 

A  recent  study  of  400  day-care 
centers  in  four  states: 


RATING 


%  OF  CENTERS 


POOR  Children's  safety  needs  not  met.     ]  2.3% 
No  warmth  or  support  from  adults 
observed.  No  learning  encouraged. 

MEDIOCRE  Children's  basic  needs  met.  73.7% 
Some  warmth  and  support  provided  but 
few  learning  experiences. 

DEVELOPMENTALLY  APPROPRIATE         ]  4.0% 

Health  and  safety  needs  fully  met. 
Learning  encouraged.  Adults  have  close 
relationships  with  each  child. 


Both  Republicans  and  the  Clinton  i 
ministration  are  mulling  plans  to  f  t 
the  mothers  who  head  most  of  tls 
homes  to  work  for  their  benefits-x 
push  them  into  the  workforce  by  cut| 
off  assistance  after  two  years. 
SILENT  GOP.  Either  way,  demand 
quality  child  care  would  dramatic 
increase — with  no  corresponding 
crease  in  the  supply.  The  federal  j 
ernment  spends  about  $2  billion  a  j 
in  child-care  grants  aimed  at  wel: 
recipients  and  low-income  workers, 
part  of  President  Clinton's  welfare 
foiTn  plan,  he  would  bolster  child-( 
assistance  duinng  job  training  and 
the  first  12  months  off  the  welfare  n 
The  GOP's  proposals,  while  big  on 
cial-spending  cuts,  "don't  mention  c 
care,"  says  Bmce  Hershfield,  dire 
of  child  day-care  services  for  the  C 
Welfai-e  League  of  America.  "As  a  p 
tical  m.atter,  you  can't  talk  about  mo\ 


...And  How  To  Improve  I 

The  study's  recommendations: 

CONSUMER  EDUCATION  Teach  parents  to  identify 
quality  child  care. 

RAISE  STANDARDS  Boost  state  standards  and 
improve  monitoring. 

INCREASE  INVESTMENT  Invest  in  education  and 
training  of  teaching  staff  and  administrators. 
Provide  pay  appropriate  to  experience  and  duties. 
ASSURE  FINANCING  AND  SUPPORT  Help  families 
pay  for  care  with  government  and  private-sector 
subsidies.  Tie  government  funding  to  meeting 
quality  standards. 

DATA  COST,  OUALin.  AND  CHILD  OUTCOMES  IN  CHILD  CARE  CENTERS 


says  Gustafson.  "For  a  lot  of  us,  that's 
just  not  feasible." 

Unsafe  conditions.  Uncaring  provid- 
ers. Child  care  in  America  today  is  in 
crisis.  Despite  increasing  alarms,  many 
working  parents — and  not  just  the  low- 
est-wage earners — are  leaving  their  kids 
in  settings  that  jeopardize  their  health 
and  safety.  Studies  show  that  poor-qual- 
ity care  threatens  children's  cognitive 
and  emotional  development.  And  the 
risks  are  gi"eatest  in  the  critical  first 
three  years  of  life.  "Child  care  in  this 
country  is  seen  as  a  problem  for  parents 
and  not  as  an  investment,"  says  Bar- 
bara Reisman,  executive  director  of  the 
Child  Care  Action  Campaign. 

A  new  study  provides  vivid  details  of 
just  how  bad  care  can  be — and  of  the 
market  forces  at  work.  The  study,  re- 
leased Feb.  6,  of  400  day-care  centers 
was  done  by  economists  and  child-devel- 
opment experts  at  four  universities. 


the  labor  force.  When  child  care  falls 
thi'ough,  absenteeism  and  turnover  soai-. 
Says  Joan  Lombai'di,  a  senior  adviser  at 
the  Health  &  Human  Services  Dept.: 
"Continuity  of  child  care  is  a  require- 
ment for  continuity  and  productivity  of 
work." 

It's  also  critical  for  welfare  mothers 
trying  to  lift  themselves  up  into  the 
workforce.  In  1992,  the  last  year  for 
which  data  is  available,  61%  of  families 
on  welfare  included  kids  under  age  6. 


Unsafe  conditions. 
Unhealthy 
surroundings. 
Uncaring  providers. 


An; 


lersa 


from  welfare  to  work  without  talk 
about  child  care.  Someone's  going 
have  to  care  for  those  children." 

Why  is  good  child  care  so  tough 
find?  The  answer,  concludes  the  rec  '5' 
study.  Cost,  Quality,  and  Child  C 
comes  in  Child  Care  Centers,  b(  |( 
down  to  economics.  In  the  states  st 
ied — Connecticut,  North  Carohna,  C 
foiTiia,  and  Colorado — researchers  foi 
that  even  mediocre  care  is  expensi 
On  average,  it  costs  a  center  $4,940 
year — excluding  donations — to  provlurfg 
services  for  one  child.  That  represe  jjj 
8%  of  the  1993  median  U.  S.  family  p  ^ 
tax  income  for  a  dual-eamer  family,  i  '"^^''^ 
23%  of  earnings  for  families  headed  b;  fei 
single  parent  working  full-time.  coniit 

Ti-ouble  is,  child  care  is  an  imperfl- 
market:  The  study  found  that  strc( 
competition  in  local  markets  keepfi 
tight  lid  on  prices— but  it  also  depre 
es  the  quality  of  care  provided  to  cl| 


Exp 
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We're  bringing  you  an  audit  that  focuses  on  where 
you  want  to  go,  not  just  where  you've  been. 


An  audit  that  only  looks  back  on  the  past  won't 
ilp  you  move  ahead — especially  in  today's  turbulent 
xsiness  world. 

That's  where  Arthur  Andersen  can  help.  While 
hers  audit  your  numbers — Arthur  Andersen  audits 
)ur  business.  With  new  measurements.  Better 
edback  on  controls.  Plus,  creative  ideas  to  help  you 
iprove  performance. 

Experienced  Arthur  Andersen  auditors  compare 
)ur  controls  and  operating  processes  to  the  best  in  the 
orld  using  the  proprietary  Global  Best  Practices'"^' 
lowledge  base.  Available  ouhf  to  Arthur  Andersen 
■ofessionals,the  Global  Best  Practices  knowledge  base 
constantly  updated.  In  these  professionals'  trained 
mds,  it's  an  unequaled  resource. 

Arthur  Andersen  auditors  can  then  share  insight  with 
»u  and  help  you  discover  innovattve  ways  to  iniprove 

'  J95  Arthur  Andersen,  Arthur  Andersen  &  Co,  SC.  All  nghts  reserved. 


your  company's  processes  and  enliance  performance. 

Fttid  out  how  you  can  get  more  from  your  audits.  To 
discuss  with  us  personally  how  our  Global  Best  Practices 
services  can  help  you  move  your  company  ahead,  call 
your  local  Arthur  Andersen  office,  today. 

Global  Best  Practices'" 
Putting  insight  into  practice'" 


Arthur 
Andersen  /. 


Arthur  Andersen  &  Cq  SC 
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dren.  Centers  have  little  incentive  to 
boost  quality  because  providing  good 
care  costs  about  10%  more,  the  study 
found.  Higher-quality  centers,  for  ex- 
ample, typically  have  lower  ratios  be- 
tween adults  and  children,  and  employ 
better-educated  teachers  who  earn  more. 

What's  more,  parents  overestimate 
the  quality  of  care  kids  receive.  The 
study  found  90%  of  parents  rated  pro- 
gi-ams  as  "veiy  good,"  while  trained  ob- 
servers rated  most  of  them  "poor  to 
medioci'e."  But  it  also  found  that  par- 
ents aren't  really  demanding  quality, 
perhaps  because  of  the  "inherent  diffi- 
culty" of  monitoring  care.  What  parents 
asked  for — and  got — were  longer  hours, 
from  after-school  progi'ams  to  summer 
camps,  to  allow  for  job  fle.xibility. 
COMMITMENT  CARROT.  Increasingly,  com- 
panies are  responding  to  the  gaping 
need  for  good  child  care — a  move  the 
study  applauds.  Researchers  found  that 
the  16  workplace  centers  they  obsen'ed 
adhered  to  higher  standards  than  many 
other  centers  in  the  study.  The  key  dif- 
ference: access  to  extra  resources  that 
they  used  to  boost  quality. 

NationsBank  Corp.  in  1994  set  aside 
$10  million  for  a  five-year  investment  in 
such  progi'ams  as  its  own  child-cai*e  cen- 
ter and  training  for  employees'  caregiv- 
ers. Workers  at  Genentech  Inc.  can  use 
a  company-built  day-care  center,  open 
12  hours  a  day.  Genentech  under^wiites 
half  the  operating  costs.  The  facility  has 
slashed  turnover  and  lured  back  em- 
ployees such  as  Pamela  M.  Peters,  a 
mother  of  three  who  left  in  the  1980s, 
partly  because  of  the  trouble  she  faced 
finding  good  child  cai'e.  "Wlien  I  wanted 
to  come  back  to  work  the  No.  1  thing 
was,  did  the  company  have  a  commit- 
ment to  working  parents?"  says  Peters. 

But  Corporate  America  can't  solve 
the  child-care  problem  alone.  So  some 
companies  such  as  Johnson  &  Johnson 
are  turning  to  the  community.  As  part 
of  the  Ameincan  Business  Collaboration 
for  Quality  Dependent  Care,  J&.J  and  10 
other  corporations  have  enlisted  the 
help  of  some  145  entities  and  raised  $27 
million  to  fund  dependent-care  projects 
in  45  communities. 

Even  such  collaborative  efforts, 
though,  will  fall  short  without  a  nation- 
al commitment  to  ensuring  good-quality 
care  for  all  children.  The  study  calls 
fostering  such  a  commitment  its  "one 
critical  recommendation."  Given  the  belt- 
tightening  in  Washington  when  it  comes 
to  social  progi-ams,  working  parents  like 
Gustafson  shouldn't  hold  their  breath. 

By  Michele  Galen  in  New  York,  ivith 
Mike  McNamee  in  Washington  mid  bu- 
reau repoHs 


NIMBLE:  THE 
SHUTTLE  MAKES 
342  TRIPS  DAILY 


AIRLINES 


NOT  BAD,  FOR 
A  DUMB  IDEA 

United's  Shuttle  has  put 
Southwest  on  notice 

Los  Angeles  architect  Richard  L. 
Dachman  used  to  fly  Southwest  Aii- 
lines  on  his  monthly  business  trips 
to  Northern  California.  He  loved  the 
cheap  fares  and  frequent  flights,  but 
hated  the  lack  of  elbow  room  and  the 
"cattle-call"  rush  to  grab  unassigned 
seats.  Now,  Dachman  flies  the  Shuttle 
by  United  instead.  His  round-trip  ticket 
to  Sacramento  costs  $84 — the  same  as 
Southwest's  fai'e — plus,  he  enjoys  an  as- 
signed seat  and  can  use  frequent-flier 
miles  to  upgTade  to  fii'st  class.  "This  is  a 
lot  more  organized,"  Dachman  says. 

A  deranged  mba's  pipe  di-eam,  a  sui- 
cide inission — at  the  very  least,  a  dumb 
idea.  That's  what  industry  consultants 
and  airline  executives  called  United  Aii-- 
lines  Inc.'s  plan  to  launch  a  short-haul 
canier  in  California,  the  heart  of  South- 
west Airline  Co.'s  short-haul  system.  If 
nothing  else,  says  Michael  J.  Boyd,  pres- 
ident of  consultant  Aviation  Systems 
Research,  "the  Shuttle  is  a  distraction 
that  keeps  them  from  focusing  on  their 
core  problems.  Starting  a  second  air- 
line doesn't  fix  the  fii'st  one." 

The  thing  is,  United's  California 
dream  is  making  headway.  Armed  with 
wage  cuts  ft-om  an  employee  buyout  in 
July,  United  launched  the  Shuttle  in  Oc- 
tober. Four  months  later,  the  service  is 
stealing  Southwest's  passengers  and  re- 
ducing profitability  on  some  of  its  most 
ti-aveled  i-outes.  Citing  fare  wars  and 


lower  profit  per  passenger,  Southv 
reported  fourth-quarter  profits  d 
nearly  47%.  from  a  yeai*  earlier,  to  3 
million. 

The  Shuttle  is  still  hitting  s 
bumpy  patches.  On-time  performs 
has  slipped  badly  since  October  beca 
of  persistent  bad  weather.  And  vi^ 
more  flights  operating,  passenger  1 
factors  have  dropped,  fi'om  70%  in  Oi 
ber  to  60%  in  December.  Southwe 
have  declined,  too,  but  not  as  much. 

Indeed,  analysts  think  United  is 
ing  millions  on  the  Shuttle,  though 
company  won't  break  out  data.  The 
line  may  not  turn  a  profit  on  its  r 
unit  until  1996.  Says  Southwest  CI 
Financial  Officer  Gaiy  C.  Kelly:  "Uni 
and  the  rest  of  the  industry  have  m 
significant  progress  in  reducing  co 
but  I  don't  see  them  matching  us." 
WHY  DRIVE?  In  the  meantime,  travel 
ai'e  reaping  the  benefits.  Air  fares 
the  hotly  contested  Los  Angeles-0 
land  corridor  have  plunged  to  as 
as  $35  one-way.  "At  that  price, 
cheaper  than  gasoline,"  says  Lawi-e 
R.  Crawford,  president  of  Avitas  In( 
Reston  (Va.)  airline  consultant.  Fr 
December,  1993,  to  last  December 
the  San  Francisco-Seattle  route, 
coach  one-way  fares  dropped  74%, 
$139,  according  to  the  American  ] 
press  Airfare  Index. 

Both  airlines  are  stepping  up  flig 
too.  The  Shuttle  makes  342  trips  d; 
among  15  cities — all  but  three  of  th 
in  Califomia — up  fi-om  184  flights  in 
tober.  Southwest,  still  king  of  the  1 
offers  465  flights  in  and  around 
Golden  State — up  from  433.  Who 
blink  first?  Neither  rival  will  give 
easily,  analysts  say.  That  means  C 
fornia's  blue  skies  could  be  filled  w 
red  ink  for  months  to  come. 

By  Susan  Chandler  in  Chicago,  u 
Eric  Schine  in  Los  Angeles 
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$200,000,000 
Revolving  Credit  Facilities 
for 

Coastal  Healthcare  Group,  Inc. 


Tlie  undersigned  structured,  airanged  and  acted  as 
administrative  agent  for  these  transactions. 


First  Union  Capital  Markets  Group 

Capital  Markets  Group 


Asset  Based  Finance  •  Asset  Securitization  •  Foreign  Exchange  •  International  Trade  Finance  •  Leasing  •  Mergers  and  Acquisitions 
Mezzanine  and  Equity  Capital  •  Money  Market  Investments  •  Municipal  Securities  Underwriting  •  Private  Placements  •  Public  Finance 
Risk  Management  Products  •  Structured  Finance  •  Syndications  •  Tax  Advantaged  Products 


This  announcement  appears  as  a  matter  of  recorcj  only     1995  First  Union  Cofporalion 


The  AU-NewLincoln  Coi  ai 
The  Perfect  Setting  Bar  ( 


Steemig:  Normal 
Ride:  Normal 


Steering:  Normal 
Ride:  Pliish 


LINCOLN-MERCURY  DIVISION  <^W>  "See  dealer  for  details. 


ntal  Provides 
Occasion. 


Steering:  Firm 
Ride:  Firm 


Introducing  The  Only  Luxury 
Car  With  Adjustable  Steering  And 
Suspension  Settings. 

You  can't  always  choose  the  road  you  take.  However, 
the  all-new  Lincoln  Continental  lets  you  choose  the  way 
you  take  the  road.  With  the  push  of  a  button,  separate 
ride  and  steering  settings  allow  you  to  adjust  to  virtually 
any  road  condition. 

For  highway  driving,  select  normal  ride  and  steering 
settings.  For  rough,  uneven  roads,  a  plush  ride  setting 
smoothes  out  bumps  and  potholes.  For  more  challenging 
roads,  adjust  to  a  firmer  ride  and  tighter  steering  response. 

The  Continental  is  powered  by  the  32-valveV-8 
InTech™  System  that's  capable  of  going  100,000  miles  before  a 
scheduled  ttme-up. 

It's  also  backed  by  the  Lincoln  Commitment^  a  com- 
prehensive owner  benefits  package  that  includes  24-hour 
Roadside  Service  Assistance  and  a  service  loaner.* 

For  more  information,  call  1  800  446-8888. 
The  all-new  Lincoln  Continental.  The  perfect  balance 
of  luxury  and  technology. 

LINCOLN 

What  A  Luxury  Car  Should  Be 


Ne\ys:  Analysis  &  Commentary 


STOCK  OFFERINGS 


GENERAL  MAGIC'S 
SPELL 

An  Apple  spin-off's  IPO  makes 
a  stir  despite  perils  ahead 

It  feels  a  lot  like  biotech.  Lots  of 
promise.  No  track  record.  Nonethe- 
less, any  day  now,  General  Magic 
Inc.,  a  Silicon  Valley  software  maker 
with  zero  profits,  a  whisper  of  reve- 
nues, and  veiy  big  dreams,  plans  an  in- 
itial i^ublic  offering  that  has  Wall  Street 
buzzing.  The  early  line:  This  IPO  could 
rise  well  above  its  e.xpected  $13-a-share 
offering  price. 

Why?  The  1990  Apple  Computer  Inc. 
spin-off  is  one  wellbom  toddler.  Two  of 
its  three  founders,  Andrew  Hertzfeld 
and  William  Atkinson,  helped  create  the 
Macintosh.  The  third.  Marc  Porat,  is  a 
Silicon  Valley  visionaiy  who  championed 
anytime,  anywhere  communications  at 
Apple.  General  Magic's  investors — who 
already  have  ponied  up  $77  million — 
read  like  a  high-tech  Who's  Who:  at&t, 
Sony,  Motorola,  Matsushita,  and  Toshiba, 
to  name  a  few.  And  the  company  oper- 
ates in  a  white-hot  field:  software  for 


wireless  communications.  Says  Motorola 
Vice-President  P^andy  Battat:  "This  is  a 
long-term,  huge  opportunity." 

But  it  may  be  a  long  time  before  the 
opportunity  pays  off.  A  $13  stock  would 
give  General  Magic  a  market  value  of 
some  $300  million.  Yet  it  has  revenues  of 
just  $2.5  million — from  two  products 
largely  unproven  in  the 
market.  Its  Magic  Cap 
software  for  "personal 
communicators"  lets 
people  send  and  receive 
E-mail  and  faxes  by 
tapping  on  the  screen 
of  a  handheld  device. 
Then,  there's  Telescript: 
a  programming  lan- 
guage for  communica- 
tions software  that  en- 
ables software  "agents" 
to  zip  along  I-ways  to 
retrieve  data. 
TOO  EARLY?  General  Magic  hopes  to  be 
the  standards-setter  in  personal  com- 
municators— a  sort  of  Microsoft  Corp. 
of  the  handheld  market.  Tr-ouble  is,  Mi- 
crosoft plans  to  be  that,  too,  as  do  Ap- 
ple and  software  maker  Geoworks. 
Meanwhile,  the  market  for  personal 
communicators  has  yet  to  jell.  Says  Na- 
than P.  Myhrvold,  senior  vice-president 
of  Microsoft's  Advanced  Technology 
Gi'oup:  "General  Magic  is  going  to  miss 
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RED  MAGIC 

GENERAL  MAGIC'S  FINANCIAL 
PERFORMANCE  SINCE  ITS  FOUNDING 

5 

LICENSING  REVENUE  ► 


'92 

•93 

NET  LOSSES 
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▲  MILLIONS  OF  DOLLARS      DATA  COMPANY  hEPORTS 


the  wndow.  Their  effort  is  way  too 
ly.  I  can't  imagine  how  they  wil 
successful." 

General  Magic's  answer  is  to  devi 
versions  of  Magic  Cap  that  run  on 
sonal  computers.  That  way,  hand 
devices  using  Magic  Cap  will  be 
to  swap  info  with  PCs.  The  new  M; 

Cap  versions  are  se| 
debut  this  summer, 
marketing  muscle, 
company  is  countin, 
its  big  partners  t 
cense  its  software 
their  own  products 
far,  though,  onl 
handful  have  step 
up  to  the  plate. 

Meanwhile,  anal 
figure  General  Ma 
spending  $2.5  mi 
a  month.  Red  in 
date:  $53.1  million, 
its  prospectus  says  it  expects  "subs 
tial"  losses  through  '96.  The  4  mil 
share  IPO  will  sell  less  than  20% 
the  company,  raising  some  $50  mill 
Insiders  expect  that,  plus  $34  mil 
in  cash  on  hand,  to  carry  General 
ic  into  '97.  Could  be.  But  invest! 
may  have  jittery  moments  be 
its   fundamentals   match  the  h.^ 
around  it. 

By  Katliy  Rebello  in  San  Franci 


•SEVEN  MONTHS 


DEALS 


RUMBLE 

IN  TOONTOWN 

Silicon  Graphics  drops  a 
bundle  to  one-up  Microsoft 

A showdown  is  shaping  up  in  Holly- 
wood that  would  do  Gary  Cooper 
proud.  On  Feb.  7,  Silicon  Graphics 
Inc.,  whose  graphics  computers  helped 
create  the  special  effects  in  Jurassic 
Park,  Forrest  Gamp,  and  other  mo- 
vies, said  it  will  shell  out  $500  million  in 
stock  for  two  computer-animation  soft- 
ware companies,  Wavefront  Technolo- 
gies Inc.  and  Alias  Research  Inc.  And 
Hollywood  sources  say  SGi  already  is 
trying  to  talk  filmmakers  into  adopt- 
ing the  new  technology  it  is  assem- 
bling. Among  the  companies  that  have 
been  approached,  says  SGI  CEO  Edward 
R.  McCracken,  is  DreamWorks  skg,  the 
new  studio  that  teams  .Jeffrey  Katzen- 
berg,  Steven  Spielberg,  and  David  Gef- 
fen.  Neither  side  will  confii-m  that  a 
deal  is  imminent. 


SGI'S  McCRACKEN:  Foresees  all-digital  film  studios 


Why  SGi's  big  move  on  Tinseltown? 
In  a  word,  Microsoft  Corp.  Last  year, 
the  software  giant  bought  Softimage 
Inc.,  a  rival  to  Alias  and  Wavefront. 
The  prize  both  companies  covet:  control 
of  the  tools  to  build  interactive  TV,  vid- 
eo games,  and  online  information  sys- 
tems. Entertainment,  McCracken  says. 


is  already  "the  faste 
growing  computer  mar 
by  far." 

SGI,  with  its  powei 
computer  sei-vers  and  < 
graphics  workstatio 
hopes  to  lead  a  shift  to 
digital  movie  studios.  A 
and  Wavefront,  which 
ate  animation  and  mi 
special-effects  softw^ 
dominate  their  fields  j 
could  give  McCracken  ■ 
clout  to  standardize  d 
formats  that  are  a  \ 
stumbling  block  to  rao 
digitization. 

Microsoft,  however, 
similar  designs.  Ali'eadji 
has  announced  Softimj 
deals  with  Sega  Enterpi 
es  Ltd.,  Fox  Animat: 
Studios  Inc.,  and  othe 
And  last  month,  it  put  pressure  on  a 
new  partners  by  dropping  prices 
Softimage  programs  as  much  as  6£ 
But  with  SGi's  backing,  the  two  com] 
nies  should  be  far  more  fonnidable  fc 
Could  be  a  digital  High  Nooyi  in  t 
making. 

By  Robert  D.  Hof  in  San  Franci 
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WHO'S  THE  ONLY  STAR  WHO  NEVER  TAKES  THE  FIELD? 


We've  never  scored  a  touchdown  or  slam  dunked. 
Never  turned  a  double  play  or  hit  a  perfect  triple  axel.  Never  even  had  a  standing  0. 


But  we've  excelled  at  the  world's  great  sporting  events. 


We've  been  to  the  Olympic  Games  -  Barcelona  in  '92  and  Lillehammer  in  '94. 
And  we'll  be  in  Atlanta  in  1996. 

We  wear  the  ARAMARK  star.  It  is  the  symbol  of  the  world's  leading  managed  services  company  - 
a  company  you  may  have  known  before  as  ARA. 

At  ARAMARK,  we  provide  many  services  ranging  from  child  care  to  hospital  nutrition. 


These  are  serious,  important  jobs.  But  at  the  stadium, 
we're  up  in  the  stands  with  you. 


We  serve  up  food  and  fun  for  fans  of  all  ages  and  all  sports  - 
for  fans  of  hot  dogs  and  pizza  and  sausage  and  ribs. 


We  even  sell  the  souvenirs. 


And  we're  the  leader  in  the  field,  even  though  we've  never  been  on  it. 


Call  1-800-ARAMARK  for  more  information. 


See  you  at  the  game. 


ARAMARK 


Managed  Services,  Managed  Better. 


ARAMARKnt  Managed  Services  for  Business,  Education,  Healthcare,  Leisure  and  Government:  ' 
Food,  Refreshments,  Uniforms,  Child  Care,  Medical  Services,  Facilities  Management,  Magazine  and  Book  Distribution. 


Every  day,  you  make 
decisions  that  determine  the 
future  of  your  company. 


What  computer  system 


do  you  have? 


As    the    world's    leading    UNIX'"'  vendor, 
we've    helped    |)  r  o  v  i  d  e    solutions    to  thousands 
of    c  o  m  |)  a  n  i  e  s    around    the  globe. 
If    the    business    decisions    are  yours, 
the    computer    system    should    be  ours. 


HEWLETT^ 
PACKARD 


('  o  m  p  u  t  e  r    S  y  s  t  e  m  s 

lijpmpiiPinimn 


UNIX  IS  a  registered  trademark  m  the  United  States  and  other  countries  licensed  exclusively  through  X/Upeii  Company  Limited  iy1995  Hewlett-Packard  Company  CSO9501 


In  Business  This  Week 
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ROBERT  HAFT 
CIRCLES  PHAR-MOR 

HE   LOST  THE   COMPANY  TO 

Dad,  then  got  mired  in  an  ec- 
centric intrafamily  legal  fra- 
cas. WTiat  to  do  now?  Robert 
Haft,  ousted  from  Dait  Group 
last  year  by  father  Herbert,  is 
considering  a  bid  for  bankrupt 
Phar-Mor,  sources  familiar 
with  his  plans  saj^  Haft,  who 
won't  comment,  is  said  to  be 
leading  a  gi'oup  that  hopes  to 
buy  a  majority  stake  in  the 
$1.9  billion  discount  drug 
chain,  which  is  seeking  to 
emerge  from  Chapter  11  pro- 
tection. The  move  would  give 
the  41-year-old  executive  a 
place  to  plunk  his  cash  cache 
in  the  wake  of  his  departure 


CLOSING  BELL 


HOT  METAL 

Blame  it  on  the  Siberian  win- 
ter. The  price  of  nickel,  a  met- 
al used  in  stainless  steel  and 
the  U.S.  coin,  has  soared 
80%  since  August,  in  part 
because  of  weather-related 
production  shortfalls  at  the 
huge  Norilsk  refinery  on  the 
remote  Russian  tundra.  Add 
in  surging  demand  and  a 
scrap  shortage,  and  you  have 
a  mecca  for  speculators.  On 
Feb.  6,  a  correction  blew  off 
some  froth,  sending  prices 
down  11%.  But  after  more  re- 
trenchment, analyst  Vahid 
Fathi  of  Kemper  Securities  ex- 
pects a  buying  opportunity.  By 
next  year,  he  predicts,  prices 
will  be  25%  to  30%  higher. 


NICKEL,  PRICE  PER  METRIC  TON 


0-  

AUG.  12,  '94 
ATtOUSANDS  Of  DOllARS 

DATA;  BLOOMBERG  FINANCIAL  MARKETS 


from  Dart:  He  collected  a 
S34.1  million  jurj-  award  last 
fall  and  S17  milhon  for  his 
share  of  family  real  estate. 


COMFORT  FROM 
ORANGE  COUNTY 

SEVE.VTY-SEVEX   CENTS  ON 

the  dollar:  Not  bad,  not  ter- 
rific, for  investors  in  Orange 
County.  Under  a  plan  un- 
veiled Feb.  7,  agencies  in  the 
county  pool  would  get  77% 
of  their  investment  back  in 
cash.  School  districts  would 
get  an  additional  13%  from 
notes  issued  later  Bond  hold- 
ers are  guarded.  "It's  a  fii'st- 
blush  proposal,"  says  Peer 
Swan,  chairman  of  the  Inine 
Ranch  Water  District,  with 
S300  million  in  the  pool.  A 
settlement  would  free  up 
over  S600  million  in  reserves 
earmarked  for  bond  pay- 
ments due  this  summer. 


PEACE  COMES  TO 
MICHIGAN  NATIONAL 

SHAREHOLDERS   HAVE  NOT 

been  happy  with  Michigan 
National  Chairman  Robert 
Mylod,  whose  decade-long 
tenure  has  been  marked 
mainly  by  underachievement. 
So  on  Feb.  6,  Mylod  found  a 
buyer.  National  Australia 
Bank  will  pay  SI. 5  billion  in 
cash,  or  Si  10  a  share,  for 
Michigan  National.  Presto: 
No  more  angry  investors — 
their  stock  traded  below  60  a 
year  ago — and  a  likely  proxy 
battle  averted.  Mylod  even 
gets  to  keep  his  chairman's 
title,  though  President  Doug- 
las Ebert  will  be  CEO. 


BLOCKBUSTER,  IBM 
HEAR  ONLY  STATIC 

COMPACT  .MUSIC  DISKS  ON  DE- 

mand.  Great  idea.  Didn't  fly. 
Blockbuster  and  IBM  have 
called  off  their  venture  to 
market  a  system  that  would 
have  let  music  retailere  create 
CDS  in-house,  using  data  sent 


HEADLINER:  FIDO 


THE  FUR  IS  FLYING  IN  THE  PET-FOOD  WARS 


Dogs  and  cats  across 
America  are  salivating. 
Heinz  announced  on  Feb.  6 
that  it  would  pay  S725  mil- 
lion for  Quaker  Oats' 
North  American 
pet-food  busi- 
ness, bringing 
Quaker's  Kib- 
bles 'n  Bits  and 
Pup-Peroni 
brands  into  the 
kennel  with  its  9 
Lives  and  Meaty 
Bone  brands. 

The  rationale:  Dober- 
mans  win  more  fights  than 
chihuahuas.  Heinz  will  gain 
the  critical  mass  it  needs 
to  compete  against  indus- 
try top  dogs  Ralston  Puri- 
na and  Nestle.  But  the 
scrap  could  be  ugly.  Now, 
the  three  big  companies 
will  each  hold  over  20%  of 


the  market,  and  analysts 
fear  a  price  war  for  markei 
share. 

At  the  same  time,  the 
big  brands,  which  sell 
mostly  to  super- 
markets, are  los- 
ing sales  to  the 
^  pet-food  set's 
nimble  grey- 
hounds— lams, 
Science  Diet, 
and  other  premi- 
um brands  that 
distribute  through 
veterinary'  offices  and 
specialty  stores.  Even  low- 
ly mutts  are  cashing  in: 
Sales  of  private-label 
brands,  such  as  Wal-Mart 
Stores'  or  Roy  are  surging 
at  discounters  and  ware- 
house clubs.  Cheaper  eats, 
it  seems,  for  Fido. 

By  Greg  Bums 


over  phone  lines.  Blockbuster 
says  the  move  doesn't  signal 
a  change  in  strategy-  but  con- 
cedes that  the  market  was 
not  ready.  Beyond  consumer 
resistance,  says  a  Blockbuster 
spokesman,  "there's  the  ex- 
pense of  installing  the  hard- 
wai'e."  Not  to  mention  fierce 
resistance  from  the  recording 
industi-y,  which  feared  being 
left  out  of  the  sales  loop. 


SAAB  AND  GM  PROVE 
A  GOOD  MATCH 

co.ME  Feb.  13,  there  will 
be  joy  in  Stockholm — and  in 
Detroit.  Sweden's  Saab  Au- 
tomobile is  expected  to  an- 
nounce its  first  full-year  prof- 


WINNER:  The  hot-selling 
Saab  900  has  guts  by  GM 


it  since  1988,  thanks  in  larf 
part  to  help  from  Gener: 
Motors,  which  in  1990  p, 
$600  million  for  50%  of  t] 
company.  Saab  has  kept 
distinctive  styling  intact,  bi 
its  new  900  model  shares  m 
chanical  guts  with  the  Op 
Cahbra  sold  by  gm's  Germs 
subsidiary.  Strong  demand  fi 
the  900  helped  boost  Saat 
worldwide  sales  22%  lai 
year,  to  89,000  cars— bi 
without  gm's  parts  bin  to  d; 
into,  it  likely  couldn't  hav 
afforded  the  new  model 

ETCETERA... 


■  Salomon  took  a  $217  mi 
lion  pretax  hit  to  fix  10  yeai 
of  accounting  errors. 

■  Polaroid  stopped  end-o 
quarter  trade  discounts.  Thj 
will  force  a  S20  million  loss 

■  Kenny  s&P  will  provide  ii 
vestors  with  prices  on  munii 
ipal  bonds,  starting  in  May 

■  Whiff!  Clinton  couldn 
bring  peace  to  baseball.  Coi 
gress  likely  won't  try. 
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What  Does  a  Multimedia 
Phone  Call  Look  Like? 


VIDEO 

CONFERENCING 

Hold  face-to-face 
meetings  across 
the  country  at  a 
moment's  notice. 
Share  graphics  and 
documents  without 
leaving  your  seat. 


MULTIMEDIA 
MESSAGING 

Send  and  retrieve  — 
or  store-and-forward 
—  faxes,  e-mail, 
voice  mail  and 
electronic  bulletin 
board  postings.  On 
screen  or  by 
telephone. 


BROADBAND 
TRANSMISSION 

We're  a  technology' 
leader  in  implement- 
ing customer- 
premise  ATiVI.  So 
you  can  get  cost- 
effective  wideband 
transmission  on 
demand  for  imaging 
and  enhanced  data 
capabilities. 


COMPUTER 

TELEPHONY 

INTEGRATION 

Integrating  phones 
and  LANs  is  now  an 
affordable  reality. 
LANs  can  enhance 
data  flow  within  the 
enterprise;  Fujitsu's 
platform  can  extend 
that  flow  to  the  world. 


CALL 
CENTER 

Our  Automatic  Call 
Distribution  capabilities 
mean  you  can  prioritize, 
process  and  analyze 
thousands  of  incoming 
customer  orders  in  a 
single  work  shift. 


On  the  Fujitsu  Multimedia  Platform,  it  could  look  like  an  ad  layout  an  associate  has  sent  to  your  PC,  or 
a  proposal  a  colleague  has  bit-streamed  from  another  sales  office  —  even  a  workgroup  member's  face 

during  a  "virtual"  meeting.  The  fact  is,  a  phone  call  coming  through  your  Fujitsu  Multimedia  Platform 
can  look  like  anything  you  want  to  send  or  receive,  from  anyone  else,  anywhere  else,  in  the  country. 
For  a  White  Paper  on  the  "Future  of  Multimedia  in  the  Workplace,"  call  1-800-553-3263. 


FUJITSU 

I  COMPUTERS,  COMMUNICATIONS,  MICROELECTRONICS 


EN  YOUR  BUSINESS  PHILOSOPHY 
IS  MEAT  AND  POTATOES, 
YOU  INVEST  IN  POTS  AND  PANS. 


I  111'  I  l.uisini  |j|iil(is<i|iliv  bolls  iliiwii  t(i  this:  10  own  coiiipa- 
llics  wllosr  |iio(liirls  oi  si'i  \ii  i-s  .iic  cssciil  liil.  no  iil.itliT  what 
till'  rrolloiiiy,  ( jiiiii|)aiiirs  likr  l  arln'i  vvaii'. 

As  the  second  laif^'i'sl  ma  nil  larl  in  n  ol  st.unli'ss  stri'l 
rookwair,  l*,ii  hrrwaii'  is  litri.ilK  a  lioiisi'lioiil  nanii', 

I  lanson  is  not.  lint  wi-Vr  nsi'il  lo  it.  Maii\  ol  our  hnsini'ssi's 
air  hiltrr  known  tli.iii  \\r  .in-.  I 'i isii ii 'ssi  s  wilh  i  diiiIiiiii'iI  .issrts 
111  i'.\ci."ss  ol  $5  )  liillion.  I  111'  I'i'alioiK  (iroiiji,  Siiliiiihan 
Frojianc,  and  Jarnzzi  V\  liu  l|iiiiil  I'.allis  .iic  |iist  a  lew. 


()l  lonisr.  oiu  iiivi'stors  aro  i.]nili'  iainiliar  with 
oni  trark  irronl.  Siiiri'  lii'iiif^  listril  on  tho  New  ^ork  Stork 
l'',\rliani;r  in  I't.Sd,  sairs  ha\i'  siiarril  lo  .til?  hillion,  whilr  total 
inaikrt  r.ipitali/.atioii  is  ovrr  hillioii.  .\nd  at   thr  rtld  ol 

I'^l'll,  our  i^ross  di\  idrnil  virlil  was  o,  donhir  thr  avriairr  of 
thr  ,S&1'  5(1(1. 

()in  rrripr  is  siinplr,  and  strrprd  in  ronnnon  srnsr.  II 
wr'vr  wlirt  ynnr  apprtitr  lor  nioir  iiilorin.ition,  (  lor  a  cop\ 
III  onr  ,\iiiiiial  I\rpiii1  at  I  ,SI )( )  H  1 1  ANS(  )N. 


HANSON 


Mi(.KI-.(;ATKS     CIIKMICAI.S  (a )  N  s  I  111  ( ,  I  1 1 1  \  &  Ii  1 :  1 1 , 1 )  I  N  ( ,  I'KdDICIs     IdlU-.sl    I'Udlil  (Is  liiIS\(,<.ii 


'ashington  Outlook 


TED  BY  OWEN  ULLMANN 


EPHARDT  IS  NOT  RUNNING 
fELL.  NOT  EXACTLY 


is  a  testament  to  the  way  things  have  been  turned  up- 
ide  down  on  Capitol  Hill  that  the  leader  who's  keeping 
le  White  House  off  balance  the  most  is  not  House  Speak- 
-Jewt  Gingi-ich  or  Senate  Majority  Leader  Bob  Dole.  It's 
House  Democratic  leadei;  Richard  A.  Gephardt,  who's 
:ing  a  career  out  of  upstaging  President  Clinton  in  a 
for  the  affections  of  America's  working  class. 
Jthough  he  praises  Clinton  for  doing  "a  good  job,"  Gep- 
\t  has  rarely  missed  a  chance  to  pounce  while  the  Presi- 
t  pondered.  He  preempted  the  White  House  with  his 
uon  of  a  middle-class  tax  cut,  seized  upon  the  flat-tax 
;ept,  and  even  deKvered  his  own  State  of 
Union  address  that  replaced  Clinton's 
idle  Class  Bill  of  Rights"  with  a  worker- 
iitive  "Code  of  Conduct"  for  U.  S.  cor-po- 
)ns.  No  wonder  Clintonites  ai'e  sweating, 
h  their  man  moving  to  the  right,  they 
Gephardt  gi"abbing  the  Democratic  Par- 
working-class  coi'e,  a  spiingboard  for 
3  Pt'esidential  nan. 

'MOUTHPIECE.  Gephardt  insists  he's  not 
ng  to  undermine  Clinton.  But  despite 
leadership  post,  he  won't  be  a  mouth- 
e.  "It's  not  my  job  to  say  'absolutely'  to 
1  and  every  thing  the  President  comes  out  with,"  he 
i.  Party  insiders  believe  Gephardt,  a  failed  1988  White 
ise  aspirant,  when  he  flatly  denies  that  he  will  challenge 
iton  for"  the  party's  nomination.  So  what's  he  up  to? 
tephai-dt  has  three  goals.  He  wants  to  push  Clinton  towai'd 
)pulist  agenda  that  porti^ays  Democrats  as  defendei-s  of  the 
die  class  and  Republicans  as  pawns  of  the  rich.  He's 
dng  an  independent  platfoi'm  for  Democrats  who  fear 
/■'II  be  dragged  down  with  a  Clinton  collapse  in  '96.  And 
keeping  a  White  House  lom  in  his  sights — next  year,  if 
iton  bows  out,  or  later.  "You're  seeing  a  veiy  sbrewd,  ex- 
ienced  Presidential  candidate  position  himself  in  case 
"e's  an  opportunity,"  says  Democratic  consultant  Brian 


A  PAL?  He  lauds  Clinton,  but 


Lunde.  "On  a  crass  political  level,  he  wants  to  be  first  in  line." 

But  with  Clinton  fighting  to  keej)  his  job,  Gephaitlt's  prior- 
ity for  now  is  to  push  the  President  toward  more  liberal 
economic  policies.  He  helped  shape  Clinton's  proposal  to  raise 
the  minimum  wage  ft-om  $4.25  to  $5.15  an  hour.  When  White 
House  rhetoric  strays  to  New  Democrat  dogma  about  rein- 
venting govemment  and  communal  responsibility,  Gephardt 
gi'ows  impatient:  "I'm  not  one  who  believes  you  need  to 
make  dramatic  downsizing  in  govemment." 

Instead,  he  wants  to  focus  on  a  brand  of  economics  often 
dismissed  by  Republicans  as  i-ecycled  "class  warfare."  Gep- 
hardt countered  a  gop  flat-tax  plan  with  a 
"flatter  tax"  that  has  a  10%  rate  for  the 
middle  class  and  higher  brackets  for  Coipo- 
i*ate  America.  And  in  a  recent  speech  to 
the  liberal  Economic  Policy  Institute,  he 
exhorted  companies  to  share  more  powei' 
and  profits  with  productive  workers.  "You 
don't  have  to  gTaduate  from  Harvard  busi- 
ness school  to  figure  tliis  out,"  he  says.  His 
models  of  company-worker  cooperation  in- 
clude Saturn,  Anheuser-Busch,  Ben  &  Jer- 
ry's, Motorola,  Starbucks,  Magma  Copper, 
Harman  International,  and  Inland  Steel. 
Gephardt's  high-profile  freelancing  may  irk  Clinton  less 
than  Al  Gore,  a  bitter  1988  Presidential  camjjaign  rival  who's 
tiying  to  stake  out  the  party's  right  flank.  But  party  liberals 
think  Clinton  can  only  gain.  "Gephardt's  a  very  effective 
populist  spokesman,"  says  Democratic  consultant  Vic  Finger- 
hut.  "As  more  people  see  Democrats  representing  their  inter- 
ests, Clinton's  numbers  will  go  up,  too." 

Gephardt  is  on  a  political  tightrope.  The  danger  of  his 
"I'm-on-yom-side"  shtick — as  the  gop  notes — is  that  it  will 
echo  class-waifare  appeals  that  flopped  in  the  Reagan  era.  But 
he  keeps  plugging.  Better  to  start  a  Presidential  bid  vrith  a 
small  but  sohd  base  than  none  at  all.  Just  ask  Bill  Clinton. 

By  Richard  S.  Dunham 


CAPITAL  WRAPUP 


mi  FEUD 

Republican  Senators  Alfonse  M. 
Amato  of  New  York  and  Frank  H. 
urkowski  of  Alaska  are  quietly  duk- 
g  it  out  over  an  export  ban  on  Alas- 
;n  oil.  D'Amato,  who  favors  the  ban, 
)n  the  first  battle  when  the  Senate 
ferred  the  issue  to  his  Banking 
jmmittee,  while  Murkowski,  who 
uits  to  lift  the  ban,  tried  to  keep  it 
his  Energy  Committee.  Why 
Amato's  interest?  Northville  Indus- 
ies  Coi-p.  in  Melville,  N.  Y.,  opei'ates 
e  pipeline  that  carries  excess  Alas- 


ka oil  to  the  Gulf  of  Mexico  for  sale  in 
the  U.  S.  Northville's  political-action 
committee  and  its  ceo,  Jay  Bernstein, 
are  past  D'Amato  contributors. 

REINVENTING  THE  PATENT  OFFICE 

►  The  Administration  will  soon  unveil 
a  plan  to  turn  the  U.  S.  Patent  & 
Ti'ademark  Office  into  a  government 
corporation  similar  to  the  Postal  Ser- 
vice. Clintonites  say  the  proposal, 
which  requires  congressional  ap- 
proval, would  cut  5,000  federal  jobs, 
save  millions  of  dollars,  and  stream- 
line patent  operations. 


CHAIRMAN  KANTOR-AGAIN? 

►  White  House  political  advisers  are 
considering  U.  S.  Ti-ade  Representa- 
tive Mickey  Kantor  to  run  President 
Clinton's  reelection  campaign.  Com- 
merce Secretary  Ronald  H.  Brown 
was  Clinton's  top  choice,  but  gop 
probes  of  his  tangled  finances  could 
make  him  unsuitable  for  the  visible 
campaign  post.  Kantor  is  likely  to 
take  the  job  if  offered.  He  chaired 
Clinton's  1992  campaign,  and  was  hurt 
that  the  White  House  first  considered 
Brown  instead  of  him  for  the  '96  post. 


AT  ARE  THE  ISSUES? 
fter  everybody's  finished 
iiiifi  this  iiiafjazine.  it  will 
tably  end  in  a  rccyeli!!^ 
From  llierc,  ilMI  be  recovered 
turned  inlo  new  paper, 
'e  say  this  with  reasonable 
ranee  because  America  lias 
;  great  progress  in  recychng. 
e  recovering  over  40%  of  the 
r  we  use,  making  the  U.S. 
of  the  best  recyclers  in  the 
d.  Soon  we  expect  to  reach 
,  wliicli  is  generally  regardefl 
K  near  the  practical  limit 
use  about  half  the  paper  we 
.n't  recoverable.  For  uistance, 
of  paper  gets  stored  in  the 
of  books  and  documents, 
ioxne  of  it  also  gets  contami- 
1  beyond  recovery. 
» the  issue  now  isn't  whether 
cycle,  but  how  best  to  use 
/ered  paper. 

ne  thought:  make  all  new 
'r  out  of  100%  recycled 
•r.  Idealistic  but  not  very 
tical.  Why?  First  is  the 
inous  demand  (over  88  mil- 
tons  per  year)  for  j)aper  in 
country.  Tliis  demand  can't 
et  with  recovered  material 
!,  no  matter  how  good  we  get 
cycling. 

'condly,  when  paper  is 
cled,  its  fiber  weakens, 
lately  making  it  unusable, 
istly,  sometimes  recovered 
r  isn't  of  liigh  enough  (juaUty 
ake  better  grades  of  j)aj)er. 
le  recycled  material  must  be 
lined  with  ilifferent  amounts 
irgin"  fiber  (raw  material 
ed  from  harvested  trees), 
here  does  aU  this  leave  us? 
ing  a  balance  between  the 
and  for  paper  jiroducts 
ring  vii  gui  filler,  and  the  best 
)f  using  recovered  paper. 


WHAT  WE  ARE  DOING. 

International  Paper  cur- 
rently makes  over  100  types 
of  recycled  j)aj)er  products. 
With  our  Springliill  Incentive 
and  Hammer  mi  11  Unity 
papers,  we  are  also  the  first 
and  only  North  American 
company  to  make  100% 
recycled  business  ])apers 
entirely  from  old  newspapers 
and  magazines. 

We're  also  installing  the 
world's  largest,  most  efficient 
machines  to  make  business 
and  j)ackaging  papers  con- 
taining recovered  fiber. 
This,  in  turn,  will  further 
increase  om-  total  intake  of 
recovered  paper. 

We  meet  the  need  for  virgui 
filjer  through  a  practice  callefl 
"sustainable  forestry,"  which 
includes  planting  50  million 
SuperTree' '  seedlings  every 
year.  Su]>erTrees,  develo|)ed 
through  a  jtrocess  of  natm  al 
selection,  jtroduce  30%  more 
wood  per  acre  over  a  25 -year 
glowing  period.  Tliis  ensures 
that  we  can  harvest  fewer 
acres  and  still  satisfy  the  de- 
mand for  liigh-quafity  j»aper. 


WHAT  IT  MEANS 
TO  YOU. 

This  year,  through 
the  combined  efforts 
of  people  like  you 
and  companies  like 
International  Pajjer, 
more  jjaper  will  go  to 
recycling  plants  than 
to  landfills.  You  can 
also  rest  assuretl  that 
our  forestlands  will  l>e 
around  for  posterity. 

Finally,  if  you've 
read  this  far,  it's  obvi- 
ous that  you'd  hke  to 
see  more  |)rogress  in 
recycling.  To  talk 
more,  call  Steve  Van 
Voorhis,  Manager  of 
Recycling  Programs, 
at  1-800-831-8.3.54. 


international(^  paper 

Wc  answer  to  the  world. 


International  Business 


MEXICO 


PAUL  REiCHMANN: 
IS  ANOTHER  DREAM  DYING? 

His  ambitious  Mexican  projects  with  George  Soros  have  been  pounded  by  the  peso  cris 
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The  project  was  classic  Reichmann: 
highly  ambitious,  highly  aggres- 
sive, and  high-risk.  Elaborate  scale 
models  laid  out  the  design:  $1.35 
billion  worth  of  real  estate  developments 
in  and  ai'ound  Mexico  City.  The  plans, 
which  included  one  of  the  world's  gi-and- 
est  ui'ban  developments,  were  the  prod- 
uct of  a  partnership  between  belea- 
guered Canadian  developer  Paul 
Reichmann  and  investor  George  Soros. 

To  Soros,  the  models  represented  a 
chance  to  make  a  lot 
of  money.  But  to  the 
64-year-old  Reich- 
mann, they  meant  far 
more.  The  thi-ee  proj- 
ects were  a  bold  bid 
to  regain  his  family's 
status  as  one  of  the 
world's  greatest  de- 
velopers. Their  real 
estate  empire,  Olym- 
pia  &  York  Develop- 
ments Ltd.,  once 
spanned  the  U.  S., 
Canada,  and  Britain. 
But  much  of  that  em- 
pire was  forced  into 
bankruptcy  in  1992 
after  its  Canary 
Wharf  office  complex 
in  London  ran  into  fi- 
nancial problems. 

Just  two  months 
ago,  Reichmann  Inter- 
national, headed  by 
Paul,  was  expecting 
its  real  estate  ven- 
tures to  benefit  from  the  rapid  gTowth 
that  the  North  American  Free  Tr-ade 
Agreement  would  generate  in  Mexico. 
But  that  expectation  has  been  dashed 
by  the  sudden  devaluation  of  the  peso 
that  savaged  Mexico's  economy.  Pi'ogress 
on  Reichmann's  three  Mexican  pi'ojects 
has  ground  to  a  halt  (table). 

The  devalued  peso  hits  Reichmann 
on  a  number  of  fronts.  Interbank  inter- 
est rates  have  shot  up  to  45%,  making 
the  local  financing  that  the  projects 
counted  on  far  too  expensive.  Mexican 


banks  are  loath  to  lend  when  their  own 
balance  sheets  are  shaky.  Meanwhile, 
foreign  capital  has  stopped  flooding  the 
countiy.  And  the  sudden  recession  huils 
demand  for  all  tyjses  of  real  estate. 

Even  when  demand  picks  up,  Reich- 
mann and  others  will  have  to  charge 
more  modestly  for  space.  Prime  office 
space  in  Mexico  City  went  for  $55  to 
$65  a  square  foot  in  1994 — the  highest 
prices  in  the  hemisphere.  Heniy  McDo- 
nald, a  dii'ector  in  Cushinan  &  Wakefield 
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The  Reichmanns' 
Setbacks  In 
Mexico 

ALAMEDA 

The  $500  million  redevelopment 
of  downtown  Mexico  City  is 
stalled  until  cash-short  govern- 
ment agencies  can  sign  leases 

SANTA  FE 

The  $500  million,  30-building 
office,  hotel,  and  condo  com- 
plex will  be  built  in  increments 
once  new  equity  investors  and 
lessees  are  found 

CHAPULTEPEC  TOWER 

The  $350  million  luxury  office 
building  IS  on  hold  until  a  major 
tenant  and  international  financ- 
ing are  lined  up 

DATA  BUSINESS  WEEK 


ma  Canal  Zone.  And  he  has  started 
Asian  division  to  scout  for  opportunit 
"Nothing  has  actually  jelled  yet"  w 
that,  says  Soskolne.  "It's  a  very  difi 

ent  mai-ket  Mexico  has  a  much  gre 

er  tradition  of  property  rights  than  C  — 
na  and  a  culture  we're  closer  to 
can  work  with  more  comfortably." 

But  the  squeeze  in  Mexico  will  cai 
some  financial  pain.  The  projects  are 
equal  partnership  between  Reichm; 
International  and  Soros.  The  partn 


GRAHD  PLANS 

An  architectural 
rendering  of  the  Santa 
Fe  site-once  a  garbage 
dump-on  the  western 
outslcirts  of  Mexico  Cityiiiet 


Inc.'s  Mexico  City  office,  expects  prices 
to  fall  around  20%  in  1995.  Ronald  Sos- 
kolne, director  of  development  for 
Reichmann  International,  says  the  devel- 
opei-  plans  to  forge  ahead,  but  sources 
say  all  three  projects  will  be  postponed. 
LAUNCHING  PAD.  Even  if  the  projects 
inch  forward,  Reichmann's  dream  of  us- 
ing Mexico  as  a  launching  pad  to  re- 
build an  empire  has  been  dealt  a  brutal 
blow.  Reichmann  had  won  a  role  in  a 
consortium  that  will  draft  possible  ur- 
ban-development schemes  for  the  Pana- 


have  bought  six  acres  of  prime  dow 
town  real  estate  for  the  Alameda  proje 
20  acres  in  the  Santa  Fe  district,  t\ 
acres  of  top-dollar  land  in  Mexico  Ci  <i| 
for  an  office  tower,  and  two  floors  in^Js,, 
posh  district  for  the  company's  offices 
Apart  from  saying  the  amount 
"substantial,"  Soskolne  will  not  say  he 
much  the  Reichmanns  have  invested. 
Soros  spokesman  declined  to  commeriji. 
Since  the  venture  is  a  private  partne 
ship,  there  is  no  public  infoimation 
how  much  money  has  been  invested  1 
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hmann    or  Soros. 

estate  analysts  say 
investment  in  land 

office  space  could 
1  $50  million, 
illdozers  were  pre- 
ig  terrain  at  the 
a  Fe  project  in  De- 
)er,  when  the  Mexi- 
peso  was  devalued, 
complex  is  to  serve 

city  center  for  a 

coi'poi'ate  and  com- 
;ial  development  on  the  outskirts 
exico  City.  But  local  financing  pi'ob- 

are  slowing  the  development.  In- 
i  of  being  built  on  speculation,  it 
now  be  built  in  stages,  as  demand 
financing  allow. 

Mchmann  and  joint- venture  paitner 
Mexico's  largest  constnaction  com- 
;  are  also  seeking  committed  ten- 


ants and  another  equity 
partner  befor-e  building  the 
office  towers.  But  efforts 
to  have  a  Mexican  bank 
join  in  as  a  financing  and 
('(juity  partner  have  been 
comj^licated  by  the  devalu- 
ation. "The  few  resources 
l)anks  have  must  be  used 
to  restnicture  loans  or  fi- 
nance liabilities,"  says  Pe- 
dro A.  Azcue,  general  di- 
rector of  La  Salle  Paitner-s, 
real  estate  agents  in  Mexico  City. 
STATE  CUTBACKS.  Reichmann's  52-story 
luxmy  office  building  also  faces  big  hm-- 
dles.  With  local  financing  all  but  nonexis- 
tent, Reichmann  must  sign  up  blue-chip 
tenants,  preferably  foj'eigii  companies, 
before  even  seeking  intemational  financ- 
ing. Work  was  supposed  to  start  in  Feb- 
i-uaiy  but  has  been  indefinitely  delayed. 


Tlie  futiu-e  of  the  Almneda  m-ban-rede- 
velopment  plan  is  perhaps  the  most  un- 
certain. It  will  only  proceed  if  govern- 
ment agencies  commit  to  taking  big 
chunks  of  space.  But  spending  cuts  may 
prevent  that. 

The  projects  are  unlikely  to  go  into 
total  meltdown.  Real  estate  analysts  ex- 
pect demand  for  top-class  office  space  to 
pick  up  once  the  Mexican  economy 
starts  to  recover.  "We  think  there  is 
going  to  be  a  market  foi-  office  space  in 
tliree  years,  when  the  buildings  will  be 
finished,"  says  Soskolne.  "We're  working 
very  hard  to  make  it  woi'k." 

Hard  work  alone  won't  do  the  job. 
Neither  Reichmann  nor  Soros  can  control 
world  ciuTencies  or  economies.  And  those 
factors  will  decide  the  fate  of  Paul 
Reichmann's  comeback  bid. 

By  Geri  Smith  in  Mexico  City,  with 
Suzanne  Woolley  in  New  York 


COMMENTARY 


By  Dean  Foiist 

WHAT  THE  IMF  NEEDS  IS  A  GOOD  ALARM  SYSTEM 


rhe  morning  after  the  Interna- 
tional Monetary  Fund  had 
stepped  into  the  breach  to  help 
[exico  avert  a  government  default, 
iiF  Managing  Director  Michel  Cam- 
essus  was  already  congratulating 
imself.  "The  IMF  has  risen  to  this 
nallenge  with  assistance  in  an  ex- 
jptional  scale,"  he  said  of  the  fund'^ 
17.8  billion  loan  to  Mexi- 
3 — by  far  the  largest  it 
as  ever  made. 
Despite  Camdessus' 
oast,  the  Mexican  affair 
-as  not  the  fund's  shining 
our.  True,  the  IMF  loan — 
art  of  a  $49.8  billion  bail- 
ut  engineered  by  the 
Iroup  of  Seven  industrial 
ations — staved  off  a  glo- 
al  financial  panic.  But 
'here  was  the  IMF  six 
lonths  ago,  before  Mexi- 
o's  deteriorating  situation 
aiTied  into  a  crisis?  Cast- 
ig  out  a  global  safety  net 
5  well  and  good,  but  Camdessus'  top 
riority  should  have  been  oj^erating 
n  early  warning  system  that  detects 
roblems  in  emerging  economies  be- 
n-e  they  become  catastrophes. 
LOWING  FREELY.  Camdessus  seems 
itent  on  making  the  IMF  a  central 
ank  for  the  world,  but  the  Mexican 
anic  suggests  a  more  ciitical  role: 
'he  IMF  should  become  a  global  Se- 
uiities  &  Exchange  Commission 
iiat  exerts  pressure  on  governments 


to  ])rovide  full  disclosui-e  of  their  fi- 
nancial health.  With  capital  flowing 
fi'eely  into  exotic  markets  fi'om 
Bangkok  to  Buenos  Aires,  investors 
need  greater  assurances  that  emerg- 
ing nations  aren't  harboring  nasty  fi- 
nancial secrets. 

The  IMF  conducts  rigorous  sui-veil- 
lance  of  60  countries  with  outstand- 


MADNESS  AT  THE  MERC:  Can  currency  panics  be  prevented? 


ing  credit,  but  the  other  119  member 
nations  are  subject  to  lax  monitoring. 
That  was  the  case  with  Mexico, 
which  gave  the  IMF  outdated  reports 
that  masked  its  dwindling  hard-cui'- 
rency  reserves. 

Beyond  improving  its  monitoring, 
the  IMF  must  be  wilhng  to  blow  the 
whistle  on  irTesponsible  gover-nments. 
This  means  lifting  the  veil  of  seci-ecy 
that  shr-ouds  IMF  oper-ations:  Neariy 
every  loan  document  and  accompany- 


ing inter-nal  analysis  is  stami)ed  "con- 
fidential," and  not  one  of  these  docu- 
ments has  been  declassified  in  the  49- 
year  history  of  the  institution. 
REFRESHING  CANDOR.  IMF  officials 
contend  that  sounding  the  alarrn  too 
loudly  can  itself  trigger-  a  panic. 
True,  but  it's  still  better  to  deal  with 
a  br-ewing  pr-oblem  sooner-  than  later-. 

"If  the  IMF  had  been  mor-e 
candid  about  Mexico's 
pr-oblems,  it  would  have 
caused  this  crisis  a  year- 
ago — but  the  situation 
would  have  been  much 
smaller  and  mor-e  easily 
contained,"  says  David 
Hale,  chief  economist  for 
Kemper  Financial  Ser- 
vices Inc. 

To  its  credit,  the  IMF 
seems  ready  to  mend  its 
ways.  On  Feb.  7,  Camdes- 
sus vowed  to  incr-ease  sur- 
veillance of  economies  in 
"convalescence"  to  avert 
futur-e  panics — and  he  confessed  that 
10  unidentified  ones  could  be  headed 
for-  crises  this  year-.  For-  the  fund,  the 
quintessential  immovable  bur-eaucra- 
cy,  even  such  a  limited  display  of  can- 
dor is  r-efr-eshing.  Now  it's  time  for 
the  IMF  to  adopt  a  new  r-ole  as  global 
capital  cop — and  Camdessus  soon 
should  start  naming  some  suspects. 

Faust  covers  intemational  eco- 
nomics from  Washington. 


International  Business 


DEUTSCHE  BANK:  BOTH 
A  MAJOR  OWNER  AND 
CREDITOR  OF  DAIMLER 


GERMANY 


SUDDENLY,  GERMANS  LOVE 
TO  HATE  THEIR  BANKS 

Anger  over  bank  control  of  industry  may  reshape  the  economy 


When  Deutsche  Bank  ceo  Hilmar 
Kopper  dismissed  $33  million  of 
unpaid  bills  owed  to  consti-uction 
craft  worker's  as  "]3eanuts"  last  Apiil,  he 
unleashed  a  new  wave  of  antibank  pop- 
ulism in  Geranany.  The  workers  are  vic- 
tims of  the  spectacular — and  allegedly 
fraudulent — bankruptcy  of  the  giant 
Schneider  real  estate  group.  The  $33 
million  is  indeed  small  change  alongside 
the  $3.2  billion  that  "constinction  lion" 
Jiii-gen  Schneider  owes  to  Deutsche  and 
other  banks.  But  Kopper's  seemingly 
callous  tone  ignited  popular  resentment 
against  GeiTnan  banks'  power. 

The  flare-up  is  now  turning  into  a 
political  fii-estonn.  On  Jan.  30,  the  oppo- 
sition Social  Democratic  Party  (SPD)  in- 
troduced federal  legislation  to  cut  down 
the  banks'  sizable  shareholdings  in  key 
industrial  companies  to  no  more  than 
5%  equity  stakes.  And  it  would  end  the 
banks'  power  to  vote  huge  blocks  of 
proxies  for  coi-porate  shares  they  hold 
as  custodians.  Such  a  move  would  radi- 
cally reshape  Germany's  economy  by 
ending  the  banks'  tight  control  over 
wide  swaths  of  the  nation's  industry. 

Adding  to  the  furor,  district  attorneys 
are  investigating  banks  on  suspicion  of 
money  laundering  and  aiding  tax-evasion 
schemes  using  foreign  havens.  On  Feb.  2, 


feder'al  tax  agents  raided  offices  of  Bay- 
erische  Hy]3otheken-  und  Wechsel-Bank 
searx-hing  for  such  evidence,  foUowdng  an 
ear'lier  raid  on  Dr-esdner  Bank.  No  indict- 
ments have  been  issued,  and  the  banks 
deny  any  wr-ongdoing. 

Another  powerful  impetus  for  change 
is  coming  fr-om  outside  Germany.  The 
nation  ur-gently  needs  to  tap  global  in- 
vestor's for  huge  new  infusions  of  capi- 
tal. Right  now,  Ger'man  capital  mar- 
kets are  too  puny  to  finance  the  coming 
series  of  megabuck  privatizations  of 
phone  monopoly  Deutsche  Telekom  and 
other  state-owned  companies. 

To  attract  outsiders 
to  buy  into  such  privat- 
izations means  aflopting 
foreign,  particularly 
U.S.  and  British,  ap- 
proaches to  transpar-ent 


WHAT  THE  BANKS 
ARE  UP  AGAINST 


New  draft  law  would  limit 
banks'  equity  stakes  in  Indus 


accounting  and  cor-po-  !']!'_^°'T'P?'?!.^Al° 


rate  governance.  That 
will  be  a  major  break 
from  the  current  pat- 
ter-n  of  clubby  ties. 


Spate  of  corporate  bankruptcies 

and  bailouts  hurts  banks'  repu- 
tations as  company  lenders, 
shareholders,  and  directors 


to  be  slipping.  Chancellor  Helmut  K< 
coalition  partner,  the  Free  Democr 
Party  (fdp),  is  as  eager  to  see  bank  j 
er  crimped  as  is  the  spd.  And  now,  e 
members  of  Kohl's  own  party  are  leai 
toward  legislation  to  r-ein  in  the  ban 
The  banks  are  vulnerable  becaus 
their  conflicts  of  interest.  Besides 
ing  proxies,  a  bank  is  often,  quite  leg 
both  a  major  creditor  and  a  shareho 
of  the  same  company,  with  bank  offii 
serving  as  members  of  the  com^pa 
boar-d  and  even  as  chair-man.  Take  D; 
ler  Benz,  Germany's  biggest  indusi 
group.  Deutsche  Bank,  the  count 
No.  1  bank,  owris  24%  of  Daimler''s  sh; 
and  is  a  major  lender,  while  ceo  Kof 
chairs  Daimler's  supervisory  boar-d. 

Trouble  is,  even  though  banks  mi 
want  to  be  evenhanded  in  their  mult 
roles,  German  law  won't  let  them.  W 
bankruptcy  looms,  the  law  gives  prio 
to  creditors,  mainly  banks,  over  all 
er  parties.  "Under  German  corpor 
law,  the  principle  is  to  protect  credit 
and  not  shar-eholders,"  says  GerharJ 
Koning,  head  of  corporate  finance  I 
Frankfurt's  Commerzbank. 
BAILOUT  LEGACIES.  The  problem  is 
plified  by  Germany's  debt-heavy  sys 
of  corporate  finance.  Debt-to-equity 
tios  average  as  high  as  4  to  1,  d 
pared  with  around  1.3  to  1  in  the 
During  the  most  recent  recession, 
of  capital  quickly  pushed  many  co 
nies  to  the  wall.  Cologne-based  di 
engine  maker  Klockner-Humboldt-De 
for  example,  said  on  Jan.  30  tha 
needed  a  $605  million  bailout.  Deuts 
Bank  holds  a  36%  stake  in  khd, 
Kopper  chaired  its  supervisory  bo; 
until  the  start  of  this  year. 

Such  troubles  are  no  surprise  to  b 
critics  such  as  University  of  Mannb 
professor  Manfred  Perlitz,  who  s 
bank-controlled  companies  perfoi'm 
worse  than  those  not  under  bank  in 
ence.  In  rebuttal,  the  banks  ar| 
that  many  of  their  equity  stakes 
the  involuntary  legij 
of  eariier  basket-Ci| 
bailouts.  And  bank 
say  they  don't  int 
fere  in  day-to-c| 
management. 

All  the  same,  pr| 
sure  for  change  is 
creasing.  As  the  glot 
competition  for  sca:| 
capital  heats  up,  G! 


shielded  from  public    -_  '   man  banks  may  nej 

scroitiny,  between  cor- 
por~ate  Germany  and  its 
financial  institutions. 

Already,  the  banks' 
political  support  seems 


Pending  privatizations  are 

stepping  up  pressure  from 
abroad  for  new  rules  to  curb 
banks'  potential  conflicts  of 
interest 


to  yield  some  of  tl 
power  they  insist  tiii 
don't  want  anyway.  |  j 
By  John  Templem\ 
in  Frankfurt 


DATA:  BUSINESS  WEEK 


Our  basic  principle  for  retirement  planning: 
no  two  couples  are  alike. 


Everyone  thinks  about  retiring.  And  while  we  all  have  different  plans,  Lincoln  Life  is  a  life  insurance 
company  with  90  years  of  expertise  in  financial  planning  to  help  you  meet  your  goals. 

Our  agents  can  develop  a  comprehensive  retirement  plan  for  you  from  a  broad  range  of  pension  plans 
and  individual  annuities.  That's  the  kind  of  personal  attention  which  has  made  us  a  leader  in  pension  plans 
and  the  number  one  issuer  of  individual  annuities  in  America  for  three  years  in  a  row.*  Honest  answers, 
straight  talk,  real  compassion.  Those  were  Lincoln's  values.  And  that's  what  you'll  get  from  Lincoln  Life 
today.  And  long  after  you've  retired. 


'Best's  Review,  Nov.  1992  and  1993.  Oct.  1994  for  years  1991,  1992,  1993 
e>1994  Lincoln  National  Life  Insurance  Co.,  Fort  Wayne,  Indiana  46801 
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For  cellist  Yo'Yo  M(L  callirifi  a 
hotel  room  home  is  nothin"  new. 
While  on  lour,  it  mi<fht  he  a  converted 
monastery  in  Florence  one  day,  and 
a  Honjf  Kong  high-rise  the  next.  Not 
surprisingly,  Yo-Yo  Ma  [irelers  to  travel 
light.  A  goal  made  easier  hy  his  new 
IBM  ThinkPad  "  75SCE.  And  more  dil- 
iieult  hy  his  25()-year-ol(l  Stradi\arius. 
which,  understandahly,  n^quin^s  its 
own  separate  seat  on  the  plane. 


Vi'  -  i;iii!i:>n  tivitb  IBMs  SlaleinenI  ol  Limited  Warianly  is  available  upon  request  (call  1  800  112-2221)  Inleiiialional  Waiianly  Seivice  is  available  only  in  countries  where  ThinkPad  is  sold  and  seiviced  Registration  required  Other  restrictions  apply  IBIVI  and  Thii 


(   )o-)o  ) 


marks  and  Iheie  is  a  dilference  is  a  Irademaik  ol  Inlernalional  Business  Machines  Corporalion,  ©1995  IBM  Corp 


RUSSIA 


LOOK  WHO'S  MAKING 

A  REVOLUTION:  SHAREHOLDERS 

Impatient  investors  go  after  old-guard  Russian  managers 


Derzhava  Fund,  a  Moscow-based  in- 
vestment &Tn,  was  fed  up  with  the 
managers  of  Yaroslav  Rubber  Co., 
a  maker  of  tires  and  other  car  and  air- 
craft parts.  Derzhava  didn't  think  they 
were  doing  enough  to  replace  military 
customers.  So  Andrei  Volgin,  the  fund's 
head,  joined  with  other  outside  investor's 
last  fall  to  force  a  change.  They  installed 
a  new  ceo  and  a  team  of  young  financial 
experts.  In  three  months,  the  company 
has  signed  new  orders  equal  to  last 
year-'s  sales.  "Things  can  change 
fast  if  you  can  change  the  man- 
agement," says  Volgin,  who  is  also 
chairman  of  the  Moscow  Commit- 
tee for  Shar-eholders'  Rights. 

With  capitalism  still  on  shaky 
terrain,  Russia  is  an  unlikely  bat- 
tlegr-ound  for  shar^eholder-  rights. 
Yet  over  the  next  thr"ee  months, 
old-guard  managements  at  newly 
privatized  companies  are  going  to 
find  themselves  increasingly  on 
the  defensive.  Some  24,000  annual 
shar-eholders'  meetings  ar'e  sched- 
uled. Many  ar'e  likely  to  turn  into 
showdowTis  between  fornner-  state 
manager's  and  Yormg  Tur'k  pr-ivate 
investor's  demanding  better  per-- 
for-mance.  Says  Dmitr-i  Vasilyev, 
deputy  chairman  of  Russia's  new 
Securities  Commission:  "Many  will 
lose  their  posts  and  be  replaced 
by  mor'e  qualified  people."  By  one 
estimate,  up  to  4,800  chief  execu- 
tives could  get  the  boot  along 
many  dii'ectoi's. 

YANKED  AWAY.  The  old  guar'd  is  not  go- 
ing to  go  quietly.  They've  lobbied  their 
allies  in  Boris  Yeltsin's  government  to 
stall  economic  refor-ms.  While  the  Che- 
chen conflict  raged,  the  hard-liners  pro- 
posed renationalizing  some  industries 
and  placing  cur'bs  on  for-eign  investors. 

But  ther-e  has  been  a  deter'mined 
counter-attack  by  pr-or-efor'm  for'ces  led 
by  Premier  Viktor  S.  Cher-nomyr'din. 
The  government  seems  deter-mined  to 
push  for-  r-efoi-m  at  the  company  level,  so 
shareholders  will  be  allowed  to  install 
new  managements,  and  subsidies  will 
eventually  be  yanked  away  fi'om  fail- 
ing companies. 

One  can't  blame  the  c  ld-line  manager-s 
for  being  upset  at  the  -hanges.  In  the 
Soviet  era,  aU  they  had  to  do  was  please 
the  party  bigwigs  and  meet  govei-nment 
tar-gets  to  get  all  the  tr-appings  of  pow- 


with 


er,  including  a  hmo.  Now,  some  twenty- 
something  investment  manager-  in  a  spif- 
fy  suit  could  toss  them  out.  "They  didn't 
realize  privatization  would  mean  reor- 
ganization," says  David  Reuben,  presi- 
dent of  Tr'ans-Worid  Metals  Ltd.,  a  Lon- 
don-based trading  company  that  has 
made  big  and  controversial  plays  in 
Russia's  aluminum  business. 

But  the  corporate  apparatchiks  ar-e 
quickly  learning  new  tricks  to  frustrate 
their  opponents.  They  r-ange  fi-nm  di- 


lose  or  share  power,"  says  Alexand 
Lyubinin,  a  Rossisky  vice-president.  K 
lashnikov  replies  that  the  investo 
"don't  want  to  participate  in  r-eal  wo: 
here,  they  just  want  to  make  money.' 

Another-  company  whose  shift  to  ca 
italism  has  been  tied  up  in  knots  is  Z 
a  dinosaur  that  has  been  turning  o 
the  same  basic  tr-uck  for  30  years. 
Zil's  case  the  problem  is  money.  Its  i 
itial  stock  distributions  raised  a  meas 
$750,000,  though  Zil  occupies  50  prin 
Moscow  acr-es.  Yet  to  compete  on  woi 
markets,  Zil  needs  a  modernization  pi 
gram  costing  $200  million,  says  Cha: 
man  Alexander  R  Vladislavlev. 
HICCUPS.  Shar-eholder's  can't  agree  i 
how  to  find  that  kind  of  money.  Vlad: 
lavlev,  installed  as  chaiman  last  Ma 
has  put  together'  a  rescue  plan  in  whii 
a  new  financial  holding  company  wou 
offer  a  $250  million  stock  issue  to  fui 


luting  the  owTier-ship  stake 
of  investors  to  such  simple 
ploys  as  erasing  the 
names  of  outside  investors 
fr'om  computerized  shar'e- 
holder  lists.  Or  they  v^rap 
themselves  in  the  flag, 
char-ging  that  outside  in- 
vestor's ar'e  speculators  or 
opportunists  who  want  to 
strip  Russia  of  its  wealth. 

One  investment  gr'oup  that  got  a  nas- 
ty sur'prise  was  Moscow's  Rossisky 
Cr-edit  Bank.  When  it  snapped  up  a  22% 
share  of  Lebedinsky  Mining  Co.  last 
year',  it  thought  it  had  a  gr-eat  deal.  The 
mine  has  modern  facilities  that  produce 
an  iron-or'e  additive  much  in  demand. 
But  the  general  director,  Anatoli  Ka- 
lashnikov,  denied  the  bank  a  boar-d  seat 
and  then  diluted  its  holdings  by  giving 
big  new  stakes  to  a  local  fish  far-m  and 
other  allies.  "He  just  doesn't  want  to 


JURASSIC  TRUCKS 

Zil  has  been 
turning  out  the 
same  model  for 
30  years.  But 
modernization  will 
cost  $200  million 


the  modernization.  Y 
one  outside  investor, 
aggr-essive  Moscow  fina 
cial  company  called  Micr 
din  that  holds  18%  of  Zi 
stock,  is  balking  becau; 
its  ovmership  share  wou 
be  diluted.  It  also  wan 
Zil's  management  chang< 
befor'e  it  puts  in  mo: 
money.  Zil  manager's  \\  a 
Yeltsin  to  r-eplace  Microdin  and  othi 
tr'oublesome  investors  with  more  "p 
triotic"  ones. 

As  the  corpor'ate  battles  play  out  . 
coming  weeks,  investors  will  see  wheti 
er  such  stories  are  hiccups  on  the  wi 
to  a  functional  system  of  cor-jjorate  go 
er'nance  or  whether  chaos  and  arbiti'ai 
ness  r'emain  the  norm.  The  health 
Russia's  economy  rests  on  the  outcom 
By  Peter  Galuszka  and  Patric 
Kranz  in  Moscow 


Jeep,  vehicles  are  the  work  of  a  unique  breed  o 
_       engineers  with  a  unique  perspective  on  the  world.  O 
course,  if  you  N  C  e%-er  spent  anv  time  behind  the  \\-heel  o 
a  ]eep  W  rangier,  that's  fairh'  obvious. 

Their  perspective  has  resulted  m  a  rather  lengthy 
list  of  technical  achievements  that  put  Jeep  W  rangle 
head  and  mountains  above  everything  else. 


-Wraneler  >  shoNv  n  40  lure  engine  a\  ailabie  on  Wrangler      and  ^aha^a 


Including  an  available  high-output  4.0  litre 
-cylinder  engine*  with  more  horsepower  and  torque 
lan  anything  in  its  class.  Its  Command -Trac '  shift- 
[  n-the-fly  four-wheel  drive  system,  perfectly  tuned 
j )  handle  all  that  power,  has  a  low-speed  4WD  range 
I  mature  that  more  than  doubles  the  normal  gear  ratio, 
i  he  result?  Phenomenal  traction,  power,  and  control 


in  conditions  that  would  bury  ordinary  vehicles. 

Other  features  include  a  strong  tubular  frame, 
steel  skid  plates,  and  reinforced  body  mounts  — 
proving  that  Wrangler  is  as  serious  about  off-highway 
adventure  as  you  are. 

Jeep  Wrangler  It's  designed  and  engineered  to 
make  even  the  biggest  canyons  seem  like  mere  potholes. 


tAir  bag  liilly  effective  onl\  when  vised  with  seat  l:>elt. 


Obviously,  Jeep  engineers  tend  to  see  things  j^ip 

quite  a  bit  differently  than  everybody  else.  Which  jf 

explains  how  they've  been  able  to  create  the  kind  oi  q| 
4x4s  that  are  different  from  everybody  else's.  i 

Like  the  classic  Jeep  Cherokee.  j  if;[ 
Cherokee's  legendary  capability  is,  in  part,  the 

result  of  an  available  high-output  4.0  litre  6-cylinder;  j,j 


i. 


.gine  that's  capable  of  churning  out  190  horse-  system  —  both  with  years  of  proven  performance 

>wer  and  225  foot-pounds  of  torque.  behind  them  —  you'll  get  all  the  traction  you  need. 

Of  course,  as  any  Jeep  engineer  can  tell  you.  On  the  inside,  you've  got  Cherokee's  classic 

iipressive  specs  don't  mean  much  unless  you've  got  style,  comfort,  and  even  a  driver's  air  bag'  for  added 

e  technology  to  convert  them  into  usable  traction.  safety  and  peace  of  mind. 

whether  you  choose  Cherokee's  Command-Trac  or  Jeep  Cherokee.  It's  designed  and  engineered  to 

j  e  available  Selec-Trac®  full-time  four-wheel  drive  put  mountains  into  a  whole  new  perspective. 


when  this  is  your  idea  of  a  cobblestone  road,  buildini 
an  ordinar\'  luxur)'  vehicle  is  prett)'  mtich  out  of  the  questior 
Which  explains  why  Jeep  engineers  built  the  extraorj 
dinary  one  you  see  here:  Jeep  Grand  Cherokee  Limited 
Realizing  that  luxury  means  not  having  to  shil 
from  two-  to  four-wheel  drive,  our  engineers  createi 
Quadra-Trac' — the  most  advanced  four-wheel  driv, 


tAlways  wear  your  seal  belt 


1 


TO  A  JEEP  ENCINEER,  THIS  IS 
ACOBBLESTONE  ROAD. 


stem  we've  ever  offered.  One  that  actually  senses 
len  additional  traction  is  required  and  evenly 
itributes  the  power  to  the  axles  as  needed. 

You've  got  more  than  enough  power  to  distribute, 
o.  Thanks  to  the  the  optional  3.2  litre  V8  engine. 
I  remarkably  smooth  powerplant  that  delivers  220 
rses  of  torque-rich  power. 


Other  engineering  amenities  include  four-wheel 
anti-lock  disc  brakes,  a  sophisticated  automatic 
temperature  control  system,  a  driver's  air  bag,'  and  a 
powerful  120-watt  eight-speaker  audio  system. 

Jeep  Grand  Cherokee.  It's  designed  and  engi- 
neered to  forever  change  your  impression  of  luxury 
vehicles.  Not  to  mention  cobblestone  roads. 


V 


a 


There's  Only  One  Jeep?. 

A  Division  of  the  Chrysler  Corporation. 


lita 


To  learn  about  Jeep  products  and  how  you  can  participate  in  a  Jeep  Jamboree,  please  call  1-800-925-JEEl 

Always  wear  your  seat  belt.  Jeep  is  a  registered  trademark  of  Chrysler  Corporation. 


Enternational  Outlook 
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AN  ZEDILLO  PUSH  DEMOCRACY 
AND  KEEP  THE  LID  ON? 


Ihe  debate  rages  in  Mexican  cafes,  taxicabs,  and  corporate 
boardrooms:  Many  people  say  President  Ernesto  Zedillo 
Ponce  de  Leon  is  the  weakest,  most  pathetic  leader  in 
dco's  post-revolutionary  history.  But  othei-s  defend  him  as 
iro  determined  to  deliver  long-awaited  democracy  to  his 
atiy. 

^le  Zedillo  badly  fumbled  the  peso  crisis,  he  is  proving 
uch  more  democratic  leader  than  his  predecessor,  Carlos 
nas  de  Gortari.  Zedillo  has  brought  a  member  of  the  op- 
ition  into  his  Cabinet  and  ordered  a  sweeping  remake  of 
corrupt  justice  system.  He  has  also  begun  to  curb  the 
r  dictatorial  power  of  his  own  Institu- 
al  Revolutionary  Party  (PRi). 
n  the  short  term,  such  moves  have 
ited  criticism.  But  the  question  is 
ither  Zedillo  is  digging  himself  into 
even  deeper  hole.  By  cracking  down 
the  PRI,  which  has  long  kept  Mexi- 
i  in  line,  he  could  be  crimping  his  abil- 
:o  manage  the  country's  troubled  econ- 
r.  And  he  may  be  opening  the  way 
an  explosion  of  protest  over  social  in- 
ality,  supposed  U.  S.  interference,  and  ZEDILLO: 
losses  resulting  from  privatizations, 
edillo's  advisei-s  are  pondei-ing  these  questions  as  they  try 
.in  back  investor  confidence  and  begin  tuiTiing  the  econo- 
around.  They  are  planning  to  maintain  strict  fiscal  and 
letary  discipline  and  hold  the  line  on  inflation.  They  want 
lOve  quickly  on  privatization — to  i-aise  money  and  reassure 
!Stors  on  Mexico's  direction.  "We've  lost  90%  of  the  cred- 
ty  we  built  up  over  the  last  six  years,"  says  one  senior 
2iTiment  official.  "We  want  to  send  a  clear  signal  that  the 
dean  government  means  business." 
ut  the  inner  circle  is  also  hotly  debating  how  much 
iful  orthodoxy  Mexicans  will  swallow.  They  know  there  is 
e  resentment  over  Mexico's  pledging  its  oil  revenues 
ollateral  for  the  .$50  billion  U.  S.-led  bailout  and  suspicion 


of  secret  conditions  on  such  issues  as  drug  trafficking  and 
immigration. 

The  government's  plans  to  sell  off  railroads,  power  plants, 
and  petrochemical  units  are  ah-eady  di-awing  flak  from  the  pri, 
including  Zedillo's  own  Energy'  Secretaiy.  That  is  not  surpris- 
ing, since  these  state  industries  have  long  been  used  to  pro- 
vide cushy  executive  posts  for  pri  higher-ups,  as  well  as 
tens  of  thousands  of  jobs  for  the  party  ranks. 
WIDER  TROUBLE.  Resistance  is  also  stiffening  from  the  normal- 
ly comphant  PRi-backed  unions,  which  fear  that  privatiza- 
tion will  bring  massive  layoffs.  In  recent  weeks,  angry  oil 
workers  have  blocked  fuel  dehveries  to 
gas  stations  in  Tabasco  state.  Unrest 
could  escalate  quickly  as  the  predicted 
1.5%  decline  in  gross  national  product 
this  yeai-  begins  to  bite  and  inflation  soai-s 
to  25%  or  more.  Workers  are  already 
chafing  at  the  7%  wage  ceiling  the  gov- 
ernment wants.  In  what  could  presage 
wider  trouble  from  long-quiescent  Mexi- 
can labor,  some  5,000  workere  at  a  Thom- 
son Consumer  Electronics  TV  components 
plant  in  Ciudad  Juarez  recently  struck 
for  a  week,  forcing  the  shutdown  of 
Thomson's  main  U.  S.  television  plant.  They  wTangled  a  20% 
settlement  that  could  undermine  the  government's  anti-infla- 
tion efforts  if  other  workers  demand  similar  treatment. 

Several  upcoming  state  elections,  such  as  one  in  Jalisco 
state,  could  also  pose  big  problems  for  Zedillo.  If,  as  expect- 
ed, the  center-right  National  Action  Paity  (pan)  vrins,  pri  stal- 
warts could  go  on  the  rampage  as  they  did  a  few  weeks 
ago  in  Tabasco  state,  when  Zedillo  caved  in  to  demands  for 
new  elections  after  a  fraud-tainted  pri  victory. 

So  the  bailout  is  unlikely  to  end  Mexico's  troubles.  Zedillo 
is  aiTanging  a  demanding  agenda  for  himself  And  he  hasn't 
proved  he  is  up  to  it. 

By  Geri  Smith  in  Mexico  City 


Infuriating  his  own  party 


GLOBAL  WRAPUP 


•RMAN  PHONE  MAN  HANGS  UP 

Mter  a  storm  of  criticism,  Gerhard 
Pfeffermann  has  withdrawn  from 
e  supervisory  board  of  Deutsche 
lekom.  The  move  is  a  victory  for 
mpanies  such  as  BellSouth,  Cable  & 
ireless,  and  Veba  that  hope  to  break 
;o  or  expand  their  activities  in  the 
!rman  telecom  business. 
Posts  and  Telecommunications  Min- 
er Wolfgang  Botsch  had  appointed 
effermann,  one  of  his  top  aides  at 
e  Ministry,  to  the  Telekom  board 
out  a  month  ago.  But  both  German 


and  foreign  industry  cried  foul,  ar- 
guing that  Pfeffermann  would  be  in 
the  bizarre  position  of  ruling  on  appli- 
cations to  compete  against  the  state- 
controlled  monopoly  while  sitting  on 
its  board.  Botsch  at  first  insisted  he 
saw  no  conflict  of  interest  but  finally 
yielded.  Competitors  hope  that  hav- 
ing won  this  victory,  they  can  also 
force  Botsch  to  speed  up  Germany's 
painfully  slow  phone  deregulation. 

WHITE  KNIGHT  FOR  WELLCOME? 

►  Most  analysts  figured  Glaxo  Hold- 
ings PLC's  $14.6  billion  hostile  take- 


over bid  for  drugmaker  Wellcome  PLC 
wouldn't  be  topped,  but  some  are  re- 
thinking. Wellcome's  1994  earnings 
jumped  19%,  to  $1.1  billion,  making  it 
one  of  the  industry's  most  attractive 
companies,  with  a  31.5%  profit  mar- 
gin. But  Glaxo's  half-year  results,  re- 
leased a  week  later,  were  less  than 
sparkling,  with  a  10%  earnings  jump 
on  a  2%  sales  rise.  Now  London  ana- 
lysts say  Wellcome's  figures  may  at- 
tract a  white  knight,  with  speculation 
focused  on  Pfizer,  Roche,  Bristol-My- 
ei"s  Squibb,  Eli  Lilly,  and  Johnson  & 
Johnson. 


"Did  the  weathermanj 
say  anything  about  . 
solar  winds  tonight  ?'1 


It  wasn't  a  rainstorm  that  knocked  out  the 
power  in  Quebec,  Canada,  and  disrupted  service 
in  seven  states  in  March  l'-XS9.  It  was  the  sun. 

In  addition  to  lii^ht  and  heat,  the  sun 
radiates  an  electrically  charged  g-ds  called  plasma, 
or  solar  wind.  When  the  solar  wind  penetrates 
the  Earth's  mai;netic  field,  it  creates  spectacular 
lit^ht  shows  known  as  the  Northern  and 
Southern  Lights. 

It  can  also  create  havoc. 

Solar  wind  has  disrupted  radio  communi- 
cations, navigation  systems  and,  as  it  did  in 
March  19<S9,  caused  a  massive  power  blackout. 

To  help  predict  these  potentially  dangerous 
"space  weather"  conditions,  NASA  launched  the 
Wind  satellite  on  November  1,  199  1.  The  first  of 
two  spacecraft  in  NASA's  Global  Geospace  Science 
program,  and  part  of  an  international  satellite 
network.  Wind  will  study  the  mass,  momentum  and 
energy  of  the  solar  wind  for  the  next  three  years. 

The  data  it  sends  back  will  provide  the 
early  warning  needed  to  minimize  solar  wind 
damage  to  radar,  microelectronics  and  the  power 
supjilies  of  entire  cities. 

As  the  company  that  designed  and  built 
Wind,  which  already  is  providing  useful  data  to 
scientists,  Martin  Marietta  is  proud  to  be  a  part 
ot  the  extraordinary  NASA  and  Goddard  Space 
Flight  Center  team. 

Wliat  they  learn  in  space  today  will  safeguard 
the  tjuality  of  life  on  Earth  tomorrow. 
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The  Corporation 


WARNER  HOME  VJDEO'S 
NEGOTIATING  TEAM: 
COOKSON,  LIEBERFARB, 
KING,  AND  OSTROVER 


STRATEGIES 


VIDEO  WARFARE:  HOW  TOSHIBA 
TOOK  THE  HIGH  GROUND 

Suddenly,  the  disk 
developed  with 
Time  Warner  is  the 
one  to  beat 


m 
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Koji  Hase,  a  senior  manager  at  To- 
shiba Corp.,  spent  Good  Friday 
of  1992  with  Wan-en  N.  Lieber- 
fai'b,  head  of  Warner  Home  Video 
Inc.,  brainstoiTning  about  how  to  cram 
full-length  movies  onto  CD-size  disks. 
Then,  the  two  headed  to  Hollywood 
power  restaurant  Morton's  for  dinner. 
The  soft-s]Doken  Hase  decided  this  brash, 
animated  New  Yorker  reminded  him  of 
the  Tasmanian  Devil,  Warner's  voracious, 
whirling  Looney  Toons  character.  A  few 
bottles  of  red  wine  later,  they  decided 
they  both  looked  like  the  Tasmanian 
Devil.  So  when  it  came  time  in  Novem- 
ber to  christen  the  project,  Lieberfarb 
suggested  "Taz,"  and  the  name  stuck. 
Now,  the  name  is  looking  apt.  Toshiba 


and  Time  Warner  Inc.'s  double-sided, 
digital  videodisk  (dvd)  has  spun  its  way 
into  the  hearts  of  Hollywood  movie  mo- 
guls, while  a  rival  system  from  Sony 
Corp.  and  Philips  Electronics  could  get 
left  in  the  dust.  Toshiba's  standard 
wowed  Hollywood  with  5  gigabytes  of 
capacity  per  side,  room  for  135  minutes 
of  high-quality  video  plus  a  host  of 
interactive  goodies  such  as  viewers' 
choice  of  endings.  The  Beverly  Hills  un- 
veiling was  an  awesome  display  of  cor- 
porate clout.  Movie  powerhouses  such  as 
Warner  Bros.,  mca,  and  mgm/ua  shared 
the  podium  with  manufacturing  giants 
Matsushita,  Thomson,  and  Pioneer.  The 
rival  team  isn't  admitting  defeat.  But 
it's  clear  that  Toshiba/Time  Warner  have 
won  an  early,  important  battle. 
KEY  ALLIES.  How  things  turned  out  this 
way  is  one  of  the  oddest  tales  to 
emerge  fi-om  the  stiuggle  between  Hol- 
lywood and  Silicon  Valley  to  dominate 
the  dawning  Multimedia  Age.  With  an 
eye  toward  the  Infobahn,  the  entertain- 


ment industry  wants  a  say  in  the  stai-ptotj 
dai'ds  that  control  the  delivery  of  digii  1 
pictur-es  into  the  home.  Since  Toshipflj  '. 
is  ascendant  in  Hollywood,  Sony  a|i«K're 
Philips  have  set  their  sights  on  coipi'owi 
puter  makers,  pitching  theh'  format  a$'^U 
high-density  replacement  for  CD-ROJl.  o  rp 
That  may  di-ive  an  even  deeper  wedfeaand 
between  the  two  industries  and  spat&iitj] 
an  all-out  standards  war  that  wod  latctii 
mire  the  new  market  in  confusion.  '  :!oat 
Such  a  conflagr-ation,  if  it  comes  at  ii,.',t  \{\{ 
is  pi'obably  months  away.  In  the  mef-  Jdisl 
time,  Toshiba/Time  War-ner's  HollywoJ  .'Jtte 
victory  holds  cr-ucial  lessons  for  how  IJttliey 
multimedia  deals  get  done.  Rather  thliitm. 
trying  to  dominate  the  new  videodifwunif 
format  vrith  its  own,  patented  technoloji,  .jd^ 
Toshiba,  which  owns  a  large  stake  i :  ilie 
Time  War-ner  entertainment,  skillfu^;.Desp 
mediated  among  fractious  competitcs  :;.a  iju 
and  stitched  together  an  alliance  tl'fi'.lieQ 
will  be  difficult  for  anyone  to  unseat.  I  'M  [\. 

The  stakes  are  huge.  DVD  could  bl([-i;  ivjjj 
som  into  a  $30  billion  mar-ket  by  tpfud] 


I    WHAT  TOSHIBA  AND  TIME 
WARNER  DID  RIGHT 

WHAT  SONY  AND  PHILIPS 
DID  WRONG 

j    envelope  to  10  billion 
bytes  of  storage 

capacity  digital  videodisk 
prototype 

•Courted  Hollywood 
aggressively  through 
ad  hoc  advisory  group 

•  Sacrificed  canacitv  for  ; 
compatibility  with  j 
existing  disks  ' 

•Placed  films  and  games 
over  computer 
j  applications 

•  Presented  Hollywood  with 
finished  specs,  instead  of 
seeking  advice 

•Wooed  other  electronics 
companies  with  "open" 
licensing  approach 

•Boasted  of  future  record- 
ing capability,  raising 
Hollywood  copyright  fears 

for  Toshiba/Time  Warner. 
But  Matsushita,  the  powerful 
maker  of  Panasonic  and  Qua- 
sar brands,  continued  to  sit 
on  the  fence.  Lieberfarb  and 
his  team — Christopher  J. 
Cookson,  Lewis  S.  Ostrover, 
Marsha  K.  King,  and  Joseph 
Vayda — realized  they  would 
need  maximum  support  in 
Hollywood  to  stop  Sony  and 
Philips.  He  quietly  organized 
an  ad  hoc  committee  of  sev- 
en studios,  chaired  by  Walt 
Disney  Co.'s  Robert  E.  Lam- 
bert and  Richard  B.  Cohen, 
president  of  mgm/ua  Home 
Entertainment. 
"WE'VE  GOT  IT."  The  commit- 
tee was  a  brilliant  stroke 
that  ultimately  tmned  the  bat- 
tle in  Toshiba's  favor.  In  August, 
Sony  toured  Hollywood  with  a  proto- 
type that  met  with  a  tepid  response. 
A  month  later,  the  ad  hoc  studio  com- 
mittee released  a  wish  list  that  played 
straight  into  Toshiba's  hands.  They  want- 
ed 135  minutes  of  playing  time,  high  im- 
age and  audio  quality,  and  room  for  at 
least  three  languages,  plus  a  parental 
"lockout"  feature  to  skip  over  violent  or 
risque  scenes.  As  Goldman,  Sachs  &  Co. 
electronics  analyst  Eric  Gan  in  Tokyo 
points  out,  a  two-hour  action  movie,  such 
as  In  the  Line  of  Fire,  eats  up  over  31^ 
gigabytes,  largely  filling  Sony's  disk  and 
leaving  precious  Kttle  room  for  interac- 
tive applications.  But  Toshiba's  10-giga- 
byte  prototype  had  room  to  spare.  "I 
thought:  This  is  it.  We've  got  it,' "  recalls 
Toshiba's  Hase. 

PhiUps  and  Sony  contin- 

Eighteen  years  ago,  when  Z'!:^:^!^ 
RCA  cast  its  lot  with  the  VHS  standard,  Xe^-'^Z  ™t  rat' 

placement  for  vcRs,  insists 
Philips  Consumer  Electron- 
ics Program  Manager 
Jacques  Heemskerk,  but  the 
machines  must  also  satisfy 
computer  makers.  Sony  also 
({uestions  the  intense  focus 
iin  Hollywood.  Complains 
Managing  Director  Nobu- 
yuki  Idei:  "I  don't  under- 
stand why  the  studios  should 
be  committed  long  before 
there  is  even  a  product." 

In  the  end,  Sony  and 
Philips  barged  ahead  with 
an  official  unveiUng  on  Dec. 
16,  but  they  went  to  the  po- 
dium without  allies.  Sony 
felt  Toshiba's  double-sided 
format  would  be  too  expen- 
sive for  manufacturers.  But 
just  thi-ee  days  after  the  un- 
veihng,  Matsushita's  dvd  di- 


rly  21st  century,  predict 
Tie  members  of  the  Toshi- 
camp,  rivaling  the  vcR 
lustry  today.  For  start- 
!,  there  are  the  disk  play- 
which  Toshiba  and  its 
ies  want  to  launch  by 
d-1996  for  about  $500. 
en,  there's  revenue  from 
lions  of  disks  Hollywood 
ies  to  sell  to  consumers 
about  $20  a  pop. 
Better  still,  the  dvd  sys- 
n  could  grow  in  many  di- 
,'tions.  Cable  companies 
lid  store  DVD  movies  in 
deo  jukeboxes,"  deliver- 
;  films  over  cable  into 
iscribers'  homes.  Like 
ilips/Sony,  Toshiba  will 

0  try  to  position  its  dvds 

next-generation  CD-ROM  drives 

PCS  and  even  merge  them  with  next- 

leration  game  machines. 

Toshiba  moved  the  dvd  project  into 

h  gear  in  June,  1993,  deploying  100 

fineers  to  work  under  semiconductor 

;eran  Taizo  Nishimuro,  Hase,  and 

5ashi  Yamada.  Building  on  technolo- 

developed  vdth  Matsushita  Electric 

lustrial  Co.,  the  team  found  a  way 

record  bilhons  of  bits  of  music,  vid- 
and  text  onto  superslim  disks  just 
millimeters  thick.  The  thinner  lay- 
allow  lasers  to  read  smaller  pits 

(resenting  digital  zeros  and  ones, 
isting  capacity  far  above  that  of  con- 
itional  music  disks  and  cd-roms. 

0  slim  disks  are  then  glued  back-to- 
■k  to  double  storage  space. 
Technology  in  hand,  Toshiba  and  Time 
rner  tried  to  round  up 
es  among  hardware  mak- 

I .  Toshiba  showed  an  ear- 
prototype  to  Philips  in 
uai-y,  1994.  But  the  tall, 

1  tely  Nishimuro  says 
j  lips'  response  was  "fuz- 

ly  had  pioneered  the  au- 

backs  Toshiba's  DVD 

CD  revolution  14  years 
lier  and  together  had  ex- 
ded  it  into  cd-roms.  They 
watched  CD  systems  ex- 
id  to  an  installed  base  of 
i  ^ly  100  milhon,  with  3 
1  ion  disks  in  circulation. 
'  future  of  higher-density 
cs,  they  figured,  belonged 

1  ,hem. 

:  MMUTINY.  Matsushita  was 
I  entranced  by  the  poten- 
of  the  Sony/Philips  alli- 
e.  Despite  its  work  with 
hiba  on  the  double-sided 
\.  the  Osaka-based  giant 
ued  its  bets,  helping 
i\  with  its  approach, 
y  and  Phihps  had  even 


Lessons  from 
the  trenches 


hatched  plans  in  April  to  announce  a 
world  standard  with  Matsushita. 

Chances  are  the  announcement  would 
have  gone  ahead.  But  Matsushita's  U.  S. 
movie  arm,  mca  Inc.,  refused  to  get  on 
board  with  Sony.  Publicly,  MCA  said  it 
would  follow  its  Japanese  parent.  Be- 
hind the  scenes,  though,  Matsushita's 
own  technical-haison  people  at  mca  en- 
hsted  Warner's  Lieberfarb  to  visit  Mat- 
sushita headquaiters  and  fend  off  a  joint 
announcement  vdth  Sony. 

The  plea  ft'om  mca  was  a  huge  coup 


DEJAVU? 


it  boded  ill  for  Sony's  Beta.  Now,  RCA 


TOSHIBA'S 
YAMADA  AND 
HASE  WITH 
THE  TEAM  THAT 
DEVELOPED  DVD 


The  Corporation 


rector.  Sakon  Nagasaki,  visited  Wai-nei- 
Music's  Pennsylvania  disk-staniping  unit, 
WEA  Manufacturing,  whicii  had  been 
test-protkicing  (kjuble-sided  disks  for  six 
months.  Nagasaki  came  away  convinced 
that  Sony  was  wrong. 

Two  weeks  after  Nagasaki's  tiip,  Mat- 
sushita cast  its  lot  with  Toshiba/Time 
Warner,  followed  quickly  by  Thomson, 
with  its  powerful  liCA  brand  IU'A's  con- 
sumer-marketing clout  in  the  U.S., 
backing  the  VHS  vcR  standard,  hastened 
the  decline  of  Sony's  Beta  i)layers  18 
years  ago.  "We  plan  to  spend  as  much  if 
not  more  on  uvd  as  we  did  on  Dss," 
the  company's  wildly  popular  Digital 
Satellite  System,  says  Josejjh  P.  Clayton, 
executive  vice-president  of  Thomson 
Consumer  Electronics  in  Indianapolis. 
FENCE-SITTERS.  Even  with  Matsushita 
and  FicA  behind  them,  Toshiba/Time 
Warner  can't  declare  victory.  In  Holly- 
wood, several  studios  continue  to  bide 
their  time.  Fox  Inc.  remains  uncommit- 
ted, as  does  Disney.  But  both  could  use 
the  extra  capacity  from  Toshiba's  .sys- 
tem. Disney's  cash-cow  animation  eats 
up  gobs  of  digital  real  estate. 

Silicon  Valley,  meanwhile,  isn't  tak- 
ing sides.  But  it's  hard  to  see  why  com- 
puter makers  would  choose  Sony  and 
Philips.  The  two  have  shown  that  they 
can  raise  double-disk  capacity  to  7.4 
gigabytes  using  a  dual-layer  technology 
created  by  3M.  Even  so,  that's  much 
less  than  Toshiba's  two-sided  system. 
And  :!M's  dual-layer  approach  requires 
an  extra  manufacturing  step,  which 
means  higher  costs  for  disk-stampers. 

For  Toshiba  and  Time  Warner,  biing- 
ing  Sony  and  Phihps  into  the  fold  will 
retjuire  some  of  the  trickiest  negotia- 
tions either  has  evei'  faced.  Ah-eady,  to 
reel  in  Hitachi,  Matsushita,  and  Pioneer, 
the  pair  had  to  make  many  compromis- 
es, incorjjorating  bits  of  rivals'  jjatented 
technology,  which  means  shaiing  license 
revenues.  They've  wooed  disk-stamping 
companies  with  similar  pi-omises  of  li- 
cense flexibility.  What's  more,  at  $500 
per  unit,  the  DVi)  players  won't  earn 
Toshiba  much  profit.  So  there  is  little 
room  for  Toshiba  to  make  concessions  to 
Sony,  such  as  incorpoi-ating  some  of 
Sony's  technology  in  the  new  standard. 

There  may  still  be  time  to  forge  a 
compromise.  "We're  only  500  meters 
into  the  marathon,"  says  Sony's  Idei. 
But  over  at  Toshiba,  Nishimuro's  office 
boasts  a  trophy:  a  coloiful,  five-inch  stat- 
ue of  the  Tasmanian  Devil  that  Lieber- 
far-b  sent  him.  Toshiba  and  Time  Warner 
may  not  devoui'  their  livals,  but  they've 
certainly  taken  a  healthy  bite. 

By  Larry  Hoiyoke  iv  Tokyo  and 
Larry  Armstrovg  i')t  Los  Angeles 


STRATEGIES 


NOT  SO  SWEET  TIMES 
AT  HONEYWELL 

In  the  dumps  for  years,  it  could  find  itself  on  tlie  block 


Take  a  tour  of  Honeywell  Inc.'s  giant 
factoiy  in  Golden  Valley,  Minn.,  and 
you'll  see  some  of  the  most  ad- 
vanced production  technology  around. 
Sophisticated  robots  assemble  j^arts  tor 
the  company's  home-  and  building-con- 
trol systems,  each  doing  work  once  j^er- 
formed  by  several  people.  Yet  along- 
sitle  those  robots,  high-priced  workers 
assemble  small  batches  of  thermome- 
ters by  hand,  laboring  over  tasks  now 
typically  done  in  low-wage  countries. 
And  nearby  racks  hold  copious  amounts 
of  invent  oiy — a  sight  not  seen  in  state- 
of-the-ail  factories  for  years. 

Contradictions'?  You  bet.  For  years, 
Honeywell  has  embodied  more  than  its 
share.  The  Minneajjolis-based  company 
is  a  world  leader  in  industrial  controls, 
yet  technical  prowess  hasn't  translated 
to  the  bottom  line.  Honeywell  has  been 
in  decline  for  a  decade,  and  1994  was  no 
exception  (chart).  Net  income  slid  18%, 
to  $279  million,  on  revenues  of  $6.06 
billion,  up  1.7%.  Repeated  downsizing 
hasn't  helped:  1994's  .$;1S  million  wiite-off 
was  Honeywell's  sixth  restiiicturing  in 
eight  yeai's.  Says  a  frustrated  share- 
holder: "Sometimes  I  wonfler  if  man- 
agement knows  what  it's  doing." 
HIGH  PRESSURE.  Now  time  may  be  lim- 
ning out.  Investors  are  gTOwing  impa- 
tient, and  the  board  is  uj^ping  pressure 
to  show  results.  If  Honeywell  doesn't 
improve,  it  could  end  up  on  the  block. 
Acknowledges  CEO  Michael  R.  Bonsig- 
nore:  "We  have  to  deliver." 

Bonsignore — a  25-year  Honeywell 
veteran  who  won  the  top  spot  in  1998 — 
has  promised  Honeywell  will  hike  pi'of- 
its  between  12%'  and 
16%'  in  1995,  with  dou- 
ble-digit gains  the  next 
two  years.  And  he 
pledged  that  1994's 
wiite-off  will  be  the  last. 
But  investors,  tired  of 
Honeywell's  promises 
that  the  payoff  from  re- 
structuring is  coming, 
appear  unconvinced. 
Neither  Bonsignore's  up- 
beat tone — nor  a  $600 
million  stock  buyback — 
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AN  EARNINGS  SLIDE 


HONEYWELL'S 
NET  INCOME 
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have  budged  Honeywell's  stock  fr( 
the  mid->!Os  range  since  1992.  Not  eve 
the  recent  dismissal  of  a  $1.2  billic 
judgment  that  Honeywell  was  to 
to  Litton  Industries  Inc.  for  patent  i| 
fiingement  boosted  the  stock.  iV'esE 
Certainly,  there's  reason  for  skepti|!erss 
cism:  Honeywell  hasn't  seen  double-dig 
gTowth  for  yeai's.  Bonsignore  ai'gnes  th; 
the  company  has  done  as  well  as  po 
sible,  given  falteiing  markets.  Space  ar 
aviation  revenues  nosedived  fi'om  $2. 
billion  in  1991  to  $1.43  billion  last  ye; 

largely  because  of 
slump  at  Boeing  Co.  R 
cession  also  dented  Ho: 
ej^vell's  home-  and  'ouil' 
ing-controls  and  industri 
automation  units. 

Even  so,  rivals  su( 
as  Emerson  Electric  C 
and  Rockwell  Intl.  Coiijfi' 
do  fai'  better  in  the  san 
markets.  In  home  ar 
building  products,  Ho 
eywell's  10%-  operatii 
margin  falls  well  she 
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"To  remain 
competitive 

intotlie 
next  century, 
read  tliis 
boolc!" 

-Peter  Lynch,  Vice  Chairman, 
Fidelity  IVlanagement  and  Research  Company 


]mers()n's  15'/r,  while  Hone^'weirs  7% 
■gin  in  aei'ospace  is  less  than  half  the 
1%  earned  by  Rockwell. 
]ritics  say  that's  because  Honeywell 
hasn't  attacked  costs  aggi-essively 
igh.  Although  it  has  taken  more  than 
d  million  in  restructuring  charges 
e  1986  to  shrink  manufacturing  ca- 
ty  and  cut  the  workforce  28%,  to 
00  employees,  the  payoff  has  been 
.  Honeywell's  sales,  general,  and  ad- 
istrative  expenses  ran  18%  of  sales  in 
I,  hardly  down  from  18.2%-  in  1987. 
'ritics  blame  a  clubby,  patemalistic 
ure  that  avoids  tough  decisions. 


STAGNANT 


Why  haven't 
repeated 
restructurings 
boosted  the 
bottom  line? 
Critics  blame  a 
clubby, 
paternalistic 
culture  that 
avoids  tough 
decisions 


.plains  one  shareholder:  "They  could 
y  take  $500  miUion  out  of  the  com- 
'."  Honeywell  has  only  slowly  moved 
r-intensive  jobs  out  of  high-wage 
lesota  plants,  for  example.  And  one 
er  executive  adds  that  many  laid-off 
\ers  slipped  back  on  the  payroll, 
're's  no  discipline,"  he  says, 
iiiicywell  has  few  outsiders  in  top 
iiuvment — and  those  who  have  come 
4',  including  well-known  cost-cuttei-s 
as  Citicoip  Vice-ChaiiTnan  Christo- 
J.  Steffen  and  William  L.  Trubeck, 
hwest  Aii'lines  Inc.'s 
CFO,  haven't 


ler 

•d  long.  Insiders  say 
ration  with  the  slow 

nf  change  is  a  key 
)!!  they  left, 
insignore  argues 

having  long-time 
-'\  \vell  people  at  the 
is  a  strength.  "We 
\  the  company  and 

it  is  capable  of,"  he 
.  As  for  criticism 

he's   moving  too 
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slowly,  he  says  earlier  moves  to  squeeze 
overhead  and  cut  costs  will  soon  pay  off. 
And  Bonsignore  will  finally  trim  Honey- 
well's top-heavy  Eiu'opean  unit  in  1995. 
FAT  CONTRACTS.  He's  also  betting  on 
rebounds  in  the  company's  major  busi- 
nesses. The  end  of  recession  in  Europe 
and  a  strong  replacement  market  in  the 
U.S.  should  bring  double-digit  growth 
in  home-  and  building  controls.  Ditto  for 
industrial  controls,  which  has  nabbed  big 
contracts  in  the  Far  East.  Even  the  slide 
in  aviation  may  be  over. 

But  that  may  not  be  enough  to  keep 
Honeywell  independent.  One  source 
close  to  the  board  says  a 
number  of  outside  direc- 
tors have  put  senior  man- 
agement on  notice.  "They 
have  to  do  well  in  1995 
or  else,"  he  says. 

Still,  others  on  the 
board  are  backing  Bon- 
signore: "We  ai'e  confident 
in  his  future  leadership," 
says  board  member  James 
Howard  III,  the  CEO  of 
Northern  States  Power 
Co.  "There's  no  need  to 
teal'  up  this  company."  But 
without  improvement, 
some  large  shareholders 
say  they  believe  Honey- 
well could  be  ripe  for  a 
takeover,  with  General 
Electric,  Siemens,  and  Al- 
liedSignal  mentioned  as 
possible  suitors.  NatWest 
Securities  Corp.  analyst 
Nicholas  P.  Heymann  says 
Honeywell  could  bring  be- 
tween $46  and  $59  a 
share.  Still,  shareholders  may  have  to 
wait.  Takeovei-  talk  has  smrounded  the 
company  since  the  late  1980s.  And  two 
years  ago,  GE  formed  a  joint  venture 
with  Honeywell  in  industrial  controls. 
One  shareholder  calls  the  GE  deal  "a 
wondeifiil  poison  pill."  The  logic:  Even  if 
GE  doesn't  want  Honeywell,  its  presence 
keeps  others  ft'om  risldng  a  bid. 

Bonsignore  says  he  fully  expects  to 
meet  his  gi'owth  targets.  "I  won't  be 
satisfied  with  anything  less,"  he  says. 
And  there  ai'e  some  signs  of  progi'ess.  At 
the  Golden  Valley  facil- 
ity, the  racks  of  excess 
inventory  will  be  gone 
by  yearend.  And  those 
jobs  being  done  by  hand? 
They'll  be  moved  if  they 
can't  be  peifonned  eco- 
nomically in  Minnesota. 
But  investoi-s  have  heai'd 
this  before.  This  time, 
Bonsignore  knows  he 
had  better  deliver. 

By  Kevin  Kelly  in 
Minneapolis 
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Choose  Your  Customers, 
Narrow  Your  Focus, 
Dominate  Your  Market 


Michael  Treacy 
&  Fred  Wiersema 


A  new  breed  of 
company  is  reinventing 
the  rules  of  competition  — 
dominating  its  market  by 
choosing  one,  and  only  one, 
of  three  values:  best  total  cost, 
best  product,  or  best  total  solution. 
To  see  how  this  powerful 
concept  works  at  today's  most 
successful  companies,  read 
The  Discipline  of  Market  Leaders, 
the  book  that  sets  the  business 
agenda  for  the  next  decade. 

"It's  taken  over  a  decade  of 
struggle  in  the  telecommuni- 
cations market  wars  for  AT&T 
to  learn  what  is  conveyed 
within  the  covers  of 
this  excellent  book." 
—Robert  E.  Allen,  ceo,  at&t 

A  ADDISON-WESLEY 


Legal  Affairs 


CIVIL  JUSTICE 


HOW  DELTA  FLEW  CIRCLES 
AROUND  PAN  AM  IN  COURT 

The  winner's  legal  strategists  used  every  ploy  in  the  book-and  then  some 


Roy  M.  Cohn,  the  flamboyant  law- 
yer best  known  as  Senator  Jo- 
seph R.  McCarthy's  henchman  in 
the  1950s,  once  said:  "I  don't  want 
to  Itnow  what  the  law  is.  I  want  to 
know  who  the  judge  is."  The  comment 
is  as  crass  today  as  it  was  then.  But 
more  and  more,  high-priced  attorneys 
clashing  over  billions  of  dollars  live  by 
Cohn's  advice.  "I'm  paid  to  win  and  to 
take  advantage  of  the  system,"  says 
New  York  defense  lawyer  Dennis  E. 
Glazer  of  Davis  Polk  &  Wardwell. 

That's  exactly  what  Glazer  recently 
did.  In  a  $2.5  billion  battle  between  air- 
line titans  Delta  Ah-  Lines  Inc.  and  Pan 
Am  Corp.,  Glazer  spearheaded  an  elab- 
orate three-year  legal  strategy  for  Del- 
ta that  entailed  everything  fi-om  foiTim- 
shopping  to  investigating  judges' 
backgrounds.  These  maneuvers  were 
neither  illegal  nor  unethical.  They  mere- 
ly took  advantage  of  an  imperfect, 
malleable  system,  in  the  process  costing 
Delta  many  millions  of  dollars  for  its 
bevy  of  lawyers.  And  for  Delta,  they 
delivered  a  stunning  victory  in  Decem- 
ber that  saved  the  Atlanta-based  carri- 
er from  life-thr'oatening  litigation. 
TAKE  THE  EDGE.  What  makes  the  Delta 
case  so  noteworthy  is  the  tidy  way 
every  element  of  the  legal  strategy  fell 
into  place.  But  similar  high-stakes  le- 
gal maneuvering  goes  on  everywher*e. 
Lawyer's  involved  in  hotly  contested 
courtr-oom  brawls  look  for-  any  possible 
edge  over  their  opponents.  Cases  rang- 
ing from  product  liability  to  the  O.J. 
Simpson  mur'der-  trial  r-ely  on  costly  sci- 
entific metliods  to  refute  evidence.  Jur'\' 


consultants  study  how  ehar-acter'istics 
such  as  r-ace  and  gender  may  affect  a 
case.  And  lawyers  search  painstakingly 
for  sympathetic  legal  forums.  "Ther-e 
didn't  used  to  be  the  pressures  asso- 
ciated with  losing  that  ther-e  ar'e  today," 
says  Donald  E.  Vinson,  a  litigation-sup- 
port expert.  "Today  these  things  are  all 
a  standar'd  part  of  tr'ial  advocacy." 

Standar'd,  per'haps,  to  the  pr'actition- 
ers.  But  few  outsiders  get  to  see  just 
how  the  coiu-se  is  mapped  out  in  a  major- 
corpor'ate  litigation,  since  many  key  deci- 
sions ar'e  made  behind  closed  doors.  The 
details  of  the  Delta-Pan  Am  dispute, 
which  have  emer'ged  thr'ough  inter'views 
and  court  r-ecor-ds,  offer-  a  r-ar-e  glimj)se 
into  how  lawyer-s — within  legal  boimds — 
leave  as  little  to  chance  as  possible. 

The  Delta-Pan  Am  dispute  first 
er'upted  in  late  199L  Pan  Am  had  been 
counting  on  Delta  to  help  foot  the  bill 
for  its  comeback.  But  a  $L7  bilhon  deal 
sour-ed  that  was  to  finance  a  new  carr-i- 
er,  dubbed  Pan  Am  2,  in  exchange  for 
Pan  Am's  pr'ofitable  tr'ansatlantic  r-outes 
and  Northeast  shuttle.  Broke  and 
grounded.  Pan  Am  took  the  offensive 
and  sued  Delta  for  br-each  of  contr'act. 
As  the  plaintiff,  Pan  Am  could  choose 
where  to  sue,  and  it  picked  the  Bank- 
ruptcy Court  for  the  Souther-n  Distr-ict 
of  New  York.  The  claim:  that  Delta's 
inter'est  in  the  new  ventm-e  was  merely 
a  ploy  to  capture  Pan  Am's  best  assets. 

Counting  on  the  generally  pro-debtor- 
stance  of  bankriiptcy  courts.  Pan  Am's 
lawyer's  didn't  even  bother  to  make  the 
r-outine  r-equest  for  a  jury  trial.  The 
judge  handling  the  case,  Coi-nelius 


iaiits 


Blackshear,  had  even  more  going 
him,  they  figured.  He  was  already  p 
siding  over  Pan  Am's  bankr-uptcy  j 
was  awar'e  of  the  devastation  the  cai 
er''s  woes  had  brought  to  thousands 
now-unemployed  airline  workers.  A 
Blackshear's  experience  as  a  forn 
New  Yor'k  City  cop  might  make  Y 
sensitive  to  their  plight.  Blackshear 
dines  comment. 

But  as  much  as  Pan  Am  favor 
Blackshear,  Delta  opposed  him.  Ree 
Glazer-:  "Our  goal  all  along  was  to  1( 
for  alternatives."  That  so  much  ener 
would  be  devoted  to  choosing  ver 
isn't  surpr-ising.  A  study  of  federal  ca 
from  1979  to  1991,  which  is  to  be  p' 
Ushed  this  fall,  found  that  plaintiffs  v 
ear'ly  victor-ies  in  73%  of  the  suits  t 
remained  in  the  cour't  in  which  t\  , 
wer'e  or-iginally  filed.  In  transfen-ed  (  J 
es,  plaintiffs  won  just  26%  of  the  tii 
"Tr-ansferring  a  case  is  a  way  of  ov 
coming  court  bias,"  says  study  aut! 
Theodor-e  Eisenberg  of  Cornell  L 
School.  "There  is  r-oom  to  manipul 
the  system." 

MORALITY  PLAYS.  Delta  also  fought  h  ' 
to  avoid  a  jury.  And  with  good  reas  * 
A  jury  consultant  liir'ed  by  Delta  to  c 
duct  a  series  of  mock  tr-ials  found  jur 
especially  susceptible  to  the  emotic 
aspects  of  the  case.  The  results  wflV- 
"mixed,"  says  Glazer,  but  troubl 
enough  to  worry  Delta. 


CO 
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Early  in  the  case.  Delta  had  argi 
against  a  move  by  Pan  Am  to  cons 
date  the  dispute  befor-e  Blackshear  w 
two  other  cases  br-ought  in  New  Y 
distr-ict  court  by  formei-  Pan  Am  fli; 
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JANUARY,  1991  Pan  Am 

files  for  bankruptcy  in 
New  York. 

AUGUST,  1991  Delta 
agrees  to  a  $1.7  billion 
deal,  which  includes 
transfer  of  Pan  Am's 
transatlantic  routes  and 
Northeast  Shuttle.  Delta 


also  proposes  to  fir  ^"'^ 
a  new  carrier  dubb*" 
Pan  Am  2.  | 

DECEMBER,  1991  tl 

ceases  all  operatioiji^ 
Delta  declines  to 
millions,  arguing  tfjf'^^^si 
Am's  reorganizatiof?'"'*' 
is  doomed. 


idants  and  pilots.  Those  cases  were 
I  before  juries.  "Jurors  tend  to  see 
■s  as  a  morality  play,"  explains  Rob- 
3.  Duboff,  the  consultant  Delta 
1.  "They  decide  morality  by  their 
standards,  not  by  legalisms." 
ickiiy  for  Delta,  the  cases  were  con- 
ited  only  for  discoveiy  purposes, 
airline  employees'  lawsuits  landed 
,e  hands  of  District  Court  Judge 
irt  P.  Patterson  Jr.,  a  man  whose 
League  credentials  and  ability  to 
ole  with  complex  business  matters 
ihed  the  profile  of  Delta's  ideal  jur- 
lefore  coming  to  the  bench,  he  had 
ided  companies  as  a  partnei'  in  an 
ne  New  York  firm  for  28  years, 
irson  declines  comment, 
iving  stumbled  upon  a  judge  they 
,  Delta  hatched  a  plan  to  get  him. 
I  began  filing  motions  before  Pat- 
n  to  gauge  his  interest  in  the  air- 
ausiness.  That  meant  including  in 
.  papers  extra  details  about  the 
ite  and  about  the  industry  that 
t  pique  the  judge's  intellectual  cu- 


riosity. "We  wanted  to  hook  Patterson 
into  the  case,"  says  Glazer.  The  idea 
was  to  make  the  judge  want  the  case  if 
the  possibility  arose. 

Then  Judge  Blackshear  handed  Delta 
a  gift.  He  told  the  lawyers  that  because 
of  a  crowded  calendar,  he  would  be  un- 
able to  preside  over  the  case.  Delta 
didn't  want  to  land  in  another  bank- 
ruptcy courtroom.  So  it  argued  for  con- 
solidating the  dispute  with  the  foiTner 
employees'  cases  pending  in  district 
court  before  Patterson — a  180-degi'ee 
shift  from  its  original  position  that  the 
cases  should  not  be  joined.  "Delta's 
change  in  litigation  tactics  smacks  of 
forum  shopping,"  complained  Pan  Am 
in  court  records.  Nonetheless,  in  the 
name  of  efficiency,  Patterson  took  the 
unusual  step  of  pulling  the  case  out  of 
banknaptcy  court  and  into  his  own.  A 
trial  was  set  for  May,  1994. 

Now,  all  that  was  left  to  decide  was 
who  would  heai'  the  case:  a  jui-y  or  Pat- 
terson. Since  Pan  Am  hadn't  initially 
demanded  a  jury,  it  lost  its  absolute 


,  1992  Pan  Am 

3  in  bankruptcy 
$2.5  billion,  al- 
l  i  :ach  of  contract 
■  aith. 
1992  Ex-Pan 
)yees  sue  Delta 
jillion,  claiming 
's  refusal  to 


fund  Pan  Am  2  cost 
them  jobs.  A  second 
employees'  case  is  filed 
m  September. 
MAY,  1994  The  trial 
begins  before  District 
Court  Judge  Robert  Pat- 
terson Jr.  and  lasts  for 
five  weeks. 


DECEMBER,  1994  Patter 
son  rules  overwhelmingly 
in  Delta's  favor. 
JANUARY,  1995  Pan  Am 

declines  to  appeal  the 
case  and  pays  back 
$115  million  it  borrowed 
from  Delta  plus  interest. 
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ALL-OUT  WAR 

iiVm  paid  to 
win  and  to  take 
advantage  of 
the  system 

—  DENNIS  E.  GLAZER 


right  to  one.  The  issue  re- 
mained unresolved  until  just 
days  before  the  trial  began, 
forcing  the  lawyers  to  pre- 
pare for  two  types  of  trials. 
Delta  spent  $75,000  on  more 
than  40  exhibits  aimed  solely 
at  jurors.  Pan  Am  also  in- 
vested heavily  in  easy-to- 
read  gi'aphics.  Those  efforts 
were  in  vain  when  Patter- 
son announced,  to  Delta's  de- 
light, that  he  alone  would 
.;5?«!g  hear  the  case. 

For  more  than  five  giiiel- 
ing  weeks,  the  battle  raged. 
And  with  eveiy  passing  day, 
it  became  clearer  that  Delta's  instinct 
about  Patterson  had  been  right.  Pan 
Am's  43  witnesses  failed  to  persuade 
the  judge.  The  witnesses  included  Pan 
Am's  former  ceo,  Russell  Ray,  a  portion 
of  whose  testimony  Patterson  termed 
"questionable."  "In  eveiy  instance,  the 
judge  took  the  slightest  comment  made 
by  the  other  side  and  said  it  was  right," 
fumes  Pan  Am  creditors'  committee  at- 
torney Leon  C.  Marcus. 
NO  APPEAL.  When  the  time  came  for 
Delta  to  present  its  side  of  the  case,  it 
called  only  15  witnesses.  Delta's  argu- 
ment: That  it  had  acted  in  good  faith 
and  that  Pan  Am's  financial  position  had 
deteriorated  so  much  from  the  time  Del- 
ta had  agi'eed  to  the  $1.7  billion  deal 
that  the  reorganization  plan  was  no 
longer  workable. 

Patterson  agi'eed,  issuing  a  stinging 
209-page  opinion  on  Dec.  22  that  found 
virtually  every  factual  question  in 
Delta's  favor.  His  decision  boosted 
Delta's  sagging  stock  price  by  four 
points  the  next  day.  "The  judge  went  so 
far  down  the  line  on  Delta's  side  that  1 
can't  even  think,  if  I  had  done  just  one 
thing  differently,  the  case  would  have 
gone  our  way,"  laments  Pan  Am's  law- 
yer David  E.  Brodsky.  On  Jan.  10,  Pan 
Am  declined  to  appeal  the  ruling. 

Delta's  victory  wasn't  just  the  tri- 
umph of  a  clever  game  plan.  The  carri- 
er also  had  a  solid  argument  and  some 
good  luck.  But  Roy  Cohn  was  definitely 
on  to  something. 

By  Linda  Himelstein  in  New  York 
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CAN  YOU  TRUS 


Questionable  sales 
tactics  fueled  by  lavish 
incentives  are  prompting 
a  rising  tide  of  criticism 


As  a  young,  eager  stockbroker  in  West  Barnstable, 
Mass.,  in  the  mid-1980s,  Caleb  T.  Warren  spent 
hours  chaiting  companies'  performance  on  yellow 
pads  to  find  the  best  picks  for  his  clients.  One  day,  as 
he  sat  at  his  desk  at  Prudential-Bache  Securities 
Inc.,  a  manager  grabbed  a  pencil  out  of  Warren's 
hands  and  broke  it.  "That's  for  oui-  research  depaitment,"  the 
manager  barked  before  stalking  off.  "Your  job  is  to  sell." 

Warren  tried  to  take  it  in  stride.  But  after  stints  at  two 
other  national  brokerages,  he  just  couldn't  put  up  with  the 
fii'ms'  unrelenting  pressure  to  produce  commissions,  even 
though  the  investments  often  didn't  benefit  customers.  In 
1991,  he  formed  his  own  money-management  firm.  He  no 
longer  collects  commissions,  instead  charging  his  70  clients  a 
flat  management  fee.  "I'm  getting  paid  to  make  money  for  my 
clients,  not  to  sell  a  product,"  he  says. 

Warren's  views  are  part  of  a  rising  wave  of  criticism,  both 
inside  and  outside  the  industiy,  of  how  stockbrokers  and  the 
finns  they  work  for  operate.  For  years,  securities  regiilatoi's 
have  been  concerned  about  shady  penny-stock  fii'ms  and  so- 
called  rogue  brokers  at  larger  firms.  But  now,  critics  are  fo- 
cusing on  widely  accepted  ways  of  doing  business  at  the 
biggest  and  most  jjrestigious  fimis  that  they  say  .systematical- 
ly tend  to  i3ut  investors  at  a  disadvantage.  "There  is  a  grow- 
ing cynicism  and  suspicion  among  investors  about  the  in- 
dustiy and  its  practices,"  says  Arthur  Levitt  Jr.,  chairman  of 
the  Securities  &  Exchange  Commission. 
"UNSUITABLE  PRODUCTS."  This  investor  backlash  stems  in 
part  from  the  limited-partnership  scandals  of  the  19S0s,  espe- 
cially at  what  is  now  called  Prudential  Securities  Inc.  Inves- 
tor losses  there  exceeded  $1  bilhon.  The  abuses  at  Pnidential 
Securities  stemmed  directly  from  sales  practices  and  compen- 
sation systems  that  induced  brokers  to  put  clients  into  high- 
risk  partnerships  originated  by  the  finn.  Pmdential  Securities 
declined  to  be  interviewed  about  their  cuiTent  practices. 

Today,  j^roducts  of  major  firms  are  generally  less  hazardous 
to  customere'  wealth.  But  ingrained  commission  comjjensation 
policies,  which  ai'e  at  the  veiy  core  of  the  way  Wall  Street  does 
business,  still  tend  to  encourage  brokers,  who  work  almost  en- 
tirely for  commissions,  to  put  theii-  own  Interests  ahead  of  theu' 
customers'.  "Pnidential  showed  us  how  sales  contests  and 


paying  liigher  cominissions  for  in-house  products  led  broker 
sell  customers  unsuitable  products,"  says  Idaho  State  Securil 
Commissioner  Wa>ne  Klein.  "These  sales  techniques  ai-e  stiiS 
serious  problem  that  put  the  integiity  of  the  industiy  at  risj 
Many  brokerage  executives  are  increasingly  worried  t| 
the  industiy  is  hurting  itself  Commission  incentives  h'M 
been  cnicial  to  the  industiy's  often  lush  profits  and  its  brol 
high-cost  aiTay  of  investor  sei-vices.  But  they  are  also  undfi 
mining  Wall  Street's  competitiveness.  As  the  reputationji' 
mainstream  brokers  plummets — one  public-opinion  poll  foi| 
that  only  politicians  and  lawyers  ranked  lower — customers 
leaving.  So  are  disenchanted  brokers  such  as  Warrj 
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OUR  BROKER? 


!■  beneficianes  of  tliis  trend  are  discount  bi'okers,  direct- 
ctiiig  mutual-fund  gi'oups,  financial  planners,  and  banks, 
'  employees  mainly  work  on  a  fee  or  salaiy  basis.  The  na- 

full-service  brokerage  fhiTis'  share  of  secuiities  industiy 
UK'S  fell  from  39%  in  1992  to  35%  in  1994,  while  dis- 

lirokers'  share  gi'ew  from  3%-  to  4%.  "Thei'e  is  a  lot  at 
,  and  eveiybody  in  the  industiy  knows  it,"  says  Samuel  L. 
s  III,  a  professor  at  Harvard  business  school.  Big  fh-ms 
\  I  hey  must  clean  up  their  acts  to  salvage  their  niche." 
nung  the  practices  undei'  scrutiny: 
iiimission  incentives  dominate  and  distort  compensation. 
I  Hire  commissions  brokei'S  generate,  the  larger  a  share  of 


The  Case  Against 
The  Brokerage 
Industry 

PRESSURE  The  compensation 
system  at  brokerage  firms  creates 
intense  pressure  on  brokers  to  gen- 
erate a  liigh  volume  of  commissions. 

INCENTIVES  Brokers  are  given 
extra  incentives,  such  as  Rolex 
watches  and  all-expense-paid  vaca- 
tions, to  sell  special  high-profit- 
margin  products  with  little  regard  to 
their_ suitabihty  for  customers.   g^;^  whethercus 


the  commissions  they 
can  keep.  That  can  en- 
courage "churning,"  ex- 
cessive trading  of  cus- 
tomer accounts.  Sales 
contests  and  "product 
of  the  month"  cam- 
paigns are  common. 
Many  films  reciiiit  top- 
l)roducing  brokers  from 
other  fu'ms  with  huge 
up-front  bonuses,  like 
star  atliletes.  "How  can 
that  be  in  the  interest 
of  investors?  It's  a  bad 
[iractice  and  should  be 
eliminated,"  says  Levitt. 
Firms  give  little  re- 


BAD  ADVICE  Firms  push  brokers 
to  recommend  in-house  mutual  funds, 
where  the  firm  earns  management 
fees,  instead  of  funds  run  by  outside 
managers.  Most  in-house  funds  have 
mediocre  performance  records. 

BONUSES  Many  firms  recruit  top 
"producers"  from  other  firms  with 
huge  up-front  bonuses  and  extra- 
high  commissions.  That  gives  the 
producers  an  added  incentive  to 
promote  excess  trading. 

POOR  INFORMATION  Firms 
don't  provide  customers  information 
on  the  overall  return  on  their  invest- 
ments and  aggregate  commissions 
they've  been  charged. 
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tomers  benefit  from  in- 
vestments. Brokei's,  for 
instance,  receive  finan- 
cial incentives  to  push 
in-house  products,  such 
as  mutual  funds,  in- 
stead of  ftmds  originat- 
ed by  outside  groups. 
The  reason:  In-house 
investments  produce 
higher  profit  margins. 
But  these  investments 
may  be  unsuitable  or 
have  worse  perfor- 
mance records  than 
[iroducts  from  outside 
vendors.  "Customers 
are  being  told  'this  is 
the  best  thing  for  you,' 
when  the  real  reason  is 
that  the  broker  gets 


more  money  for  it," 
says  Alan  Bromberg,  securities-law  professor  at  Southern 
Methodist  University. 

■  Most  fiiTOS  provide  little  useful  information  to  customers  on 
how'  their  investments  are  faring.  Brokerage  statements 
don't  show  an  accounts  performance.  And  there  is  no  disclo- 
sure of  the  aggregate  commissions  that  a  customer  has 
paid  over  a  quarter  or  a  year.  "If  they  started  including 
perfomiance  and  the  cost  of  commissions  on  brokerage  state- 
ments, the  industiy  would  disintegrate,"  says  Howard  G. 
Berg,  a  financial  consultant  and  30-year  industry  veteran. 

Nothing  is  inhei-ently  wrong  with  commissions.  Salespeople 
get  paid  on  commission  for  selling  eveiything  from  suits  to 
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cars.  In  these  cases,  customers  understand  the  salesperson's 
job  is  to  sell  a  pi'oduct.  In  the  brokerage  industiy,  too  many 
naive  customers  forget  this  and  trust  their  broker  to  do 
what's  best  for  them.  "Finns  are  deliberately  trying  to  hide 

the  fact"  that  most 
brokers  are  simply 
salesmen,  not  financial 
consultants,  says  for- 
mer broker  Robert  F.  Mewshaw,  now  an  investment  adviser. 

Brokerage  executives  dispute  that  the  commission  system 
induces  brokers  to  work  against  clients.  "You  have  to  be 
stupid  to  make  a  trade  purely  because  of  what  the  commis- 
sion is.  If  it's  not  in  the  customei"'s  best  interest,  you're  out  of 
business,"  says  John  L.  Steffens,  who  heads  Men-ill  Lynch  & 
Co.'s  brokerage  unit.  Industry  leaders  say  investors  face  far 
greater  risks  from  penny-stock  firms,  inexperienced  bank- 
based  brokers,  and  um-egoilated  advisers.  Brokers,  they  note, 
are  the  most  highly  regulated  financial-services  providers. 

No  one  disputes,  fiuther,  that  there  ai'e  many  good  brokers 
who  rise  above  the  system.  These  broker's  report  rates  of  re- 
turn to  their  clients  and  i-ecommend  the  best  investments.  "I 
sell  some  Paine  Webber-  pr'oducts  that  ar'e  good  pr'oducts,  and  if 
they  ar-e  not  good,  I  don't  sell  them,"  says  Howard  Kr*amer,  a 
veteran  PaineWebber  broker*. 
MORAL  SUASION.  Br'okerages,  however, 
ar-e  coming  to  undei-stand  that  they  have 
to  change  their-  ways.  "People  have  to 
believe  that  the  industry  has  its  clients' 
interests  at  heart,"  says  Steffens.  "If 
they  don't  and  a  new  entrant  does,  it 
won't  be  good  for  the  industry."  He  con- 
cedes that  such  refonns  as  eliminating 
sales  contests  and  extra  commissions 
could  cost  r-evenues  in  the  shor-t  run. 
"But  in  the  long  run,  the  impact  will  be 
positive  in  r-aising  client  confidence." 

Last  December-,  the  industry 
launched  a  "tr-ust  and  confidence  cam- 
paign" to  improve  brokei-s'  image.  It 
has  set  up  a  new,  continuing  broker  ed- 
ucation pr-ogr-am.  Some  fii-ms  ar-e  mov- 
ing toward  fee-based  compensation  and 
have  stopped  making  brokers  favor 
house  br-ands.  The  most  offensive  con- 
tests have  been  toned  down. 

Levitt,  a  former-  broker,  is  spear- 
heading the  reform.  He  is  relying  on 
moral  suasion,  admittedly  a  tall  order. 
Levitt  has  set  up  a  high-level  group  to 
examine  broker  compensation  practic- 
es, led  by  Mer-r-ill  Chief  Executive  Dan- 
iel R  Tuily  War-ren  E.  Buffett,  General 
Electr-ic  ceo  John  F.  Welch  Jr.,  and 
Har-vard's  Hayes.  A  r-eport  is  expected 
within  weeks. 

It  won't  be  easy  to  change  the  sys- 
tem, which  is  fundamentally  skewed  to- 
ward selling,  not  dispensing  disinterest- 
ed financial  advice.  Recruiters  r-ank  sales 
skill  much  higher-  than  a  college  degr-ee 
as  a  requirement  for  new  br-oker-s.  Most 
tr-aining  programs  tend  to  impart  little 
more  than  super-ficial  financial  knowl- 
edge. Flor-ida  investor-  James  Leaven- 
good  says  he  has  hear-d  brokers  admit 
they  have  no  time  to  read  the  financial 
pr-ess.  "Brokers  are  the  nicest  but  most 
shallow  people,"  he  says. 

The  system  richly  rewards  big  pr-o- 
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In-House 
Mutual 
Funds: 
Bad  Deal 
For 

Investors? 


ducers.  For  example,  in  1994  at  Smith  Barney  Inc.,  a  brol  ■ 
generating  $149,000  in  commissions  for  the  fir-m  ear-ns  $49,1 
or  a  33%  "payout."  But  a  broker  with  $1  million  in  comn  ei* 
sions  earns  $425,000,  a  42.5%  payout.  Manager-s  encoun 
performance  in  other-  ways.  One  war  story,  in  a  National  I 
dowment  for  Financial  Education  study,  r-elated  how  a  brar  if 
manager-  asked  a  rookie  broker  for  his  shoes.  He  would  o: 
get  them  back  if  he  sold  10,000  shar-es  of  an  automobile  stc  Bit 
The  incentive  for-  br-oker-s  to  produce  is  relentless.  Yovliiu 


Fidelity  Group 

64.9%j 

American  Funds  Group 

~50.8  1 

Putnam  Mutual  Funds 

47.7  1 

Vanguard  Group 

47.3  ;I 

Franklin  Group  of  Funds 

43.4  1 

'Cumulative  total  returns,  appreciations  plus  reinvfe 
of  dn/idends  and  capital  gams,  for  largest  fund  gro 

AT  THE  SEC. 

A  DEFT  CRUSADER  FOR  REFORM 


Arthur  Levitt  Jr.  isn't  your  typical  Se- 
curities &  Exchange  Commission 
chairman.  After  an  Aug.  8  meeting 
with  Berkshire  Hathaway  Inc.  Chairman 
Warren  E.  Buffett  at  his  Omaha  head- 
quarters, Levitt  waved  off  Buffett's  offer 
to  telephone  a  taxicab  for  the  airport 
trip.  Levitt  and  an  aide  figured  they 
would  hail  a  cab.  But  Omaha  isn't 
Washington  or  New  York — empty  cabs 
don't  fill  the  streets.  So  with  time  to  kill 
before  his  flight,  the  63-year-old  Levitt 
walked  the  eight  miles  to  Eppley  Field 
airport.  "I  viewed  it  as  an  adventure," 
Levitt  says. 

The  SEC  chief  is  nothing  if  not  a  free 
spirit.  And  he  has  proved  it  often  during 
his  18  months  on  the  job.  Despite  his 
background  as  a  liberal  New  York  Demo- 
crat, he's  no  regulatory  activist.  And 
while  he  worked  for  decades  on  Wall 
Street,  he  doesn't  hesitate  to  attack 
some  of  the  securities  industry's  funda- 
mental tenets,  especially  its  conflict-of- 
interest-ridden  system  for  compensating 
brokers.  "Consumer  protection  is  my 
mission  and  passion,"  he  declares. 

Levitt's  pro-investor  stance  was 
shaped  by  his  Depression-era  parents: 
Arthur  Sr.,  New  York  State  comptroller 
for  24  years,  and  Dorothy,  a  career 
school  teacher.  As  comptroller,  Levitt's 
father  managed  one  of  the  biggest  pen- 
sion systems  in  the  country,  and  Levitt 
says  his  parents  were  "obsessive"  about 
safely  managing  retirement  savings. 
That  lesson  guided  Levitt's  career  in 


the  securities  industry.  As  a  brol 
ing  the  1960s,  he  was  viewed 
skillful  salesman  but  a  straight 
He  earned  the  nickname  "GrannI 
his  sense  of  propriety.  As  preside 
Hayden  Stone  Inc.,  which  beca 
Shearson  Lehman  Brothers  Inc 
vocated  a  saiary-and-commissioni 
for  brokers  instead  of  just  comrrj 
But  the  notion  went  nowhere, 
leagues  at  the  firm  thought  it  Wij 
haywire  idea,"  he  says. 

Today,  Levitt  has  a  bully  pulp 
preaching  his  reform  gospel.  He 
of  new  rules  but  hopeful  that  hi 
of  persuasion  and  ability  to  bui 
sensus  can  produce  voluntary  cti 
He  no  longer  favors  a  system  th| 
blends  salaries  and  commission:  " 
try  leaders  have  persuaded  him 
posing  fixed  salaries  on  brokerai 
could  drive  many  of  them  out  o' 
ness  in  down  markets.  Now,  Lev 
vors  bonuses  based  on  portfolio 
mance  and  still  wants  to  abolish 
of  what  he  considers  the  worst  |). 
abuses,  such  as  excessively  higl" 
missions  for  sales  of  in-house  pi 
"Arthur  wants  a  better  break  for' 
ual  investors  but  not  at  the  expfp 
straitjacketing  the  industry,"  says 
vard  business  school  professor  Sji 
L.  Hayes. 

It's  not  clear,  however,  wheth(|f' 
drive  to  overhaul  compensation  i 
will  fare  any  better  than  some  o] 
other  crusades,  such  as  a  plan 


brokers  with  few  cli- 
ents ai'e  especiidly  vul- 
nerable. Most  brokers 
are  ranked  daily  by 
commissions.  At  many 
fiiTTis,  veterans  who  do 
not  consistently  bring 


annual  commissions 
are  quietly  asked  to 
leave.  About  75%  of 
new  brokers  don't 
make  it  in  five  years, 
which  is  why  the  big 
must  train  hundreds  of  new  ones  a  year, 
ms  sustain  the  sales  culture  by  doling  out  recognition 
)erks.  Fledgling  brokers  start  out  in  a  bullpen  area  and 
graduate  to  an  office  if  their  sales  increase  sufficiently. 
)iggest  producers  get  secretaries  and  sales  assistants.  If 
open  enough  new  accounts  or  generate  big  sales  of  cer- 
jroducts,  brokers  get  to  pick  prizes,  such  as  golf  clubs 
cameras,  from  glossy  catalogs.  A  1992  PaineWebber 
lium  producers"  catalog  explains  how  brokers  can  eam 
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credits  for  selling  life-insurance  products.  Producers  could 
eam  a  Rolex  watch  and  a  trip  to  Quebec,  where  "gala  Paine- 
Webber receptions  and  dinners  fill  the  evenings  in  the  gi'and 
style  to  which  we  have  become  accustomed."  PaineWebber 
says  it  no  longer  has  prize  catalogs. 

FANCY  WEEKENDS.  Most  fimis  have  chairman's  and  president's 
clubs,  which  i-ewai-d  the  fiiTn's  top-producing  broker's.  They  are 
often  feted  annually  by  top  management  at  luxui-y  resorts.  In 
1994,  members  of  PaineWebber's  Pacesetter's  club — brokers 
who  made  at  least  $;i550,000  in  gi'oss  commissions — spent  a 
weekend  at  the  Phoenician  in  Phoenix  serenaded  by  disco 
queen  Donna  Summer.  "The  finns  hold  carrots  in  front  of 
bi-okei-s.  The  broker's  get  on  the  phone  and  hold  caiTots  in  fi'ont 
of  the  clients,"  says  former  Lehman  Brother-s  Inc.  broker  Paul 
Warehall.  Joseph  J.  Gr-ano  Jr.,  president  of  PaineWebber  Inc., 
says  the  trips  rewar'd  gr-oss  sales,  not  sales  of  particular  prod- 
ucts, and  that  brokers  attend  daily  training  sessions. 

There  ar'e  special  enticements  for  certain  high-mar-gin 
products.  One  former  PaineWebber  broker-  won  a  tr-ip  to  La 
Costa,  Calif.,  in  1993  for  selling  $1  million  worth  of  Paine Web- 
ber-'s  infamous  U.  S.  Short-Ter-m  Government  Fund,  which 
subsequently  lost  as  much  as  9.3%  of  its  value  because  of  bad 
der-ivatives  investments.  PaineWebber  says  brokers  could 


the  SEc's  budget  with  fees  on  such 
things  as  stock  registrations.  The  House 
passed  such  a  bill  last  year  with  strong 
support  from  Democrats.  But  it  died  in 
the  Senate  because  of  opposition  from 
Senator  Phil  Gramm  (R-Tex.),  who  now 
chairs  the  subcommittee  that  oversees 
the  SEC.  Gramm  wanted  to  maintain 
congressional  control  over  sec  revenues. 
Levitt's  intense  lobbying  alienated  some 
senators,  who  branded  him  a  "whiner," 
says  an  sec  official.  "It  was  a  no-win 
situation  that  Arthur  never  should  have 
gotten  involved  with,"  he  adds. 

But  on  most  issues,  Levitt  is  proving 
that  he  is  deft  enough  to  maneuver  in  a 
Republican-dominated  Washington.  His 
emphasis  on  consumer  education,  inves- 
tor self-reliance,  and  reducing  regulatory 
burdens — especially  for  small  business — 
plays  well  with  the  gop.  And  since  the 
election,  the  sec  has  taken  the  unprece- 
dented step  of  telling  a  court  that  a 
shareholder  suit  against  Cooper  Cos. 
had  no  merit.  That  decision  dovetails 
with  a  provision  in  the  Republicans' 
Contract  With  America  that  calls  for 
limits  on  frivolous  lawsuits  by  share- 
holders. "Levitt  read  the  tea  leaves  ear- 
ly on,"  declares  Barry  Siegel,  executive 
director  of  the  Committee  of  Publicly 
Owned  Companies,  which  lobbies  for 
midsize  firms. 

In  this  hostile  climate,  Levitt,  a  con- 
summate schmoozer,  will  push  his  agen- 
da by  forging  compromises.  He'll  con- 
tinue to  meet  not  only  with  lawmakers 
but  also  with  Wall  Street  officials  and 
corporate  chieftains.  He'll  be  using  up 
shoe  leather  in  more  ways  than  one.  "I 
hope  to  walk  to  two  or  three  more  air- 
ports," he  says  with  a  smile. 

By  Michael  Schroeder  in  Washington 


"Consumer 
protection  is  my 
mission  and 
passion" 

ARTHUR  LEVin  JR. 

Chairman,  Securities  ^ 
Exchange  Commission 
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earn  the  trip  for  selling  $1  million  in  any  mutual  fund. 

Or  consider  a  memo  to  Dean  Witter  Reynolds  Inc.  brokers 
in  the  Southeast  i-egion  in  October,  1994,  announcing  that  bro- 
kers who  sold  $50,000  in  the  Ti'ust  Company  of  the 

West/Dean  Witter  Glo- 
bal Convertible  Ti'ust 
would  qualify  for  a 
drawing  for  a  week- 
end in  Bermuda.  James  Higgins,  president  of  Dean  Wittei''s 
brokerage  unit,  first  denied  the  firm  held  single-jjroduct  con- 
tests. When  presented  with  a  contest  brochure,  he  conceded 
that  the  fii-m  may  have  regional  contests  but  insisted  it  had 
no  national  single-product  sales  contests.  The  fund  is  down 
2.2%  since  October. 

But  the  greatest  incentives  are  usually  for  selling  invest- 
ments ci-eated  by  the  firm.  The  reason  for  favoring  its  own 
products,  especially  mutual  funds,  is  simple:  much  higher 
profit  mar-gins.  The  firm  reaps  a  fee  for  managing  its  own 
funds.  It  gets  no  management  fee  for  an  outside  fimd.  "The 
fii-m's  product  should  sell  because  it  is  competitive,  not  be- 
cause the  firm  gets  a  higher  fee,"  says  Idaho's  KJein. 

The  fu'm  that's  most  vulnerable  on  this  issue  is  Dean  Wit- 
ter. It  says  that  more  than  75%  of  the  mutual  funds  it  sells 
are  the  house  brand,  probably  the  highest  ratio  in  the  indus- 
try. Customers  who  invest  in  Dean  Witter  funds  pay  a  sales 
load  that  ostensibly  compensates  the  broker  for  unbiased 


advice  in  helping  them  pick  the  best  fimd.  Yet  thi-ee  times 
of  four,  clients  are  simply  ushered  into  Dean  Witter  fui 
One  reason:  Brokers  receive  5%  to  15%  more  for  sel 
Dean  Witter  funds  than  for  outside  funds.  "It's  like  cal 
yourself  a  cai*  consultant  when  you  sell  Fords,"  says  Don  J 
lips,  i:)ublisher  of  Morningstar  Mutual  Funds. 

If  the  performance  of  Dean  Witter's  funds  was  top-no 
such  a  bias  might,  be  justified.  But  Dean  Witter's  mutual-f 
family,  like  most  other  brokerage-firm  funds,  is  nothing 
cial.  The  lai'gest  independent  mutual-fund  gToups,  such  as 
delity.  Vanguard,  American,  Putnam,  and  Franklin,  in  gei 
al  have  better-|)erforming  funds  (table,  pages  72-7:3). 
"PRETTY  MEDIOCRE."  The  average  Morningstar  rating 
Dean  Witter  fund  is  2.72  stars  out  of  5  stars,  placing  it  n 
out  of  the  10  largest  independent  and  brokerage-fund  fami 
According  to  Morningstar,  the  annual  return  of  Dean  Witt 
U.  S.  equity  funds  going  back  to  1980  is  just  8.9%-,  traibng  %^ 
Standard  &  Poor's  500-stock  inde.x  by  5'/!!  percentage  poi 
Except  for  a  few,  "the  Dean  Witter  funds  are  pretty  me 
ere,"  says  Morningstar  analyst  Eileen  Makoff. 

Dean  Witter,  whose  advertising  tagline  is  "we  meas 
success  one  investor  at  a  time,"  i-esponds  that  having  con 
over  the  funds  it  sells  allows  it  to  ensure  the  funds'  qua 
Its  efforts  to  educate  its  brokers  about  the  virtues  ow^ 
own  funds  are  what  boost  sales,  not  higher  commissions! 
sists  Dean  Witter's  Higgins.  "All  things  being  equal, 
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"I'm  not 
dialing  for  dollars 
or  just  writing 
a  ticket" 

JOHN  OLSON 

Financial  Consul  taut  & 
First  \'T  of  Investments 
at  MerriU  Lynch 
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management,  Olson  eagerly  signed 
on.  He  now  can  give  clients  elaborat 
80-page  plans.  "It's  a  whole  differen  s 
mentality  and  mind-set.  I'm  not 
dialing  for  dollars  or  just  writing  a 
ticket,"  he  says. 

Olson's  sharp  focus  on  customers 


totra, 


When  John  D.  Olson,  40,  joined 
Merrill  Lynch  &  Co.,  the  tall, 
boyish  former  accountant  from 
Price  Waterhouse  started  at  the  bot- 
tom, making  cold  calls  to  get  people 
to  open  up  brokerage  accounts.  But 
he  soon  realized  he  didn't  like  push- 
ing customers  m  order  to  produce 
the  maximum  volume  of  commis- 
sions. He  preferred  a  more  time-con- 
suming but  productive  approach:  sit- 


ting down  with  clients,  discussing 
their  finances  and  goals,  and  coming 
up  with  an  informal  financial  profile. 
This  way,  he  could  suggest  appropri- 
ate investment  strategies  and  build 
long-term  relationships. 

When  Merrill  in  1993  initiated  a 
campaign  to  gradually  transform  the 
firm's  commission-driven  brokers  into 
financial  planners  who  earn  a  flat 
percentage  of  client's  assets  under 


has  paid  off:  He  has  $325  million  ihtur 
customer  assets.  Olson — and  Mer-  aieou 
rill — are  a  long  way  from  phasing  oujijieWe 
commissions.  Olson,  whose  wife  is  |;:ras,s 
also  a  Merrill  broker,  still  gets  75%  ItrKrjf 
of  his  compensation  from  commis-  \km 
sions  vs.  25%  from  a  variety  of  flat  'laj,; 
fees  based  on  assets  under  manage- i.^jt), 
ment.  But  the  broker  may  be  the  fj-ioi 


wave  of  Merrill's  future.  "If  I  had 
12,500  like  him,  our  stock  would  bii 
300,"  says  John  L.  Steffens,  Merrilli 
Lynch  &  Co.'s  retail  brokerage  chief. 
Now,  if  Merrill  could  just  figure  out 
how  to  clone  him.  | 
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"The  majority 
of  brokers  make 
the  right 
decisions" 

JOSEPH  J.  GRAND  JR. 

President  of 
PaineWebber  Inc. 


Id  like  our  customei's  and  brokers  to 

i  a  Dean  Witter-first  approach  when 

)mes  to  Dean  Witter  products." 

mith  Barney  also  favors  its  own 

Is  in  several  ways.  It  doesn't  pay 

;ers  extra  commissions  for  selling 

;h  Barney  funds.  But  it  does  give 

1  an  extra  bonus.  Smith  Barney  says 

bonus  is  modest  and  defeired  for 

years.  Branch  managers,  who  are 

a  percentage  of  the  profits  of  their 

ches,  must  forfeit  21%  of  these  prof- 

inless  more  than  half  of  the  funds 

are  proprietary.  One  former  execu- 

says  he  knows  of  one  manager  who 

to  forfeit  $60,000  in  pay  for  not 

-ing  this  goal.  The  firm  confirms  that 

ch  managers  are  paid  partly  on  in- 

e  mutuaJ-fund  sales,  but  the  method 

Iculation  has  changed. 

i  the  other  extreme  is  St.  Louis- 

d  A.  G.  Edwards  &  Sons  Inc., 

h  has  no  in-house  mutual  funds.  It 

ves  brokers  should  be  free  to  pick 
l;'s  best  for  the  cHent.  Otherwise, 
Chairman  Benjamin  F.  Edwards 

'the  brokers  feel  prostituted.  They 
the  promise  of  a  higher  payout 

•.he  threat  of  disloyalty  if  they  don't 

le  company  way." 

ING  EXPENSES.  Concerns  such  as 

;  don't  always  bother  Wall  Street's 

salespeople,  who  actively  market 

selves  on  the  basis  of  their  produc- 
Nearly  all  the  major  securities 
pay  hefty  up-front  bonuses  to  re- 
top-producing  brokers.  The  lure  is 

)nly  their  sales  ability  but  their 

)mers'  assets,  which  they  bring 

■  with  them.  In  essence,  the  broker 
client  assets  as  a  bargaining  chip 

imself.  Brokers  typically  persuade 

ts  to  come  along  by  saying  the 
firm  is  somehow  superior  to  the 

me.  They  rarely  tell  clients  the 

^  truth — that  they  are  leaving  for  cold  hard  cash. 

.  y  producei-s  are  also  paid  a  higher  commission  percentage 
they  join  a  new  firm.  The  rationale  is  that  these  re- 
s  make  up  for  the  costs  that  brokers  incur  by  moving. 
;ffect,  however,  is  the  broker  has  an  even  greater  incen- 
to  trade  his  accounts  because  of  the  higher  commis- 
he  will  earn.  Customers  who  follow  their  broker  to 
lil  ler  firm  may  lose  in  other  ways.  Moving  their  accounts 
a  icur  fees  and  penalties,  especially  if  a  customer  has  to 
q|  late  one  in-house  fund  and  buy  into  a  new  one. 

'  ineWebber  and  Prudential  offer  the  highest  up-front 
a  ents,  say  brokers  and  recruiter.  Consider  Pi-u's  hiring  of 

i  ■  Kj-amer,  Smith  Barney's  Seattle  branch  manager,  in 
9  According  to  former  associates,  Kramer  in  tum  hired 

ii  than  25  Smith  Barney  brokers  from  his  old  office,  pay- 
1'  ~  much  as  "70-50-50"  for  the  best  brokers.  This  means  a 
'  !  1  -( lollar  pi'oducer  would  get  a  $700,000  cash  payment  to 

III  the  new  firm,  plus  50%  of  gross  commissions  earned 
«  le  next  50  months.  Kramer  denies  Pm  paid  that  much. 
'1  I  says  PaineWebber  pays  average  up-front  payments. 

?  big  New  York  firms  say  that  they  dislike  up-ft"ont 
0;  ;es.  But  the  practice  is  likely  to  gi"ow  as  finns  scramble 
Oj  ild  up  assets.  Memll  Lynch  spent  $21  miUion  in  the 
oil  1  quarter-  of  1994  alone  on  signing  bonuses  paid  to  bro- 


A  CHAMPION  FOR 
AN  EMBAHLED  INDUSTRY 
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oseph  J.  Grano  Jr.  is  among  the 
most  vocal  defenders  of  the  in- 
dustry. "The  major  firms  have 
never  been  cleaner,"  he  says.  "The 
majority  of  brokers  make  the  right 
decisions  for  the  right  reasons."  But 
that  isn't  stopping  the  former  Green 
Beret  from  promoting  improvements. 
As  recent  chairman  of  the  National 
Association  of  Securities  Dealers,  he 


pushed  for  continuing  education  for 
brokers.  He  has  backed  PaineWeb- 
ber's  state-of-the-art  broker  terminals, 
a  big  step  in  getting  more  informa- 
tion to  clients.  He  also  favors  more 
disclosure  to  customers  of  brokerage 
firms'  compensation  policies.  These 
steps  would  benefit  an  industry 
whose  image,  he  acknowledges,  "has 
never  been  worse." 


kers  hired  in  that  quarter.  Merrill  says  this  was  the  most  it 
had  ever  paid  in  a  quarter  and  stemmed  from  an  effort  to 
hire  Kidder,  Peabody  &  Co.  and  Lehman  Brothers  brokers. 

Customers  are  oblivious  to  this  high-stakes  competition. 
They  are  also  often  oblivious  to  whether  their  brokers  ai'e  do- 
ing a  good  job  for  them.  Brokerage  statements  at  major 
firms  don't  show  rate  of  return  on  a  percentage  basis.  Nor  do 
statements  report  the  total  amount  of  commissions  paid  per 
year,  even  though  brokers  have  a  running  tally  on  their 
computer  screens.  Commissions,  if  they  are  disclosed  at  all, 
are  reported  only  on  a  per-trade  basis. 

The  pubhc's  disenchantment  with  stockbrokers,  coupled 
with  intensifying  rivalry  among  firms  to  be  more  customer- 
friendly,  is  producing  some  reforms.  Chicago-based  William 
Blair  &  Co.  is  in  the  final  stages  of  giving  its  brokers  separ- 
ate customer  statements  with  rate-of-return  information, 
which  brokei-s  can  pass  on  to  clients.  "We  think  there  are  cus- 
tomers who  want  that,"  says  a  Blair  official.  Menill  is  sever- 
al months  away  from  rolling  out  a  new  statement  to  some 
customers  that  will  include  rate-of-return  data  for  stocks, 
bonds,  and  cash.  No  firm  interviewed  by  business  week  has 
plans  to  report  aggregate  commissions,  however 

MenUl  Lynch,  Smith  Barney,  and  PaineWebber  say  they  no 
longer  pay  brokers  a  higher  commission  for  selling  house- 
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brand  funds.  "I  know  my  proprietary  sales  went  down 
when  we  removed  the  differential,"  says  PaineWebber's 
Grano.  "That  tells  you  there  was  a  bias."  These  firms  also 
deny  they  have  sales  contests  for  specific  products. 

While  commissions 
still  dominate,  a  small 
but  growing  part  of 
big  firms'  business  is 
fee-based,  removing  the  bi-oker's  incentive  to  chum  accounts. 
Brokers  can  earn  a  quarterly  fee  foi'  refening  customers  to 
an  outside  money  manager,  called  a  wi-ap  account.  But  this  is 
not  a  panacea.  The  charges  are  high,  with  the  customer  pay- 
ing annual  fees  as  large  as  3%. 

Levitt  is  determined  to  make  sure  the  industry  keeps 
moving  in  the  right  dii-ection.  Under  the  auspices  of  the  Tul- 
ly  commission,  he  has  been  meeting  with  the  heads  of  the  ma- 
jor brokerages.  At  least  publicly,  industry  honchos  praise 
his  efforts.  "I  came  away  feeling  good.  The  industry  should  al- 
ways work  at  improving  itself,"  says  James  Dimon,  Smith 
Barney's  chief  operating  officer.  The  Tully  commission  re- 
port is  expected  to  implicitly  criticize  certain  practices  by 
lauding  firans  for  not  engaging  in  them,  including  contests  for 
specific  pr'oducts,  high  payments  to  recruit  broker's,  and  diffe- 
rential payments  for  in-house  vs.  outside  products.  If  the 
industry  doesn't  curb  the  most  egregious  practices,  the  sec 
may  step  in  and  requir-e  fimns  to  inforTn  customer's  of  broker's' 
incentives.  "Full  disclosure  is  the  most  likely  remedy  we'll  see 
implemented,"  says  Har-vard's  Hayes. 

In  weighing  whether  to  maintain  commission  incentives, 
big  fiiTTis  ar'e  between  a  rwk  and  a  har'd  place.  If  they  keep  the 
current  system,  they  could  lose  mar-ket  share.  But  if  they 
move  toward  a  fee  system,  they  might  lose  major  r-evenues 
since  brokers  would  be  less  production-oriented.  Wliether  ex- 


GOLD-PLATED  CARRO 
PAINEWEBBER  PRi; 
AND  A  DEAN  WIT 
SALES-CONTEST  FL 


ecutives  can  transform 
"commission  junkies,"  as  former  broker  Mew- 
shaw  calls  them,  into  tr"usted  financial  advisers  could  detem 
whether  the  industry  prospers  or  slips  into  a  slow  decline 
By  Leah  Nathans  Spiro  in  New  York  and  Mich 
Schroeder  m  Washington 


America  Online  users  can  chat  with  the  authors  on  Sun 
Feb.  12,  at  9  p.m.  est  m  a  business  week  Online  conferei 


HOW  ONE  NEST  EGG  GOT  SCRAMBLED 


Jennifer  Josephs  has 
learned  about  investing 
the  hard  way.  Back  in 
1988,  she  reaped  more  than 
$1  million  from  the  sale  of 
some  Las  Vegas  property.  She 
sank  about  $800,000  into  a 
stock  portfolio.  Six  years  and 
four  brokers  later,  her  nest 
egg  is  worth  about  $370,000. 

Why  the  poor  record?  She 
charges,  and  her  trading 
records  suggest,  that  four  sep- 
arate brokers  excessively  trad- 
ed her  account,  often  in  risky 
investments,  and  made  trades 
without  approval.  "I  was  ripe 
for  the  picking — someone  with 
a  lot  of  money  and  no  experi- 
ence," says  Josephs,  44,  who  owns 
a  successful  real  estate  development 
and  management  firm  in  Las  Vegas. 

Naivete  was  her  undoing.  After 
she  agreed  to  let  a  Shearson  Leh- 
man Brothers  Inc.  broker  trade  on 
her  behalf,  the  broker  made 
$100,000  worth  of  stock  purchases 
against  her  wishes.  Her  brokers  also 
made  big  trades  on  margin,  max- 


"I  was  ripe  for  the 
picking-someone  with 
a  lot  of  money  and 
no  experience" 
JENNIFER  JOSEPHS 

Bunied  Investor 


Iimizing  commissions  and 
interest  income  for  the  firms. 
In  1992,  for  instance, 
Josephs  paid  trading  commis- 
sions of  $20,134  and  margin 
interest  or  $18,124.  Her  prof 
.   its  on  all  of  this  trading: 
I   $2,153.  Smith  Barney,  which 
■   bought  Shearson,  declined  to 
comment. 

To  avoid  such  hefty  com- 
missions, Josephs  switched  to 
a  discount  brokerage  house. 
However,  her  new  broker  soon 
started  trading  excessively — 
and  without  authorization — in| 
over-the-counter  stocks  in 
which  the  firm  was  a  market 
maker.  For  instance,  the  bro- 
ker bought  $120,000  worth  of  two 
stocks  without  Josephs'  authoriza- 
tion, and  they  are  down  an  average 
of  30%.  Having  lost  one  arbitration 
against  a  brokerage  firm,  she  has 
been  too  discouraged  to  file  any  nev 
complaints.  "The  more  you  have,  thj 
more  they  take  advantage  of  you,"  \ 
she  believes.  Today,  Josephs  is  wise 
but  a  lot  less  rich. 
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The  National 
Chrysler-Plymouth  Sale 

Is  On  Now! 


Get$ 
up  to 


Plymouth  Neon 

1,200  OFF 


Up 

to 


Chrysler  Concorde 

%684'OFF 


Get  $ 
over 


Chrysler  New  Yorker 

WOFF 


rURVSIKR 
VlymouK 


See  Your  Local  Chrysler-Plymouth  Dealer  Now. 


new  "95  stock.  Up  to  $600  cash  back  on  select  option  packages.  Up  to  $600  pkg.  values.  **$U50  cash  back  on  Concorde  with  D  pkg.  &.  3.5  liter  engine  plus  $334  in  pkg.  values. 
$1,338  cash  back  on  select  option  pkgs.  and  up  to  $523  in  pkg.  values.  Pkg.  values  based  on  total  value  of  pkg.  items  vs.  usual  discounted  pkg.  MSRP.  Always  wear  your  seat  belt. 


Mutual  Fund  Scoreboard 


CLOSED-END  FUNDS: 
BRUISED  BUT  BECKONING 

Many  have  been  bashed  down  to  bargain  prices,  and  careful  pickers  can  score 


T 


I  he  market  has  no  mercy.  If  the 
past  year  was  rough  on  mutual 
funds,  consider  the  plight  of  the 
closed-end  funds.  Not  only  did 
theii'  portfolios  buckle  under  the  weight 
of  rising  interest  rates  but  investors 
dumped  them  by  the  bushel.  Closed- 
end  fund  investors  have  to  sell  their 
shai-es  on  the  open  market  instead  of  re- 
questing the  fund  company  to  redeem 
them.  And  as  they  sold  out,  share  prices 
dropped  much  farther 
than  the  underlying  val- 
ue of  their  investments:  ■ 
Equity  funds  saw  their 
portfolio  returns  drop 
by  4.6%,  while  share 
prices  fell  12.5%.  Bond 
funds,  with  a  3.9%-  loss 
in  portfolio  return,  took 
an  even  bigger  hit — 
14.9%. 

The  good  news  about 
the   1994   pasting  is 
that  closed-end  funds 
are  now  more  attrac- 
tive than  they  have 
been  in  years.  That 
bargain-counter  pricing 
even  extends  to  some 
of    the    funds  that 
earned  three  upward- 
pointing   arrows — the 
highest  rating  for  risk- 
adjusted  returns  in  the 
BUSINESS  WEEK  Closed- 
End  Scoreboard. 
PITFALLS.  Because  there 
are  so  many  more  op- 
portimities,  we  have  ex- 
panded the  Scoreboarii 
to  cover  260  closed-end 
funds,  35  more  than  last  year.  The 
Scoreboard,  which  is  prepared  for  BUSI- 
NESS WEEK  by  Morningstar  Inc.,  re- 
ports one-  and  three-year  returns,  by 
both  the  change  in  net  asset  value 
(NAV)  and  by  share-price  peifoiTnance  in 
the  market.  Ratings  calculations  are 
ba.sed  on  three-year  nav  returns.  In 
most  cases,  investors  will  want  to  buy 
funds  at  discount  to  nav.  That's  why 
the  Scoreboard  reports  how  much 


higher  or  lower  a  fund  is  trading  com- 
pared with  its  nav. 

Start  your  fund-hunting  with  those 
selling  at  a  discount.  But  watch  out. 
The  funds  with  the  largest  discounts 
aren't  necessarily  the  best  buys.  "You 
still  have  to  apply  all  the  scratiny  that 
you  would  for  a  mutual  fund,"  says 
Catherine  Gillis,  editor  of  Monmigstar 
Closed-End  Funds,  a  publication  that 
reports  on  the  closed-end  universe.  "For 


THE  BEST  CLOSED-ENp  FUNDS 

Of  the  260  closed-end  funds  in  the  Mutual  Fund 

Scoreboard,  only  these  16  earned  three 
upward-pointing  arrows,  the  highest  rating  for 
risk-adjusted  total  return  for  the  1992-94  period. 


Equity  Funds 


AVERAGE  ANNUAL 
TOTAL  RETURN* 


RISK 


INVESTMENT 
CATEGORY 


BRAZIL 

38.2% 

High 

Latin  America 

FIRST  FINANCIAL 

41.7 

Low 

U.S. 

FIRST  PHILIPPINE 

37.3 

Average 

Pacific 

SOUTHEASTERN  THRIFT  &  BANK 

35.1 

Low 

U.S. 

THAI 

32.0 

High 

Pacific 

THAI  CAPITAL 

34.3 

High 

Pacific 

Bond  Funds 

CIGNA  HIGH-INCOME 

13.2% 

Very  low 

Corp.-high-yield 

CIM  HIGH-YIELD  SECURITIES 

12.8 

Low 

Corp.-high-yield 

FRANKLIN  UNIVERSAL 

11.9 

Average 

Multisector 

KEMPER  STRATEGIC  MUNI.  INCOME 

7.2 

Low 

Municipal 

MFS  MUNICIPAL  INCOME 

6.6 

Very  low 

Municipal 

NEW  AMERICA  HIGH  INCOME 

17.7 

Average 

Corp.-high-yield 

NUVEEN  NY  MUNI.  VALUE 

5.5 

Low 

Municipal 

PROSPECT  STREET  HIGH  INCOME 

13.7 

Low 

Corp.-high-yield 

PUTNAM  HIGH  INCOME  CONVERTIBLE  15.2 

Very  Low 

Convertible 

USF&G  PACHOLDER 

12.7 

Very  low 

Corp.-high-yield 

*1992-94,  pretax  return  based  on  appreciation  of  net  asset  value  plus  reinvestment  of 
dividends  and  capital  gams 

DATA:  MORNINGSTAR  INC- 

instance,"  she  notes,  "is  the  fund  well 
managed?" 

A  case  in  point  is  Engex.  This  closed- 
end  equity  fund  invests  in  emerging 
gi'owth  companies  and  sells  at  a  29.3% 
discount  to  NAV — the  largest  discount 
in  the  Scoreboard.  But  that  fund  is  no 
bargain.  Engex'  portfolio  management 
has  produced  a  thi'ee-year  average  an- 
nual retum  of  -6.6%.  That's  worse  than 
all  but  one  equity  mutual  fund  in  busi- 


ness week's  Mutual  Fund  Scorebc 
(Feb.  6). 

Bargain  hunters  may  also  salivate  i 
discounts  in  many  single-country 
emerging-markets  funds.  Back  in  1 
international  funds  had  phenomenal 
turns — an  average  52%  nav  gain 
72%  in  shai"e-price  gains.  But  be  war 
jumping  in  too  quickly.  "These  fimds 
attractive,  but  they're  not  at  givea' 
prices  yet,"  warns  Thomas  J.  Herzi 
the  dean  of  closed- 
fund  investing. 
SHORT  STORM?  S( 
are  way  oveipriced  e 
after  the  bloodlett 
Just  look  at  the  Me? 
Emerging  Mexico, 
Mexico  Equity  & 
come  funds.  Even 
a  35%'  collapse  in 
peso  and  a  12%  fal 
stocks,  the  funds  se 
prices  significantly  h 
er  than  their  net  a 
values.  A  lot  of 
vestors,  it  seems, 
trying  to  ride  out  v 
they  think  is  a  sh 
term  storm.  But  if 
damage  turns  out  t( 
more  long-lasting,  tl 
share  prices  will  fo 
those  much  diminis 
navs  downward, 
you're  looking  to 
tom-fish  for  stocks  si  . 
of  the  border,  Herz 
suggests  sticking 
more  divei"sified  regi  j.^j 
funds  such  as  the  L 
America  Equity  Fui 
But  even  buying  a  fund  at  an  att 
five  discoiuit  does  an  investor  no  go< 
the  underlying  mai'ket  is  in  a  fiink. 
premium/discount  issue  is  overdo 
wams  Rory  S.  Costello,  closed-end  % 
analyst  for  Prudential  Securities 
"It's  more  important  to  be  right  on 
market."  One  of  Costello's  top  picli 
First  Australia  Fund,  which  sells  f 
10.8%'  discoimt  to  NAV.  "People  are  1 
ish  on  commodities,  and  this  fund 
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AE^  guarantees 
your  business  will 
get  competitive 

prices. 

Andyou  can  call 

usonit 


1800-COMPARE 


nother  long  distance  company       lEMW^ 'Wll&fcJjECTl      ^^^^^  that's  reassuring,  we  also 
)mises  your  business  big  savings       Competitive  PriCCS        guarantee  the  reliability  of  your  long 

AT&T,  call  us.  We'll  give  you  a  tme  comparison        distance  service,  800  service,  international  faxes, 
AT&Ts  rates  versus  theirs.  Right  then  and  there.         even  on-time  installation, 
ht  over  the  phone.  We'll  prove  to  you  that  1  800-COMPARE. 

■kT  guarantees  competitive  prices.  And  if  you  Go  ahead.  Call  us  on  it.  '^■^^ST 

^  V8{£  For  the  life  of  your  business:  AT&T 

9'  r  1994 

'   I' I  :s  on  coverage  and  remedies  apply  Call  for  details 


#1  Yielding 
Money  Fund 


Higher  short-term  rates  have  made  money  fund 
yields  very  attractive.  For  the  7  days  ended  1-3-95, 
the  Strong  Money  Market  Fund  ranked  #1  for 
yield  among  the  205  General  Purpose  money 
funds  tracked  by  the  Money  Fund  Report  fa  ser- 
vice of  EBC/Donoghue,  Inc.  Call  for  the  Fund's 
most  recent  yield  and  free  prospectus  kit. 

An  investment  m  this  Fund  is  neithei  msuied  nor  guaranteed  by  the  US 
Government,  and  there  can  be  no  assurance  the  Fund  vwil  be  able  to  mam- 
tarn  a  stable  $1 00  share  pnce. 


STRONG 


7-Day  Yields* 

(annualized  as  of 
1-3-95) 

6.09% 

Current  Yield 

6.28% 

Effective  Yield 

Performance  is  historical. 


'  Free  check  writing 
'  Start  with  $1,000 
■  Available  for  IRAs 


The  Strong  Money  Market  Fund 
1-800-368-9580 

Performance  and  rankmgs  are  histoncal  and  do  not  represent  hituie  results  Tields  vary. 

*Souice,  Money  Fund  Reporf  The  Fund's  advisor  is  waiving  all  management  fees  and  expenses  thiough  June  1, 1995, 
Without  this  waiver,  the  cunent  and  effective  yields  would  have  been  5  28%  and  5  47%,  respectively  Effective 
yield  assumes  reinvestment  of  dividends  For  more  complete  infonnation,  mcludmg  management  fees  and 
expenses,  call  Strong  Funds  Distnbutors,  Inc  for  a  free  prospectus  kit  Please  read  it  carehrlly  before  you  mvest 
or  send  money,  779K94I  bwhi22195 


March  of  Dimes 

WalkAmerica 


on  the  road  to 
healthier  babies 


Walk  for 
Someone  You 
Love 

Your  son,  granddaughter, 
nephew,  cousin,  sister, 
neighbor's  cliild.  A  pregnant 
friend,  a  healthy  baby,  a  sick 
baby.  Babies  born  and  babies 
yet  to  be  bom. 

Walk  with  us! 

Call  the  March  of  Dimes 
and  sign  up  today! 


some  iieavy  bets  on  commodity  prod 
ers,"  he  says.  Costello  also  recomme 
the  relatively  staid  New  Germany 
Swiss  Helvetia  funds  rather  than 
ting  on  a  rebound  in  the  volatile  Tl  met 
World  funds.  m 

Opportunities  abound  among  the  b 
funds  as  well.  Herzfeld,  in  particu'W' 
thinks  there's  good  value  among  ^^^^ 
"teiTn  trusts,"  the  closed-end  funds  t  jjfi 
liquidate  within  several  years.  Man;;  m 
these  trusts  invested  in  mortgage  |cnii 
rivatives  to  generate  high  yields,  iZILfi 
their  prices  collapsed  in  last  year's  b  ^^^^ 
market.  "Many  will  not  make  their 


II 


nil 

TFAl 


jective  of  redeeming  at  $10  a  sha:  •■ 
says  Herzfeld.  "But  the  term  trusts 
cheap  and  the  discounts  large,  so  ;  unii 
can  still  make  money."  W 
After  the  worst  bond  market  in  f?.'' 
decades,  term  trusts  are  a  little  ps 
risky  for  most  gun-shy  analysts  to 


ommend.  They're  generally  advising  fjpj 
vestors  to  stick  vdth  funds  that  inves  rcino 


NSEU 

mm 


'  IIGISG 


short  to  intermediate  maturities 
have  good  credit  Quality.  They  also  wfetiw 

RCIKt 


Gun-shy  analysts  fav(-^, 
bond  funds  that  are  ill™ 
short  to  intermediat 
maturities 


TISEI 
TiSIU 


II  PHIL 
KEGi 
KIEGE 

mt 

illC 


against  funds  with  exotic  mortgaiNiii 
backed  securities  and  leverage.  M  emla 
closed-end  bond  funds  boiTow  on  m; 


or  issue  preferred  stocks  to  buy  ^^\^^^^ 


SlER 


mi 


Mi 


bonds  than  their  asset  size  would 
erwise  peiTnit.  Momingstar's  GilHs  s  ^"j^'fj 
Allmerica  Securities,  Pacific  Ameri 
Income  Shai-es,  and  usLife  Income  fii 
all  fit  the  "plain-vanilla"  bill — and 
at  discounts  to  XAV  to  boot. 

On  the  municipal-bond  side,  caution 
the  watchword,  too.  "The  funds  with 
biggest  discounts  are  those  with  the  1 . 
est  coupon  bonds  and  the  longest  m; 
rities,"  warns  Mariana  F.  Bush,  an  i 
lyst  for  Kemper  Securities  Inc.  "Thes^ifsj 
ftinds  may  not  be  right  for  conservaiioe 
investors  who  buy  funds  for  income, 

However,  if  you  want  to  make  a  |>tfle 
on  falling  intei'est  rates,  funds  with  . 
er  yields  and  the  longest  maturities 
the  ideal  maneuver.  If  rates  do  fall,  tl 
NAVs  will  rise  and  their  discounts 
narrow — and  investors  will  make  a  c 
ble  score.  You  can  find  these  funds- 
well  as  the  more  cautious  sorts — in 
Scoreboard  that  starts  next  page. 

By  Jeffrey  M.  Ladem 
in  New  i 
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ITUAL  FUND  SCOREBOARD 


Closed-End  Equity  Funds 


RATING    CATEGORY  RISK 


SIZE  FEES 


1994  RESULTS 


ASSETS  EXPENSE 
$Mll,    RATIO  (%) 


NAV  RET  1%) 
1  YR.     3  YRS 


SHARES  RET  (%) 
1  YR,     3  YRS. 


YIELD 

(%) 


TREND  PREMIUM/DISCOUNT 

3-YEAR 
ANALYSIS 


DIFFERENCE  FROM  NAV 


1994  HIGH-LOW 


2/3/95 


.MS  EXPRESS 

AVG 

u.  s. 

low 

798.3 

0.32 

0.1 

5.9 

-3.8 

3.2 

3.0 

mJm 

-7.6- 

-14.5 

-13.5 

lANCE  GLOBAL  ENVIRONMENT 

World 

nVCI  dgC 

76.6 

1.67 

-2.1 

-6.2 

-9.1 

-9.0 

0.0 

;~ni 

-10.2- 

-22.2 

-21.4 

:RICA'S  all  SEASON 

World 

41  1 

2  54 

-7.7 

-2.6 

-15.0 

-2.7 

3.1 

-14.8- 

-28.7 

-27.2 

ENl  INA  FUND 

Idtin  AiTi6ric3 

High 

108.1 

1.87 

-15.2 

4.5 

-25.0 

-2.7 

2.2 

m 

16.0 

-  -7.3 

8.1 

LIMITED 

AVG 

World 

Vprv  hiffh 

503.1 

0.41 

2.1 

12.8 

-4.8 

3.3 

3.1 

5.8- 

-19.3 

1.9* 

i  PACIFIC 

Pacific 

High 

206.1 

2.06 

-21.7 

22.3 

-35.3 

20.6 

0.1 

27.7 

-  -6.3 

i.b 

I  TIGERS 

Pacific 

243.6 

1.60 

-18.4 

NA 

-41.5 

NA 

0.4 

17.0- 

-21.1 

-11.1 

TRiA  FUND 

Europe 

High 

107.9 

1.87 

-4.2 

1.0 

-15.4 

-1.2 

0.3 

6.7- 

-17.6 

-12.3 

ER  FENTRESS 

AVG 

U.  S. 

low 

461.9 

0.86 

-3.6 

5.0 

-7.5 

3.6 

2.3 

-13.4- 

-21.4 

-18.3 

BSTROM  CAPITAL 

U.S. 

Average 

114.7 

0.41 

6.4 

1.0 

-3.9 

-7.0 

1.4 

2.2- 

-11.4 

-12.7 

Z  CHIP  VALUE 

AVG 

U.S. 

Low 

76.5 

1.19 

0.8 

4.8 

-13.2 

3.5 

1.6 

6.3- 

-14.3 

-13.3 

ZIL  FUND 

latin  America 

High 

376.4 

1.74 

61.0 

38.2 

69.7 

37.9 

0.0 

12.7- 

-13.3 

1.0* 

ZILIAN  EQUITY 

latin  America 

91.4 

1.85 

48.8 

NA 

53.4 

NA 

0.1 

30.6- 

-10.5 

8.7* 

TRAL  FUND  OF  CANADA 

U.S. 

Average 

85.5 

0.81 

-4.5 

3.5 

-8.4 

6.8 

0.0 

14.1 

--1.4 

-3.5* 

fRAL  SECURITIES 

-*  * 

U.S. 

Low 

226.6 

0.57 

8.7 

24.5 

12.3 

31.4 

1.3 

-2.3- 

-12.2 

-6.2* 

RLES  ALLMON  TRUST  AVG    U.S.  Very  low  112.8  1.45  0.6  3.7  -11.8  -0.3 

.E  FUND  Latin  America  Average  367.1  1.48  33.5  30.2  6.1  34.1 

lA  FUND  Pacific  136.3  2.50  -31.2  NA  ^8.9 

HENTE  GLOBAL  GROWTH  AVG    World  low  63.2  1.95  -3.0  9.7  -15.9 

EN  &  STEERS  REALTY  INCOME  *    Income  low  23.5  1.38  3.5  13.0  -2.9  15.1 


NA 

7.3 


2.6 
2.0 
0.1 
0.0 
7.9 


-1.6-  -14.6 
13.1- -18.4 

30.0-  -1.4 
-5.8-  -22.8 

12.7-0.1 


-15.7 
-11.2 
12.6 
-18.6* 
8.5 


EN  &  STEERS  TOTAL  RETURN 
KSELLORS  TANDEM  * 
WARE  GROUP  DIV.  &  INCOME 
-  &  PHELPS  UTILITIES  INCOME 
RGING  GERMANY 


U.S. 

U.S. 

Income 

Income 

Europe 

World 
World 

latin  America 

U.S. 

Europe 

Europe 
Pacific 
U.  S. 
Europe 
World 


High 

Average 
Average 


101.4 
69.3 
221.5 
2010.0 
130.6 


1.13 
1.35 
1.00 
1.14 
1.40 


6.3 
-16.8 

-5.4 
-15.9 

-4.9 


NA 

-4.2 
NA 
0.1 
1.8 


-2.3 
-12.0 
-12.2 
-14.5 
-21.3 


NA 

-1.9 
NA 
1.9 

-0.7 


8.3-  -6.7 
-8.9- -19.9 
7.1-10.9 
14.7-  -2.2 
-5.6-  -20.9 


5.0 
-12.0 
-3.5 
11.7 
-19.5 


RGING  MARKETS  INFRASTRUCT. 
RGING  MARKETS  TELECOM. 
RGING  MEXICO 
IX 

)PE  FUND  AVG 


Very  high 
Very  high 
Average 


209.7 
161.1 
90.5 
11.7 
126.2 


1.99 
1.81 
1.56 
2.99 
1.48 


-6.0 
-3.5 
-39.8 
-32.9 
7.3 


NA 

NA 

2.9 
-6.6 
8.1 


-35.7 
-29.0 
-33.6 
-35.3 
-9.9 


NA 
NA 

12.2 
-7.7 
6.0 


0.2 
0.9 
1.8 
0.0 
8.9 


iTB 


11.7- -21.3 
19.0-  -10.2 
26.4-  -9.0 
-12.3-  -31.7 
1.9-  -16.3 


-16.9 
-2.7 
32.1* 

-29.3 
-8.5 


!  >PEAN  WARRANT 
T  AUSTRALIA 

I  T  FINANCIAL 

j  T  IBERIAN 
T ISRAEL 


Very  high 
High 
low 
High 


67.2 
163.4 
172.2 
57.0 
53.7 


1.66 
1.45 
1.51 
2.19 
2.64 


-32.8 
-2.5 
13.8 
-0.2 

-33.8 


21.0 
5.5 

41.7 
0.7 
NA 


-41.2  18.3 

-14.6  5.0 

12.5  42.2 

-16.2  -0.6 

-35.2  NA 


0.0 
1.5 
0.3 
0.0 
0.0 


10.9- -17.9 

2.5-  -19.1 
4.4- -12.3 

5.6-  -19.9 
26.4-  -5.6 


-16.0* 
-10.8 
1.5 
-18.1 
-1.4 


T  PHILIPPINE 

*  * 

Pacific 

Average 

212.0 

1.79 

2.7 

37.3 

-6.7 

40.5 

0.0 

-10.4-  -25.8 

-24.3 

ICE  GROWTH 

#■ 

Europe 

Average 

168.4 

1.64 

-5.8 

4.4 

-25.6 

4.7 

0.3 

8.3- -17.8 

-13.4 

IRE  GERMANY 

AVG 

Europe 

Average 

219.0 

1.19 

6.2 

9.5 

-9.6 

5.6 

1.4 

-6.7- -21.7 

-18.7 

iLLi  EQUITY 

* 

U.S. 

low 

823.1 

1.17 

0.6 

12.1 

-5.2 

15.1 

1.2 

12.3- -0.3 

1.0 

Ni  11  CAPITAL 

AVG 

U.S. 

Average 

207.8 

0.00 

-fl.1 

10.4 

-8.3 

14.1 

0.0 

-9.2-  -17.9 

-12.5 

Nl  II  INCOME 

Income 

Very  low 

102.0 

NA 

16.8 

14.9 

4.2 

6.0 

16.5 

26.3-  5.2 

17.7 

:RAL  AMERICAN  INVESTORS 

U.S. 

Average 

519.7 

1.13 

-2.8 

-0.3 

-7.9 

-3.8 

0.3 

tfLM 

-8.6-  -15.3 

-15.5 

4ANY  FUND 

AVG 

Europe 

Average 

173.9 

1.36 

8.4 

10.4 

-7.4 

0.8 

1.8 

2.0-  -16.9 

-12.5 

tAL  HEALTH  SCIENCES 

U.S. 

255.5 

1.41 

2.2 

NA 

-9.2 

NA 

0.0 

ZLB 

-9.8-  -20.9 

-18.7 

lAL  SMALL  CAP 

World 

47.3 

1.79 

-17.3 

NA 

-32.0 

NA 

0.0 

1.7-  -20.7 

-17.6 

;TER  CHINA 

Pacific 

137.0 

2.09 

-36.5 

NA 

-52.1 

NA 

0.8 

18.9-  -15.2 

0.0 

VTH  FUND  OF  SPAIN 

Europe 

High 

196.3 

1.23 

3.2 

0.6 

-2.9 

2.0 

4.7 

-5.2-  -20.2 

-18.6 

GLOBAL  DEVELOPING  MKTS.  § 

World 

452.9 

2.03 

NA 

NA 

NA 

NA 

NA 

1.9-  -22.6 

-16.4 

GREATER  EUROPE 

AVG 

Europe 

Average 

226.2 

1.82 

-0.5 

9.1 

-16.1 

9.2 

0.2 

0.8-  -16.9 

-11.0 

HEALTHCARE  INVESTORS  « 

U.S. 

Very  high 

87.3 

1.74 

-12.6 

-8.0 

-18.2 

-15.4 

0.0 

2.8- -15.9 

-10.9 

f  2/2/95. 


As  of  2/1/95.  NA  =  Not  available. 


New  fund;  less  than  12  montfis'  total  return. 


DATA:  MORNINGSTAR  INC.  CHICAGO,  IL, 


To  Use  the  Tables 


-end  funds  are  publicly 
investment  companies, 
ssults  are  measured  two 
)ne,  by  the  change  in  net 
alue  (NAV),  which  is  gener- 
'  the  fund's  manager;  the 
)y  the  change  m  the 
market  price.  Total 
,  which  include  dividends 
Dital  gams,  are  shown  for 
id  three-year  periods.  The 
ear  figure  is  an  average  an- 
turn.  All  returns  are  pretax. 
:SS  WEEK  RATING 
,  are  based  on  three-year 
usted  performance  of  the 
:iortfolio.  A  rating  is  calcu- 


lated by  subtracting  a  fund's  risk- 
of-loss  factor  from  total  return. 
Equity  funds  are  rated  against 
each  other,  and  to  earn  an  above- 
average  rating,  must  beat  the  S&P 
500  on  a  risk-adjusted  basis.  For 
ratings,  municipal  bond  funds  are 
separated  from  other  bond  funds. 

SUPERIOR 
■»  •»        VERY  GOOD 
*  GOOD 
AVG  AVERAGE 

BELOW  AVERAGE 
#•  ♦  POOR 

VERY  POOR 

RISK 

For  each  fund,  the  monthly  Trea- 
sury bill  return  is  subtracted  from 
the  monthly  NAV  return  in  each 


month  of  the  rating  period.  When 
a  fund  has  underperformed  Trea- 
sury bills,  this  monthly  result  is 
negative.  The  sum  of  these  nega- 
tive numbers  is  then  divided  by 
the  number  of  months.  The  result 
is  a  negative  number,  and  the 
greater  its  magnitude,  the  higher 
the  risk  of  loss. 
EXPENSE  RATIO 
Fund  expenses  for  1994  as  a  per- 
cent of  average  net  assets.  Ratio 
may  include  interest  expense. 
YIELD 

Income  earned  during  1994,  as  a 
percentage  of  yearend  NAV  per 
share,  adjusted  for  capital  gams. 
MATURITY 

The  average  maturity  of  the  secu- 


rities in  a  bond  fund,  weighted 
according  to  their  market  value. 
TREND 

A  fund's  relative  performance 
during  1992,  1993,  and  1994. 
From  left  to  right,  the  level  of 
green  in  each  shows  how  the 
portfolio  of  each  fund  performed 
relative  to  other  funds:  ■  for  the 
top  quartile;  B  for  the  second 
quartile;  y  for  the  third  quartile; 
and  □  for  the  bottom  quartile. 
An  empty  box  indicates  no 
returns  for  that  time  period. 
PREMIUM/DISCOUNT 
The  market  price  of  closed-end 
funds  is  either  less  than  the  value 
of  their  securities,  a  discount,  or 
more,  a  premium,  to  their  NAVs. 


MUTUAL  FUND  SCOREBOARD 


Closed-End  Equity  Fun 


RATING    CATEGORY  RISK 


SIZE 

ASSETS 
SMIL, 


FEES 

EXPENSE 
RATIO  (%) 


1994  RESULTS 


NAV  RET  (%) 
1  YR.      3  YRS, 


SHARES  RET  1%) 
1  YR      3  YRS 


YIELD 

(%) 


TREND  PREMIUM/DISCOUNT 

3-YEAR 
ANALYSIS 


DIFFERENCE  FROM  NAV 


1994  HIGH-LOW  2/3/95 


H&Q  LIFE  SCIENCES  INVESTORS 
INDIA  FUND  § 
INDIA  GROWTH 
INDONESIA  FUND 
INEFFICIENT  MARKET 


AVG 


U.S. 

Pacific 

Pacific 

Pacific 

U.S. 


Very  high 

High 

Average 


69.2 
473.1 
146.8 
42.3 
51.6 


1.87 
2.01 
2.22 
1.81 
1.22 


-23.0 
NA 

23.3 
-34.6 

-4.4 


NA 
NA 

16.7 
5.9 
5.2 


-25.5 
NA 
-21.3 
•^2.2 
-8.2 


NA 
NA 

24.0 
12.7 
3.0 


cm 

CZD 


0.0 
NA 

0.0   

0.0  K 

0.5  EB 


-0.5- -20.0  -10.8 

9.5- -24.8  -19.3 

54.3-  -9.7  1.7 

41.5-  13.5  29.9 

-14.2- -22.1  -20.5 


IRISH  INVESTMENT 
ITALY  FUND 
JAKARTA  GROWTH 
JAPAN  EQUITY 
JAPAN  OTC  EQUITY 


Europe 
Europe 
Pacific 
Pacific 
Pacific 


Average 
Very  high 
High 

Very  high 


51.4 
89.4 
43.2 
102.8 
115.4 


1.87 
1.70 
1.84 
0.93 
1.39 


5.4 
-0.1 
-15.1 
39.3 
13.2 


3.5 
-2.9 
12.4 
NA 
0.0 


-5.6 
-19.1 
-34.3 
13.3 
-1.3 


5.9 
0.6 

16.9 
NA 

-2.1 


0.0 
2.1 
0.3 
0.0 
0.0 


-2.4-  -16.0 
15.2- -17.4 
24.9- -1.2 
28.6-  -6.0 
33.3-  -9.3 


-15.il 
-14.41 

8.8] 
2.21 
5.1 


JARDINE  FLEMING  CHINA  Pacific 

JOHN  HANCOCK  PATRIOT  GLOBAL  (a)  Income 

JOHN  HANCOCK  PAT.  PREFERRED  (b)  Income 

JOHN  HANCOCK  PAT.  PREMIUM  I  (c)  Income 

JOHN  HANCOCK  PAT.  PREMIUM  II  (d)    ^  Income 


Average 
Average 


114.5 
156.8 
134.5 
183.7 
244.3 


1.93 
1.27 
1.24 
1.29 
1.25 


^0.0 
-11.2 


-14.7 
-16.6 


NA 
NA 
NA 

2.2 
1.9 


31.7- -10.6 
9.9- -13.8 
5.4- -11.7 
9.4-  ^.3 
-0.9-  -9.1 


-1.1 
-4.< 
-2.1 
3.5 
-1.1 


JOHN  HANCOCK  PATRIOT  SELECT  (e)  ^    Income  Average     195.8  1.30  -14.2  1.3  -14.2  -2.1  10.6  MJJ  2.6- -8.9 

JUNDT  GROWTH  ♦    U.S.  Average     223.3  1.55  4.8  1.8  4.3  -2.2  0.0  UJ  -2.3- -10.5 

KOREA  FUND                                          Pacific  High  610.0  1.37  24.8  26.2  -4.7  22.8  0.0  SM  37.0- -2.7 

KOREA  EQUITY            "                          Pacific  82.5  1.52  -9.3  NA  -37.3  NA  0.0  TTB  28.5- -15.7 

KOREAN  INVESTMENT                             Pacific  87.4  2.26  18.8  NA  -27.2  NA  0.0  lSM  34.0- -16.5 


LATIN  AMERICA  EQUITY 
LATIN  AMERICA  INVESTMENT 
LATIN  AMERICAN  DISCOVERY 
LIBERTY  ALL-STAR  EQUITY 
MALAYSIA  FUND 


AVG 


Latin  America 
latin  America 
Latin  America 
U.S. 
Pacific 


High 
High 

Low 
High 


154.8 
156.6 
135.3 
698.0 
180.9 


1.81 
1.81 
2.12 
1.08 
1.29 


3.1 
3.4 
0.8 
-1.3 
-23.7 


21.3 
19.3 
NA 
4.7 
23.9 


-11.0 
-21.7 
-7.9 
-16.7 
-30.5 


25.4 
17.4 
NA 

2.7 
27.0 


0.8 
0.3 
0.0 
5.4 
0.0 


19.9-  -18.0 
18.8-  -16.5 
14.1- -13.5 
8.4-  -9.7 
17.4- -9.7 


-<4 
-1.i 


MEXICO  FUND 

MEXICO  EQUITY  &  INCOME 

MFS  SPECIAL  VALUE 

MORGAN  GRENFELL  SMALLCAP 

MORGAN  STANLEY  AFRICA  INV. 


Latin  America 
Latin  America 
U.S. 
U.S. 
World 


Very  high 

High 

Low 

Average 


765.4 
103.0 
72.6 
59.1 
222.0 


0.92 
1.64 
1.20 
1.46 
2.16 


-43.3 
-27.7 
-7.5 
-1.9 
NA 


4.4 
8.0 
9.1 
3.8 
NA 


-41.4 
-20.6 
-7.2 
-6.6 
NA 


12.6 
23.4 
13.1 
-2.3 
NA 


1.0 

0.0  Hj 

0.5  BB 

00  KB 

NA  [IE 


14.5- -10.5 
26.7- -10.7 
22.6-  4.4 
-2.7- -18.4 
12.0- -23.3 


MORGAN  STANLEY  EMERG.  MKTS.             World  Average      317.3  1.74  -6.8  27.9  -10.8  31.6 

MORGAN  STANLEY  INDIA  INVEST.  §            Pacific  499.5  1.40  NA  NA  NA  NA 

NAIC  GROWTH  AVG    U.S.  Low            8.3  1.64  3.2  5.7  0.9  1.1 

NEW  AGE  MEDIA                                       U.S.  201.0  1.35  -0.9  NA  -19.6  NA 

NEW  GERMANY  AVG    Europe  Average     472.6  1.06  3.9  6.3  -12.5  3.7 


an 


0.0 
NA 

0.9 

0.1  lLB 

1.4  um 


15.9- -6.0 
6.6-  -19.6 
4.1- -21.0 
9.1- -20.0 
-8.7- -21.5 


-18i 
-Mi 
-15.3 
-18J 


PAKISTAN  INVESTMENT  Pacific  132.3  2.16  -18.5  NA  -41.8      NA  0.3 

PETROLEUM  &  RESOURCES  AVG  U.S.  Low  332.3  0.50  -2.1  6.3  -0.7      6.9  3.5 

PILGRIM  REGIONAL  BANKSHARES  -*  U.S.  Low  151.7  1.48  -1.9  12.3  -8.9      8.6  1.9 

PORTUGAL  FUND  AVG  Europe  High  75.9  1.35  11.2  10.4  -1.4  12.9  0.4 

PREFERRED  INCOME  *  Income  Very  low  189.0  1.52  -4.4  11.0  -9.8     4.0  10.7 


KB 


11.3- -24.5 
-1.1- -6.0 

-3.8- -15.6 
9.5- -13.0 
3.0-  -14.2 


-20i 

-M 

-11.1 
-6.5 
0.11 


PREFERRED  INCOME  MGMT. 
PREFERRED  INCOME  OPPORTUNITY 
PUTNAM  DIVIDEND  INCOME 
QUEST  FOR  VALUE  CAPITAL 
QUEST  FOR  VALUE  INCOME 


AVG 


Income 

Income 

Income 

U.S. 

Income 


Very  low 
Low 

Very  low 


192.3 
187.2 
107.4 
464.4 
209.3 


0.4- -15.0 
1.8- -14.1 
-5.7- -15.7 
-9.9-  -17.7 
15.1-2.2 


-3.) 

-1.2| 
-11.«| 

-ii.efWm 


R.  O.C.  TAIWAN 

ROYCE  OTC  MICRO-CAP 

ROYCE  VALUE 

SALOMON  BROS. 

SCHRODER  ASIAN  GROWTH 


AVG 


Pacific 

U.S. 

U.S. 

U.S. 

Pacific 


Average  365.7 
82.5 

Very  low  309.0 
Low  1086.7 
251.7 


1.98 
1.70 
1.52 
0.48 
1.59 


23.5 
5.8 
0.6 
-0.1 
-8.4 


11.8 
NA 

12.2 
5.9 
NA 


-13.6 
-6.0 
-6.2 
-5.4 

-34.9 


5.5 
NA 
10.8 
2.8 
NA 


21.6-13.8 
6.2- -12.9 
-3.7- -15.4 
-9.7- -18.4 
14.5  -20.8 


-3.1 
10.1 

-15.  J 

-11.:  « 


SCUDDER  NEW  ASIA 
SCUDDER  NEW  EUROPE 
SINGAPORE  FUND 
SOURCE  CAPITAL 
SOUTHEASTERN  THRIFT  &  BANK 


AVG 


Pacific 

Europe 

Pacific 

U.S. 

U.S. 


Average 
Average 
High 


182.4 
177.4 
97.4 


Very  low  329.4 


Low 


39.5 


1.67 
1.67 
1.90 
1.01 
1.46 


-12.0 
-0.3 
-4.7 
0.7 
7.6 


15.9 
4.2 

16.3 
6.6 

35.1 


-24.2 
-15.1 
-26.4 
-6.1 
11.1 


13.1 

3.5 
26.2 

2.9 
43.7 


1.0 
0.0 
0.0 
3.7 
1.3 


10.8- -11.5 
3.1-18.2 
26.3-  -9.4 
10.5-  -3.9 
4.7- -13.0 


4.! 

-17.; 

12 

-1. 

-5.1 


SPAIN  FUND 
SWISS  HELVETIA 
TAIWAN  FUND  (f) 
TEMPLETON  CHINA  WORLD 
TEMPLETON  EMERGING  MKTS. 


Europe 
Europe 
Pacific 
Pacific 
World 


High 
Low 

Average 
Average 


94.2 
181.8 
289.5 
230.0 
288.9 


2.00 
1.48 
2.49 
1.84 
1.78 


-2.5 
1.1 

22.9 
-31.8 
-11.5 


-5.7 
16.4 
15.4 
NA 
21.5 


-26.1 
-11.2 
-26.2 
-44.6 
-20.2 


-12.6 
18.3 
5.9 
NA 
14.2 


0.0 
1.4 
0.1 
1.8 
0.4 


16.9-  -13.5 
6.4-  -8.6 
32.1- -13.9 
14.5- -11.4 
31.0-  -0.6 


-13.( 

-V. 
2.i 

0.; 
19.: 


TEMPLETON  GLOBAL  UTILITIES 
THAI  FUND 
THAI  CAPITAL 
TRI-CONTINENTAL 
TURKISH  INVESTMENT 


AVG 


World 

Pacific 

Pacific 

U.S. 

Europe 


Low  40.3 

High  343.8 

High  124.8 

Low  2031.7 

Very  high  33.5 


1.21 
1.33 
2.29 
0.65 
2.16 


-6.1 
-13.7 
-12.2 

-2.2 
-58.3 


9.7 
32.0 
34.3 
4.6 
-14.3 


-12.7 

-^27.0 


12.1 
20.3 


-24.4  25.6 
-4.5  -0.4 
-59.8  -9.1 


3.9 
1.3 
0.0 
3.6 
2.1 


13.0-  -9.0 
4.1- -21.8 
4.6- -19.1 
-11.7- -16.9 
100.3-  -9.0 


-3.! 
-14; 
-10.( 
-15.; 

27.: 


UNITED  KINGDOM  FUND 
.WORLDWIDE  VALUE 
2  SEVEN 
ZWEIG 

ZWE:C  TOTAL  RETURN 


AVG  Europe 
World 
♦  World 

♦  U.S. 
AVG    U.  S. 


Average 
Average 
Average 
Low 

Very  low 


51.2 
53.4 
25.8 
492.0 
591.7 


1.51 
2.00 
3.22 
1.23 
1.10 


4.0 

-3.7 
-1.9 
-2.7 
-1.0 


10.5 
5.1 

-1.1 
3.5 
3.6 


-15.2  10.0 

-14.3  4.8 

-9.6  -7.7 

-16.2  0.1 

-17.3  -0.1 


4.0 
0.0 
0.0 
0.4 
4.3 


0.1 
-4.0 


18.1 
21.0 
8.8-  -3.5 
19.9-  -0.7 
18.4-  -1.4 


-14, 
-19 

1.! 

7. 

4.1 


(ilii 


■  As  of  2/2/95,  *'  As  of  2/1/95,  NA  =  Not  available  §  New  fund;  less  than  12  months'  total  return,  (a)  Formerly  Patriot  Global  Dividend,  (b)  Formerly  Patriot  Preferred  Di 
dend.  (c)  Formerly  Patriot  Premium  Dividend  I,  (d)  Formerly  Patriot  Premium  Dividend  II,  (e)  Formerly  Patriot  Select  Dividend  (f)  To  calculate  NAV  return  and  premium/di: 
count,  Morningstar  adds  the  $6.09  yearend  distribution  to  the  fund's  NAV. 

DATA:  MORNINGSTAR  INC  ,  CHICAGO. 


'ik: 


a2  R 


RUA_RY  20.  1.995 


MUTUAL  FUNDS 


1.   Charles  Schwab  and  Co.,  Inc. 
1-800-330-6756,  ext.  28C 


2.  Kemper  Mutual  Fund 
1-800-537-6001,  ext.  58 

3.  Strong  Funds 
1-800-368-9580 

4.  Templeton  Growth  Fund 
1-800-342-FUND,  ext.  T205 

5.  Twentieth  Century  Mutual  Funds 
1-800-345-2021 


Print 


□  BUSINESS  U  HOMF 


Zip 


□  BUSINESS  □  HOME 


EXTENSION 


check  one  response  for  each  following  question. 
)  is  your  company's  type  of  business? 

griculturc  2  □  Mining,  Construction  3  □  Manufacturing,  Processing  4  □  Wholesale,  Retail  Trade 
nance.  Insurance,  Real  Estate  6  □  Government  7  □  Transportation,  Public  Utilities 
■rvice  Industries  9  □  Other  -  Please  Specify. 

(  is  your  title? 

hairman  of  the  Board  B  □  President  C  □  Vice  President   D  □  Treasurer.  Secretary 
C]  ieneral  Manager  F  □  Division  Manager  G  □  Department  Manager  H  □  Other  Manager 

adent  J  □  Other  -  Please  Specify: 

many  employees  in  your  company  worldwide? 

-J  nder  100  2  U  100-999  3  □  1,000-2499  4  □  2,300  -  4,999  5  □  5,000  -9,999  6  □  10,000  or  more 


BusinessWeek: 


#  M50220 


Requests  will  be  honored 
till  April  20,  1995 


Please  circle  advertisers' 
numbers 
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MUTUAL  FUND  SCOREBOARD 


Closed-End  Bond  Fun 


RATING 


CATEGORY 


RISK 


1994  RESULTS 


PORTFOLIO  TREND  PREMIUM/DISCOU 


SHARES  RET,  (%) 
1  YR,     3  YRS. 


YIELD  MAT 
(%)  (YRS.) 


3-YEAR 
ANALYSIS 


DIFFERENCE  FROM  NAV 


1994  HIGH-LOW  2/3i 


ACM  GOVERNMENT  INCOME 
ACM  GOVERNMENT  OPPORTUNITY 
ACM  GOVERNMENT  SECURITIES 
ACM  GOVERNMENT  SPECTRUM 
ACM  MANAGED  INCOME 


Multisector 
Multisector 
Multisector 
Multisector 
Multisector 


Very  high 
High 

Very  high 
Very  high 
High 


12.4  10.3 


-17.8  5.4 

-15.1  4.8 

-23.7  3.4 

-20.5  4.4 

-18.0  13.7 


11.0 
10.6 


9.2 
12.1 


12.4  13.3 
12.4  14.5 
12.0  10.7 


at] 


22.4-  1.2 
6.8-  -11.2 
12.8- -6.3 
15.1- -7.8 

22.1-0.5 


ACM  MANAGED  MULTI  MKT.  TRUST  International  High  80.4  1.23  -10.6  -1.8  -7.8  -8.0  3.4  2.3 

AIM  STRATEGIC  INCOME  AVG  Convertible  Very  low  64.0  1.54  0.3     7.3  -5.3  5.1  5.6  3.6 

ALLMERICA  SECURITIES  TRUST  (g)  AVG  Corp  General  Average  91.4  0.77  -2.0     7.0  -12.6  4.0  9.1  9.4 

AMERICAN  ADJ.  RATE  TERM  1995  AVG  Government  low  104.8  0.77  1.9     4.2  -2.1  1.7  3.1  1.5 

AMERICAN  ADJ.  RATE  TERM  1996  «^  Government  Low  218.4  0.65  -3.6     2.8  -8.1  -1.5  5.0  5.0 


LDi 

□□i 

SB 


1.6-  -12.6 
-6.8-  -15.2 
-2.6-  -18.7 

3.6-  -5.1 

2.7-  -8.9 


AMERICAN  ADJ.  RATE  TERM  1997 
AMERICAN  CAPITAL  BOND 
AMERICAN  CAPITAL  CONV.  SECS. 
AMERICAN  CAPITAL  INCOME 
AMERICAN  GOVT.  INCOME 


Government  Low  456.1  0.61  -5.2  2.6  -10.1  -2.1 

♦     Corp  General  High  231.3  0.68  -7.3  5.2  -12.2  1.2 

AVG     Convertible  Average  70.1  0.87  -5.5  6.9  -11.9  5.7 

•*     Corp  General  Low  111.3  0.99  -2.3  8.3  -8.1  5.8 

♦  ♦     Government  Very  high  126.3  1.32  -26.0  -1.5  -24.5  2.2 


6.2 
9.2 
6.0 
10.2 


5.4 
19.0 
11.5 
14.1 


13.6    11.9  WmD 


1.8-  -11.6 
-2.8-  -13.7 
-7.4-  -16.7 
-0.7- -13.7 
23.3-  3.6 


AMERICAN  GOVT.  INCOME  PORT.                    Government  Very  high  178.1  1.28  -25.9  -1.3  -24.8  1.9 

AMERICAN  GOVT.  TERM  TRUST                       Government  High  66.9  0.81  -13.9  -0.3  -12.5  -0.6 

AMERICAN  MUNICIPAL  TERM  TRUST  AVG     Municipal  Average  131.4  0.59  -5.7     8.2  -2.0  5.9 

AMERICAN  MUNICIPAL  TERM  TRUST  II  AVG     Municipal  High  112.6  0.64  -6.3     8.2  ^.7  5.3 

AMERICAN  OPPORTUNITY  INCOME                  Government  Very  high  162.3  1,39  -27.9  -2.5  -24.2  1.9 


14.6  11.6 
7.9  10.0 
6.5  13.2 
6.5  14.3  iK 

14.7  12.5  MSJ 


23.6-  2.8 
14.2-1.3 
-2.0-  -10.0 
-3.1-11.0 
32.9-  8.8 


APEX  MUNICIPAL 
BANCROFT  CONVERTIBLE 
BLACKROCK  ADVANTAGE  TERM  TR. 
BLACKROCK  INCOME 
BLACKROCK  MUNICIPAL  TARGET 


Municipal  Low  188.5  0.88  -0.7  4.4  -6.9  -1.7  8.5  21.9  gjl  1.9- -16.7  -7ilCIP 

Convertible  Low  62.0  1.20  -2.4  10.2  -10.6  10.8  6.1  11.2  BB  0.7- -14.0  -11.  KIP. 

Government  High  135.6  1.05  -8.6  1.6  -21.6  -4.2  9.4  10.0  0.6- -17.3  -14,  WP. 

Government  High  569.1  1.06  -6.7  -0.5  -14.7  -8.1  12.5  9.0  rm  1.0--17.4  -6.  BP 

Municipal  High  678.4  0.90  -5.9  7.9  -8.9  3.5  6.9  12.0  By  -2.9- -12.7  -6pil« 


BLACKROCK  1998  TERM  TRUST 
BLACKROCK  NORTH  AMER.  GOVT. 
BLACKROCK  STRATEGIC  TERM 
BLACKROCK  TARGET  TERM  TRUST 
CASTLE  CONVERTIBLE 


Government 
International 
Government 
Government 
Convertible 


High 

Very  high 
High 
High 
Very  low 


647.9 
539.2 
647.7 
1169.4 
54.1 


0.85 
1.02 
0.98 
0.74 
1.05 


-2.9  2.4 

-13.4  -3.4 

-6.1  0.9 

-6.2  2.6 

-1.3  10.2 


-15.1  -1.8 

-17.9  -9.1 

-20.8  -4.9 

-12.0  -2.0 

-2.0  14.4 


7.9  4.5  Uji  2.5- -9.5  -SfiHSl 

12.5  12.1  iXLJ  4.4- -15.4  -5,  IVES 

8,8  9.5  lLB  3.4-  -18.1  -13.  lAMI 

8.8  6.5  rra  -1.0--11.2  -7,  noi 

6.5  11.7  l^fl  0.9- -13.4  -4 


CIGNA  HIGH-INCOME  A*-*  Corp  Hi  YId  Verylow  324.2  3.11  -1.6  13.2  -5.8  12.2 

CIM  HIGH-YIELD  SECURITIES  ***  Corp  Hi  YId  Low  51.2  2.06  -0.9  12.8  1.0  16.3 

CIRCLE  INCOME  SHARES  AVG  Corp  General  Average  30,9  0,89  -3,2  5,4  -10,8  -0.2 

CNA  INCOME  SHARES  AVG  Corp  General  Average  103.2  0.96  -4.9  5.6  -17.6  4.8 

COLONIAL  HIGH-INCOME  MUNICIPAL  *  Municipal  Law  246.1  1.01  -0.8  4.1  -9.8  0.3 


8.3  HI 

6.2  ■■ 

8.6 

11.7     12.4  BB 

8.9    23.9  UIM 


12.9 
11.8 
9.2 


18.9-2.2  IfEN 

7.4- -4.1  1  5NI 

2.5- -12.9  -11  mi 

20.5-3.1  3  SNI 

-1.0- -16.6  -3  mi 


COLONIAL  INTERMARKET  INCOME 
COLONIAL  INTERNED.  HIGH-INCOME 
COLONIAL  INV.  GRADE  MUNICIPAL 
COLONIAL  MUNICIPAL  INCOME 
CONVERTIBLE  HOLDINGS  CAPITAL 


Multisector 
Corp  Hi  YId 
Municipal 
Municipal 
Convertible 


Average 
Very  low 
Average 
Very  low 
High 


114.4 
113.0 
114.3 
195.6 
129.9 


0,98 
2,78 
0.86 
0.83 
0.00 


-3.7 
-1.1 
^.0 
-0.1 
-15.6 


7.6 
11.7 
3.2 
4.2 
4.7 


-10.7 
1.3 

-8.1 
-13.5 
-17.2 


7.2 
14.2 
-1.2 

2.1 
13.8 


10.0 
11.1 
7.3 
9.3 
0.0 


9.8 
7.7 
22.4 
22.1 
6.2 


5.3- -13.8  Omi 

IH       7.5- -8.3  3  mi 

rT"H     4.2- -11.2  -4  WE 

[XI     9.4-  -14.9  -flfBlHE 

-15.9- -28.1  -13pc; 


CS  FIRST  BOSTON  INCOME  (h)                       Corp  General  Average  196.4  0.86  -1.0  9.5  -8.8  4.1  11.1  8.7  tmM  -6.3--16.8 

CS  FIRST  BOSTON  STRAT.  INC.  (i)                   Multisector  Average  78.3  1.02  -2.1  9.5  -4.0  2.8  10.6  9.9  -7.7--15.9 

CURRENT  INCOME  SHARES  AVG     Corp  General  High  45.7  0.80  -5.0  6.0  -8.4  1,5  8,6  15.2  Imhd  -8.0- -14.5 

DEAN  WITTER  GOVT.  INCOME  AVG     Government  Low  466,4  0,70  -0,5  3,7  -7,1  0,9  8,1  8.1  LLB  -4,3- -15.0 

DREYFUS  MUNICIPAL  INCOME  AVG     Municipal  Average  182.2  0.85  -5.4  4.8  -10.1  3.6  7.8  23.1  bbU  4.8- -11.1 


DREYFUS  STRAT.  GOVTS.  INCOME  Multisector  Average  144.2  0.89  -1.6  4.3  -8.8  -0.1  9.9 

DREYFUS  STRAT.  MUNICIPAL  BD.  AVG     Municipal  Average  402.8  0.84  -4.6  4.4  -14.2  2.4  7.9 

DREYFUS  STRAT.  MUNICIPAL  *     Municipal  Low  526.8  0.86  -1.7  5.4  -9.6  1.8  8.0 

DUFF  &  PHELPS  UTIL.  TAX-FREE  Municipal  High  183.9  1.31  -7.6  6.2  -14.9  1.1  7.5 

1838  BOND-DEBENTURE  AVG     Corp  General  Average  71.5  0.89  -4.5  6.4  -7.9  4.0  9.1 


10.1  UJti 

22.7  aju 

21.5 
15.5 
21.5 


sua 


-0.3-  -14.7 
6.5-  -10.2 

9.3-  -8.6 
1.9-  -11.6 

3.8-  -6.9 


ELLSWORTH  CONVERT.  GR.  &  INC. 
EXCELSIOR  INCOME  SHARES 
FIRST  AUSTRALIA  PRIME  INCOME 
FIRST  COMMONWEALTH 
FORT  DEARBORN  INCOME 


AVG 


AVG 
AVG 


Convertible 
Corp  General 
International 
International 
Corp  General 


Low 

Average 
Very  high 

High 

Average 
High 

Very  high 

Average 

High 


59.4 
37.5 
1558.2 
142.5 
131.6 


1.10 
0.89 
1.41 
1.79 
0.72 


-2.7  10.0 


-2.3 
5.3 
-2.3 
-4.8 


5.2 
5.7 
NA 
5.4 


-8.3 
-9.6 
-13.2 
-9.8 
-9.8 


10.4 
1.0 
2.0 
NA 
1.4 


6.4 
7.0 
11.8 
10.1 
8.5 


10.8  

6.8 

8.0  CMM 

17.6  U 


-5.4-15.6 
-9.1-16.7 
16.0-12.6 
0.6-  -20.3 
-5.2- -13.6 


FORTIS  SECURITIES 
FRANKLIN  MULTI-INCOME 
FRANKLIN  PRINCIPAL  MATURITY 
FRANKLIN  UNIVERSAL 
GLOBAL  GOVERNMENT  PLUS 


Corp  General 

Multisector 

Multisector 

Multisector 

International 


107.5 
69.5 
221.5 
301.4 
308.8 


0.76 
3.26 
2.26 
2.30 
1.09 


-4.9  4.9 

-6.8  9.0 

-14.9  5.4 

-5.3  11.9 

-5.4  4.0 


-14.5 
-12.9 
-18.8 
-5.0 
-12.0 


-1.2 
6.2 
0.6 
11.0 
-0.1 


11.0 
9.7 
9.0 

10.5 
8.0 


9.3  aa 

9.3  WtB 

6.7  OMJ 

9.9  WtB 

7.2  OB 


9.1- -7.9 
-0.6-  -17.5 
-8.1- -16.5 
-2.1- -15.3 
-8.2-  -20.6 


GLOBAL  INCOME  PLUS 
GLOBAL  YIELD 

HATTERAS  INCOME  SECURITIES 
HIGH  INCOME  ADVANTAGE 
HIGH  INCOME  ADVANTAGE  II 


International 
International 
Corp  General 
Corp  Hi  YId 
Corp  Hi  YId 


Average 

High 

Low 

Low 

Low 


224.9 
493,8 
50.2 
150.9 
202.3 


1.11 
1.01 
0.92 
0.98 
0.94 


-3.6  4.5 

-8.7  2.2 

-1.7  7.3 

-8.0  10.9 

-7.2  12.7 


-5.0 
-17.8 
-9.6 
-1.9 
-^.8 


0.6 
-1.0 

3.4 
16.5 
16.4 


8.3 
5.5 
9.7 
11.9 
12.5 


11.6  OBI 
7.3  LU 

14.6 
8.1 
8.0 


0.6- -16.8 
-7.5-  -20.8 
10.3-  -3.5 
10.3-  -4.2 
4.2-  -11.5 


HIGH  INCOME  ADVANTAGE  III 
HIGH  YIELD  iNCOME 
HIGH  YIELD  PLUS 
HYPERION  TOTAL  RETURN 
im  <!4VESTMENT  SECURITIES 


AVG 
AVG 


Corp  HI  YId 
Corp  Hi  YId 
Corp  Hi  YId 
Multisector 
Corp  General 


Low 

Very  low 
Low 

Average 
Average 


78.2 
93.6 
104.5 
332,7 
84.1 


1.00 
2.29 
2.76 
2.63 
0.94 


-7.5  10.8 

^.3  10.6 

-5.0  11.3 

0.7  4.9 

-2.4  6.2 


-3.1 
-i.l 
-9.2 
-11.5 
-8.4 


15.0 
13.4 
12.1 
-1.0 
3.3 


11.8 
12.9 
11.9 
12.8 
8.7 


8.0 
8.5 

8.7  WKm 

5.5  UJi 

11.3 


8.0-  ^.6 
12.2-0.2 
4.7-  -5.8 
2.0-  -20.4 
-7.0-  -14.7 


•  As  cf  2/2/95.  "  As  of  2/1/95.  NA  =  Not  available 
(i)  Formerly  First  Boston  Strategic  Income. 


New  fund;  less  than  12  months'  total  return,  (g)  Formerly  State  Mutual  Securities    (h)  Formerly  First  Boston  Incon 

DATA.  MORNINGSTAR  INC.,  CHICAGd 
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JTUAL  FUND  SCOREBOARD  Closed  End  Bond  Funds 


RATING 

CATEGORY 

RISK 

SIZE 

FEES 

1994  RESULTS 

PORTFOUO 

TREND 

PREMIUM/DISCOUNT 

ASSETS 

EXPENSE 

NAV  REI  1%) 

SHARES  RET,  (%l 

YIELD 

MAT 

3-YEAR 

DIFFERENCE  FROM  NAV 

$MIL 

RAriO  (%) 

lYR, 

3YRS, 

IVR 

3YRS. 

(%) 

(YRS.) 

ANALYSIS 

1994  HIGH-LOW 

2/3/95 

EPENDENCE  SQUARE  INCOME 

AVG 

Corp  General 

Average 

30.4 

0.84 

-2.8 

7.1 

-4.4 

5.6 

8.3 

20.4 

BiH 

-2.3-  -13.8 

-9,7 

ERCAPITAL  INCOME  SECURITIES 

AVG 

Corp  General 

Average 

204.2 

0.68 

-2.4 

5.9 

-11.4 

-1.6 

10.2 

22.5 

■— ■ 

9.5-  -6.7 

3.5 

ERCAPITAL  INSURED  MUNI.  BD. 

Municipal 

High 

104.4 

1.03 

-7.2 

6.1 

-15.2 

3.5 

7.9 

26.5 

8.8-  -10.4 

-4.2 

ERCAPITAL  QUALITY  MUNI.  INV. 

Municipal 

High 

361.2 

0.82 

-7.5 

7.2 

-16.6 

3.2 

8.5 

25.7 

atj 

0.0-  -14.1 

-2.9 

IN  HANCOCK  INCOME 

AVG 

Corp  General 

Average 

153.7 

0.86 

-2.6 

6.4 

-8.9 

1.6 

9.2 

15.3 

1.1--11.2 

-0.7 

IN  HANCOCK  INVESTORS 

AVG 

Corp  General 

Average 

147.5 

0.87 

-2.8 

6.2 

-13.1 

-0.9 

9.4 

15.0 

HB 

8.5-  -9.7 

-2.0 

rtPCR  HIGH-INCOME 

Corp  HI  YId 

Very  low 

209.0 

1.55 

-3.2 

11.8 

-3.3 

9.4 

10.0 

8.5 

■H 

7.6-  -7.0 

2.7 

nPER  INTERMED.  GOVT. 

Government 

Average 

262.6 

0.92 

-2.6 

2.9 

-9.2 

0.1 

8.8 

3.1 

U-ll 

2.7-  -13.1 

-5.8 

APER  MULTI-MARKET  INCOME 

Multisector 

Low 

198.9 

1.01 

-2.2 

9.6 

-8.1 

9.7 

10.5 

8.4 

2.4-  -14.1 

-6.2 

ilPER  MUNICIPAL  INCOME 

AVG 

Municipal 

Average 

638.6 

0.68 

-6.5 

6.0 

-15.7 

2.1 

8.4 

21.2 

2.3-  -9.1 

-2.2 

rtPER  STRAT.  MUNI.  INCOME 

Municipal 

Low 

121.5 

0.75 

0.2 

7.2 

-5.6 

4.2 

7.3 

18.2 

5.3-  -7.6 

0.6 

:iNWORT  AUSTRALIAN  INCOME 

International 

Very  high 

74.2 

1.43 

7.0 

7.1 

1.0 

3.6 

9.5 

5.2 

-4.0-16.3 

-10.7 

COLN  NATIONAL  INCOME 

Corp  General 

High 

123.7 

1.20 

-5.6 

5.4 

-17.1 

4.2 

11.1 

12.6 

14.1-  -12.8 

-7.3* 

OTOR  INCOME 

Government 

High 

124.4 

2.38 

-5.4 

3.0 

-12.1 

-3.0 

11.8 

15.7 

1.9- -15.9 

-9.5* 

i  CHARTER  INCOME 

AVG 

Multisector 

Average 

793.8 

0.84 

-2.6 

6.1 

-3.8 

3.0 

3.0 

5.7 

-7.0- -15.0 

-10.0 

;  GOVT.  MARKETS  INCOME 

Multisector 

High 

604.9 

0.92 

-5.0 

3.4 

-6.7 

0.9 

4.4 

6.8 

-6.1- -15.6 

-10.5 

i  INTERMEDIATE  INCOME 

♦ 

Multisector 

Average 

1321.3 

0.91 

-3.8 

3.8 

-9,6 

0.6 

4.8 

7.1 

-8.7- -15.9 

-10.7 

>  MULTIMARKET  INCOME 

AVG 

Multisector 

Average 

881.7 

1.14 

-3.6 

4.8 

-2.8 

3.0 

5.7 

9.7 

»jdii 

-6.6-  -15.7 

-10.6 

i  MUNICIPAL  INCOME 

Municipal 

Very  low 

324.4 

1.31 

3.3 

6.6 

-2.1 

6.9 

8.1 

19.6 

10.2-  -1.2 

5.6 

4TGOMERY  STREET  INCOME 

AVG 

Corp  General 

Average 

177.4 

0.72 

-4.5 

6.2 

-13.5 

1.7 

8.6 

14.5 

-2.0-  -14.2 

-4.9 

4ICIPAL  HIGH  INCOME 

Municipal 

Low 

174.3 

0.84 

-1.2 

5.2 

-8.2 

2.9 

8.1 

21.3 

0.7-  -10.7 

-2.7 

illCIPAL  INCOME 

-* 

Municipal 

Low 

304.9 

0.63 

-1.9 

4.7 

-13.7 

1.3 

6.6 

20.8 

5.2-  -17.4 

-7.3 

4ICIPAL  INCOME  OPPORTUNITY 

• 

Municipal 

Very  low 

174.6 

1.22 

4.3 

3.7 

1.5 

1.8 

8.3 

21.0 

0.1-  -13.1 

-1.7 

4ICIPAL  PREMIUM  INCOME 

AVG 

Municipal 

Average 

349.1 

1.23 

-5.9 

6.4 

-14.5 

3.5 

8.2 

22.9 

— IM 

2.2-  -12.9 

-1.7 

4IENHANCED 

Municipal 

Very  high 

461.8 

0.68 

-8.9 

5.6 

-19.1 

-1.3 

8.4 

21.6 

■■-^ 

3.0-  -16.3 

-5.4 

<IINSURED 

Municipal 

Average 

72.7 

0.77 

-6.5 

4.6 

-16.9 

0.0 

6.7 

20.8 

■MM 

4.1- -9.8 

1.6 

IIVEST 

Municipal 

Very  high 

802.3 

0.64 

-8.4 

5.4 

-20.2 

-2.0 

8.9 

19.7 

2.6-  -16.4 

-5.3 

i  AMERICA  HIGH  INCOME 

Corp  Hi  YId 

Average 

241.6 

1.06 

-6.6 

17.7 

-7.8 

18.8 

13.3 

8.6 

11.6-  -8.0 

-2.0 

/  YORK  TAX-EXEMPT  INCOME 

*- 

Municipal 

Low 

22.3 

0.87 

-5.8 

4.2 

-16.8 

4.8 

7.0 

22.9 

'mLJm 

16.8-  -2.4 

6.2 

EEN  CA  MUNICIPAL  VALUE 

Municipal 

Very  low 

186.9 

0.76 

-1.8 

4.6 

-12.8 

1.7 

7.0 

21.6 

9.8-  -3.3 

0.6 

EEN  INS.  MUNICIPAL  OPPTY. 

Municipal 

High 

1713.2 

0.79 

-7.4 

6.1 

-12.9 

0.7 

8.1 

24.4 

^ 

-1.2- -11.5 

-1.7 

EEN  INS.  QUALITY  MUNICIPAL 

Municipal 

Average 

798.4 

0.82 

-6.2 

5.7 

-13.5 

0.3 

7.9 

23.9 

3.1- -10.8 

-1.5 

EEN  MUNICIPAL  ADVANTAGE 

AVG 

Municipal 

Average 

906.9 

0.79 

^.7 

6.1 

-12.8 

1.1 

8.5 

23.8 

2.8-  -8.5 

-1.1 

EEN  MUNICIPAL  VALUE 

Municipal 

Low 

1904.7 

0.70 

-1.6 

5.0 

-1.6 

1.9 

7.0 

22.1 

3.3-  -7.9 

-0.2 

EEN  NY  MUNICIPAL  VALUE 

Municipal 

Low 

119.9 

0.84 

-1.8 

5.5 

-7.4 

4.1 

6.6 

23.2 

8.7-  ^.0 

0.1 

EEN  PERFORMANCE  PLUS 

* 

Municipal 

Average 

1236.3 

0.79 

-2.8 

6.1 

-13.8 

2.2 

8.4 

23.4 

3.8-  -11  0 

0.5 

EEN  PREMIUM  INCOME 

AVG 

Municipal 

Average 

1245.8 

0.77 

-4.7 

4.4 

-13.7 

-0.7 

8.8 

23.3 

mJii 
□J 

6.2-  -9.4 

-0.7 

ENHEIMER  MULTI-GOVERNMENT 

• 

Multisector 

Average 

50.3 

1.24 

-1.9 

4.2 

-6.8 

-0.1 

10.7 

13.5 

-1.8-  -15.5 

-6.4 

ENHEIMER  MULTI-SECTOR  INCOME  «^ 

Multisector 

Average 

284.2 

1.02 

-2.8 

7.0 

-5.2 

5.0 

10.1 

7.8 

2.1-12.0 

-0,2 

IFiC  AMERICAN  INCOME  SHARES 

AVG 

Corp  General 

Average 

133.3 

0.72 

-3.8 

6.6 

-12.6 

4.2 

9.1 

15.8 

1.4- -10.2 

-2.7* 

iRIM  PRIME  RATE  TRUST  Corp  General      Very  low      720.6     1.22       8.5     7.3       7.7     NA      7.8      4.6    'UJl     -0.7- -9.0  -10.7 


liEER  INTEREST  SHARES 

AVG 

Corp  General 

Average 

92,3 

0,95 

-3.8 

4.6 

-7.6 

1.8 

9.6 

11.5 

4.3-  -10.1 

-2.3 

SPECT  STREET  HIGH  INCOME 

Corp  Hi  YId 

Low 

129,4 

2,30 

-2.0 

13.7 

-2.0 

20.2 

12.4 

7.9 

4.7- -11.2 

1.0 

NAM  HIGH-INCOME  CONV.  &  BD. 

'*'*"*' 

Convertible 

Very  low 

113,5 

1.04 

-2.7 

15.2 

-1.7 

14.5 

9.7 

8.6 

8.8-  -3.8 

2.7 

NAM  HIGH  YIELD  MUNICIPAL 

Municipal 

Average 

227.3 

0.59 

-4.3 

6.7 

-10.9 

4.0 

8.7 

10.4 

11.6- -1.7 

7.8 

NAM  INTERMED.  GOVT.  INCOME 

♦ 

Multisector 

Average 

523.0 

0.90 

-3.4 

4.1 

-6.5 

0.9 

8.3 

7.2 

-5.9-  -14.1 

-7.7 

NAM  INVESTMENT  GRADE  MUNI. 

AVG 

Municipal 

Average 

369.6 

1.36 

-7.9 

7.1 

-8.4 

6.4 

8.1 

12.2 

10.4- -1.7 

6.9 

NAM  MANAGED  MUNI.  INCOME 

-* 

Municipal 

Average 

590.2 

1.23 

-6.6 

7.3 

-7.8 

6.1 

8.0 

13.3 

8.8-  -4.6 

3.4 

NAM  MASTER  INCOME 

• 

Multisector 

Low 

448.9 

0.95 

-3.9 

7.8 

-7.8 

6.4 

10.0 

6.6 

-5.1- -13.2 

-9.7 

NAM  MASTER  INTERMED.  INCOME  * 

Multisector 

Low 

306.9 

0.92 

-4.1 

7.2 

-9.2 

4.6 

10.1 

6.6 

-%.2-  -14.5 

-11.2 

NAM  PREMIER  INCOME 

Multisector 

Low 

1115.3 

0.86 

-3.9 

7.6 

-8.6 

5.5 

10.3 

7.7 

-5.5-  -15.1 

-10.4 

OMON  BROS.  HIGH  INCOME 

Corp  Hi  YId 

60,3 

1.14 

-6.3 

NA 

-8.0 

NA 

10.4 

7.6 

5.9-  -2.8 

4.6 

GMAN  SELECT  MUNICIPAL 

AVG 

Municipal 

Average 

225,1 

0.87 

-5.5 

6.5 

-13.1 

2.4 

8.0 

23.3 

3.1-10.9 

-1.6 

RUS  MUNICIPAL  CA  HOLDINGS 

♦  ♦ 

Municipal 

Very  high 

72,3 

0.89 

-11.3 

2.9 

-17.7 

-2.1 

7.9 

23.2 

12.9-  -16.8 

-10.2 

RUS  MUNICIPAL  NY  HOLDINGS 

Municipal 

High 

103,7 

0.80 

-9.0 

5.5 

-19.3 

0.9 

7.8 

20.3 

4.3-  -14.1 

-8.5 

CONVERTIBLE  SECURITIES 

Convertible 

Average 

234.7 

0.80 

-6.2 

9.2 

-7.6 

8.8 

4.8 

9.1 

17.5-  2.3 

8.2 

PLETON  GLOBAL  GOVTS.  INC. 

International 

High 

168.5 

1.06 

-2.3 

2.0 

-11,5 

-4.0 

8.3 

9.3 

-1.8- -15.0 

-8.2 

PLETON  GLOBAL  INCOME 

International 

High 

928.1 

0.79 

-1.9 

4.0 

-8.4 

-1.7 

8.9 

7.9 

-7.9-  -18.2 

-11.9 

NSAMERICA  INCOME 

AVG 

Corp  General 

Average 

142.0 

0.66 

^.5 

6.1 

-10.6 

2.2 

9.1 

22.7 

2.8-  -6.6 

-4.1 

ScG  PACHOLDER 

Corp  Hi  YId 

Very  low 

67.5 

1.70 

1.2 

12.7 

-6.2 

14.3 

11.4 

7.2 

16.0-  -4.1 

-9.1* 

FE  INCOME 

Corp  General 

Low 

52.4 

1.16 

-2.5 

8.8 

-12.0 

6.3 

9.7 

18,7 

5.5- -11.0 

-4.8 

KAMPEN  CA  QUALITY 

Municipal 

Very  high 

213,1 

1.62 

-11.6 

5.3 

-18.3 

2.8 

8.2 

23.9 

1.3-  -12.3 

-2.5 

KAMPEN  INTERMED.  HIGH-INC. 

•** 

Corp  Hi  YId 

Low 

135,9 

1,85 

-5.3 

11.7 

-23.1 

5.5 

17.4 

5.8 

31.6-  -2.1 

4.0 

KAMPEN  INV.  GRADE  MUNI. 

Municipal 

Average 

75,0 

1.47 

-8.6 

3.8 

-11.2 

2.3 

8.8 

21.7 

15.5-  -1.5 

5.7 

KAMPEN  LIMITED  HIGH-INC. 

Corp  HI  YId 

Low 

104.4 

1.89 

-7.7 

11.3 

-12.9 

12.8 

15.7 

6.2 

24.7-  2.5 

4.7 

KAMPEN  MUNICIPAL  INCOME 

Municipal 

High 

423.0 

1.28 

-9.5 

5.1 

-10.1 

4.9 

8.6 

18.6 

15.7- 1.5 

10.0 

KAMPEN  MUNI.  TRUST 

Municipal 

High 

825.3 

1.64 

-9.6 

5.7 

-15.0 

2.2 

8.6 

21.9 

-0.2-  -10.5 

-4.0 

KAMPEN  NY  QUALITY  MUNICIPAL  • 

Municipal 

Very  high 

129,9 

1.66 

-9.6 

7.2 

-15.3 

5.2 

7.6 

19.1 

-2.5- -12.6 

-4.5 

TAUR  SECURITIES 

♦ 

Corp  General 

Average 

89.5 

1.00 

-4.5 

4.8 

-12.7 

0.3 

9.2 

16.0 

0.3-  -13.7 

-8.7* 

X  INCOME 

-* 

Corp  HI  YId 

Average 

137.7 

2.83 

-11.2 

10.5 

-10.2 

13.1 

14.3 

6.3 

18.7-  4.5 

12.6 

)t  2/2/95.  **  As  of  2/1/95.  NA  =  Not  available.  5  New  fund;  less  than  12  months' total  return 


DATA:  MORNINGSTAR  INC.,  CHICAGO,  IL. 


Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

LOVE  TRIANGLE 

AT  ABBEY  

There's  nothing  like  takeover  talk  to 
stu-  things  up.  And  that's  what's  go- 
ing on  in  the  home  health-care  business. 
The  latest  buzz  is  that  Abbey  Health- 
care Group  (abby) — whose  chairman  and 
CEO,  Tim  Aitken,  is  a  former  invest- 
ment banker  in  London  and  New 
York — is  on  the  block. 

"If  there's  anything  to  indicate  that 
Abbey  is  headed  toward  a  deal,  it  is 

ON  THE  MEND 


EARNINGS 
PER  SHARE 


1996  Est. 

»2.30 

1995  Est. 

»1.79 

1994 

n.32 

1993 

tl.30 

1992 

>1.28 
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Aitken's  background,"  says  one  San 
Francisco  investment  manager.  "He  just 
wanted  Abbey  to  get  back  on  its  feet 
and  get  robustly  going.  And  now  that 
that's  practically  done,  he  wants  to  sell 
off  the  company,"  says  this  pro. 

He  may  be  right  on  the  money.  A 
source  close  to  Aitken  says  Abbey  may 
turn  out  to  be  more  attractive  than 
some  suitors  believe.  The  provider  of 
home  medical  equipment  and  respirato- 
ry and  infusion  therapy  is  said  to  be 
considering  an  offer  by  a  large  British 
pharmaceutical  company  to  buy  a  15% 
to  20%  .stake.  "This  foreign  drugmaker 
wants  a  foot  in  the  door  of  the  fast- 
growing  U.S.  home  health-care  busi- 
ness," says  the  money  manager. 

Such  a  linkage  will  certainJy  enhance 
the  value  of  Abbey,  currently  trading  at 
29  a  share,  to  prospective  suitors.  A 
source  close  to  Abbey  officials  says  "Ab- 
bey is  in  a  kind  of  a  triangle  situation 
right  now."  It  has  two  avid  suitors:  Co- 
ram Healthcare,  which  is  believed  to 
have  talked  to  Abbey  regarding  a  pos- 
sible bid  for  the  company,  and  Homedco 
Group,  a  ma-jor  provider  of  home  health- 
care services.  Coram  Chairman  and  ceo 
Jvra  Sweeney  says  it  is  his  policy  not 
to  comment  on  Coram's  acquisition 


plans.  HomedQO  didn't  return  calls. 

Homedco's  focus  is  on  respiratory 
treatment  while  Coram  is  big  in  infusion 
therapy.  With  estimated  1995  revenues 
of  about  $500  million,  Abbey  is  a  key 
medical-care  provider  for  outpatients. 
It  derives  42%  of  its  revenues  from  res- 
piratory therapy  and  35%  from  home-in- 
fusion (intravenous  medicine)  and  nurs- 
ing services. 

Analyst  Ann  Logue  at  Volpe  Welty. 
says  Abbey's  national  reach  gives  it 
strength  in  negotiating  contracts  vdth 
managed-care  organizations.  The  com- 
pany's contracts  have  ballooned  from  40 
in  1992  to  1,400  today  nationwide. 

Logue  figures  that,  based  on  earn- 
ings prospects  alone.  Abbey  is  worth 
;35  a  share.  But  in  a  buyout,  it  could  be 
worth  more,  she  believes. 

The  price  may  be  in  the  45  to  50 
range,  says  one  pro,  who  bases  his  fig- 
ures on  projected  1995  and  1996  earn- 
ings. He  says  Abbey  wiU  likely  exceed 
analysts'  1994  and  1995  earnings  esti- 
mates. Aitken  says  he  is  "pro-share- 
holder by  nature"  and  would  consider 
any  offers.  When  asked  about  allowing  a 
British  drugmaker  to  buy  a  stake,  Ait- 
ken declined  comment.  But  when  ques- 
tioned on  whether  Abbey  will  be  sold, 
he  would  only  say:  "At  the  right  price,  I 
would  hit  the  bid." 

IT  LOOKS  LIKE 
THREE  EASY  PIECES 

Some  pros  who  made  a  killing  with 
Pet  in  January,  when  Grand  Metro- 
politan announced  it  would  acquire  the 
worldwide  food  producer,  have  switched 
their  attention  to  Whitman  (wh),  a  di- 
versified holding  company  that  spun  off 
Pet  in  1991.  They're  convinced  Whit- 
man, whose  stock  has  been  stuck  in  the 
16  to  18  range  for  the  past  12  months, 
will  be  the  next  buyout  winner 

Whitman  is  in  three  businesses  ana- 
lysts believe  are  worth  more  than  what 
the  stock  is  selling  for:  Its  Pepsi-Cola 
Greneral  Bottler  unit  produces  and  dis- 
tributes soft  drinks;  the  Midas  Interna- 
tional division  provides  auto  replace- 
ment parts  and  services;  and  its 
Hussmann  unit  makes  refrigeration 
equipment  for  food-service  companies. 

Investment  manager  Mark  Boyar, 
who  scouts  for  companies  with  assets 
selling  at  a  substantial  discount  to  esti- 
mated intrinsic  value,  figures  Whitman's 
three  units  combined  are  worth  30  a 
shai-e.  He  suspects  that  a  number  of  in- 
vestors, including  Kohlberg  Kravis 


Roberts,  may  be  looking  at  Whitntu 
KKR  declined  comment. 

"These  smart  and  clever  operate 
have  the  resources  and  skills  to  acqui 
Whitman  at  its  currently  depress 
price  of  16  and  then  sell  off  the  pieces 
much  higher  prices,"  says  Boyar.  Wh 
man  posted  sales  of  $2.6  billion  last  yt 
and  earned  $1  a  share.  This  year,  Boj 
.sees  the  company  earning  $1.30.  Calls 
Whitman  weren't  returned. 


TOO  QUICK 

ON  THE  TRIGGER? 


On  Wall  Street,  2(2  could  cost  a  stod 
lot.  That  was  THnova's  (tnv)  unfoil 
nate  lesson  when  it  reported  fourt 
quarter  earnings  of  620  a  share  in  k 
January.  That  620  profit  was  just  a 
below  the  640  mean  estimate  that 
analysts  had  expected.  Wham!  Trh 
va's  stock  fell  13%,  to  25  a  share  tl 
day.  And  analysts  quickly  pulled  t 
plug  on  Trinova  by  downgrading 
stock  and  cutting  their  1995  eamin 
estimates.  But  some  bold  pros  are  soi 
ping  up  shar*es,  now  trading  at  26. 

What's  the  deal?  One  New  York 
vestment  strategist  believes  a  maj 
diversified  industrial  company  wai 
to  buy  Trinova,  a  worldwide  maker 
a  range  of  industrial  engineered  comj 
nents  such  as 
pressure  hoses  BUYOUT 
and  fittings,  BUZZINGS 
adapters,  and 
self-sealing  cou- 
plings. Other 
products  include 
electronic  and 
pneumatic  control 
devices,  and  fuel- 
line  components. 

One  ajnalyst  cal- 
culates that  TVino- 
va  is  well  worth 
35  a  share  in  a 
takeover.  The 
company  interest- 
ed in  Trinova  is 
big  in  aerospace  and  automotive  pr( 
ucts — two  areas  where  Trinova  deri\ 
the  bulk  of  its  earnings.  Trinova's  ae; 
space  and  defense-related  products  g( 
erate  28%  of  profits  and  20%  of  sal 
Automotive  products,  such  as  bo 
moldings  and  window  fi:ames,  accoi 
for  52%  of  earnings  and  27%  of  rei 
nues.  Industrial  products  make  up  5.' 
of  revenues  and  20%  of  earnings.  Tru 
va  posted  total  revenues  of  $1.8  billi 
last  year.  Trinova  declined  comment. 
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Hare 


Only  Budget* 


free  airfere  after 
six  rentals. 


Now,  why  would  you  rent 
from  anyone  dse? 

Ffy  free  when  you  rent  six  times.  Only  at  BiK^t 

Simply  rent  any  compact  or  larger  vehicle,  including  trucks,  six  times  for  three 
or  more  consecutive  days.  Rentals  must  occur  from  February  6  through 
June  15,  1995,  at  any  worldwide  Budget  location.  We'U  give  you  a  free 
(excludes  taxes)  rotmd-trip  coadi  ticket  on  American  Aii'lines"  valid  for  travel 
witliin  the  contiguous  U.S.  and  Canada.  For  reservations,  contact  your  travel 
consultant  or  call  Budget  at  800-527-»700. 


THE  SMART  MONEY  IS  ON  BUDGET. 


We  feature  Lincobi-Mercury  and  other  fine  cars. 


'itre  are  some  details  you  should  know:  Offer  requii-es  sLx  rentals  (minimum  three  days  per  rental)  of  a  compaa  or  larger 
!  tiicle,  including  trucks,  at  any  woridwide  Budget  location  from  2/6/95  througli  6/15/95.  For  complete  details,  restrictions  and  order 
i  m,  pick  up  a  Fly  Free  certificate  at  selea  U.S.  Budget  locations.  American  Airlines  is  a  registered  trademark  of  American  Airlines,  Inc. 


Science  &  Technology 


SEMICONDUCTORS 


INTEL:  FAR  BEYOND 
THE  PENTIUM 

But  its  new  chips  may  be  ready  before  the  market  is 


low  fast  can  an  $11.5  billion  com- 


pany mn?  Just  watch  Intel  Corp. 


II 

A  yeai-  ago,  with  Advanced  Micro 
I  H  Devices,  Cyrix,  and  others  nip- 
ping at  the  market  for  Intel's  micro- 
processors— the  brains  for  millions  of 
IBM-style  personal  computers — Intel 
broke  into  a  gallop.  The  world's  biggest 
chipmaker  cranked  up  production  of  its 
new  Pentium  chip,  spent  $150  million  on 
a  TV  advertising  bKtz,  and  chopped  pric- 
es by  as  much  as  35%  per  quarter.  The 
latest  cut  came  on  Feb.  1,  when  Intel 
pruned  Pentium  prices  by  up  to  40% 
and  fixed  the  cheapest  model  at  $273. 
The  result:  Pentium  sales  are  gTowing 
eight  times  faster  than  did  sales  of  the 
486  when  it  was  young. 

So  much  for  the  warmup.  The  main 
event  is  coming  on  Feb.  16,  when  Intel 
will  unwrap  its  si.xth-generation  chip, 
code-named  P6.  By  all  accounts,  this 
microprocessor  is  Intel's  biggest  techni- 
cal advance  since  the  third-generation 
386  was  unveiled  in  1985.  And  the  P6  is 
heading  to  market  at  an  all-out  sprint, 
with  small-volume  shipments  starting 


this  fall.  So  the  P6  will  suc- 
ceed the  Pentium  as  Intel's 
most  powerful  chip  in  just  over 
two  years — a  year  less  than 
the  gap  between  the  486  and 
the  Pentium. 

Can  Intel  keep  up  this 
breakneck  pace?  Maybe.  But 
from  here  on,  it  gets  a  lot  tougher.  The 
P6  is  enormously  complex.  It  sports  5.5 
million  transistors,  or  nearly  twice  as 
many  as  the  Pentium.  That  poses  un- 
precedented manufacturing  and  testing 
challenges,  raising  the  specter  of  a  re- 
peat of  the  infamous  Pentium  bug  that 
cropped  up  last  year. 
TRAILBLAZING.  Intel  also  must  help  de- 
velop new  PC  applications  that  need 
the  power  of  a  P6,  such  as  voice  recog- 
nition and  videoconferencing — plus  new 
top-end  systems,  from  engineering 
workstations  to  so-called  computer 
servers.  This  trailblazing  must  also 
pave  the  way  for  the  P7,  which  may 
make  its  debut  as  early  as  1997  (table). 
Otherwise,  Intel  could  have  trouble 
persuading  PC  makers  and  buyers  to 
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Picking  Up  The  Pace 


Intel  used  to  launch  development  of  a  new  microprocessor  every  four  years.  But  for  the 
Pentium,  the  generation  gap  shrank  to  three  years.  And  for  its  P6  and  P7  chips,  Intel  hopes 
to  keep  rivals  at  bay  by  trimming  another  year  off,  despite  soaring  complexity. 


286 

386 

486 

PENTIUM 

PS 

P7 

START  OF 
DESIGN  WORK 

1978 

1982 

1986 

1989 

1990 

1993 

1  

FORMAL 
INTRODUCTION 

FEB. 1982 

OCT.  1985 

r 

APR.  1989 

MAR.  1993 

03  1995 

1997  OR  1998** 

VOLUME 
SHIPMENTS 

1983 

1986 

1990 

1994 

1996 

1998  OR  1999** 

NUMBER  OF 
TRANSISTORS 

130,000 

275,000 

1.2  MILLION 

3.1  MILLION 

5.5  MILLION 

10-1-  MILLION** 

INITIAL  SPEED 
IN  MIPS  * 



1 

1  

5 

20 

r  n 

100 



250** 

1  

500  ** 

PEAK  SALES 
YEAR 

1989 

1992 

1995** 

1997** 

1999** 

2002** 

INSTALLED 
UHITS 

9.7  MILLION 

44.2  MILLION 

75  MILLION 

4.5  MILLION 



NONE 

NONE 

'Millions  of  instructions  per  second 


•Estimated 


DATA:  INTEL  CORP  ,  DATAQUEST  INC.,  BUSINESS  WEEK  ESTIMATES 


upgrade  so  frequently.  Some  PC  co 
nies  are  already  dragging  their  I  liMf 
Last  year,  Compaq  Computer  ( 
Chief  Executive  Eckhai'd  Pfetffer  1 
ed  Intel's  ads  for  implying  that  thi  led 
is  nearly  obsolete. 

For  its  pait,  Intel  doesn't  have 
choice — because  rivals  are  pickin 
the  pace  even  faster.  Advanced 
Devices  Inc.'s  486  entiy  trailed  I; 
by  three  years,  but  AMD  wall  launc  i 
586-class  chip  only  two  years  afte  tel 
Pentium.  NexGen  Inc.  (box)  is  all 
selhng  a  Pentium-grade  chip,  ju 
months  behind  Intel's.  So  Intel 
prod  demand  for  cutting-edge  c 
where  there's  little  competition,  tojtji) 
tect  its  fat,  55%-  profit  margins. 

The  P6  is  the  first  product  o: 
^^^^^■HB  speedup  cam; 

launched  five  year; 
by  Chief  Executivt 
drew  S.  Grove  ii 
sponse  to  growing 
petition.  Intel  use 
develop  microproce 
one  after  another,  ( 
four  years.  But  G 
decided  to  overlaj 
velopment  cycles 
started  the  P6  pr 
more  than  24  mc 
before  the  Pentiui 
the  market.  Simii 
engineers  are  now 
years  into  develop 
of  the  P7.  Howeve] 
P7's  design  took  ai 
expected  twist 
year:  an  agreei 
with  Hewlett-Pac  irjtfj, 
Co.  to  forge  a 
superfast  "architec 
by  melding  Intel's  1 
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1  data-processing  methods  with  Hi''s 
jier  reduced  instruction-set  com- 
ig  (RISC)  technology. 
«nsummating  this  unlikely  marriage 
push  the  P7's  introduction  into 
If  so,  the  P6  would  remain  In- 
prize  breadwinner  for  an  extra 
—perhaps  a  bit  longer,  since  the 
hybrid  Intel-HP  design  may  make 
imers  more  cautious  than  usual, 
his  uncertainty  means  it's  crucial 
16  P6  to  inspire  customer  loyalty. 
IN  ONE.  Technically,  the  P6  may  do 
rick.  Intel  isn't  revealing  details 
)ut  the  chip  will  ci-unch  more  than 
million  instructions  per  second 
).  That's  almost  double  the  speed 
e  fastest  Pentium.  To  pull  it  off, 
'6  actually  combines  two  chips — 
licroprocessor  itself  and  a  special 
3ry  chip  that's  ultrafast  at  han- 
data.  They're  bundled  in  a  2-inch- 
'8  ceramic  module.  Judging  from 
ze  of  this  package,  the  P6  is  going 
aerate  significantly  more  heat  than 
'entium.  So,  a  Mttle  refrigerator 
I  atop  the  chip  may  be  mandatoiy, 

I  could  rule  out  P6  laptops, 
chew  through  software  at  its 

jieck  pace,  the  P6  borrows  sev- 
ophisticated  techniques  from  Rise 
ers  such  as  hp,  mips  Technologies, 
5un  Microsystems.  Like  a  chess 
master,  the  P6  can  look  far  ahead 
!  software,  predict  which  instruc- 
will  be  processed  in  what  order, 
aixel  them  out  in  advance  to  keep 
lip's  four  parallel-processing  units 
This  "dynamic  execution"  enables 

four  instructions  to  be  processed 
every  tick  of  the  chip's  internal 
-130  million  tocks  a  second  in  the 
>6  model.  Still,  the  P6  vwll  ti-ail  the 

RISC  chips.  But  Intel  insists  the 

II  outrun  its  Rise  cousins  when  it 
;  to  PC  programs. 

el  worked  on  the  P6  for  an  extra 
)r  so  because  engineers  also  devel- 
a  total  computer  system  that  ex- 
the  chip's  power.  Why?  Intel  re- 
lers  all  too  well  having  to  delay 
intium's  launch  because  companion 
made  by  outside  chipmakers 
I't  ready.  Intel  has  since  ramped 
;  own  production  of  several  key 
ments,  including  motherboards.  In 
Intel  is  now  among  the  leading 
cers  of  these  circuit  boards. 
9  wanted  to  make  sure  we  deliv- 
the  .system  performance,"  says 
i  Perlmutter,  head  of  the  P6 
:t.  "We  didn't  want  to  give  people 
T  that  they  couldn't  use."  Ob- 
3  Linley  Gwennap,  a  former  hp 
•jer  who  now  edits  the  newsletter 
processor  Report:  "Intel's  taken 
.  engine  and  built  a  sports  car 
d  it." 

sports  cars  can  be  finicky.  Wring- 


THE  UPSTART  INTEL 
CAN'T  AFFORD  TO  IGNORE 


For  years,  NexGen  Inc.  was  the 
laughingstock  of  the  chip  indus- 
try The  tiny  company  bragged 
about  besting  mighty  Intel  Corp. 
with  a  microprocessor  that  would 
outshine  Intel's  latest.  Year  after 
year,  though,  all  the  startup  deliv- 
ered was  promises — earning  it  a  de- 
risive nickname:  NeverGen. 

Nobody  is  laughing  now.  Last 
summer,  NexGen  began  shipping  its 
Nx586  chip.  Not  only  is  this  the 
world's  first  Pentium  clone,  it  edges 
out  Intel's  speediest  chip  when  run- 
ning most  software — and  yet  it's  as 
much  as  27%  less  expensive.  So,  lit- 
tle NexGen  has  vaulted  more  than  a 
year  ahead  of  much  larger  Intel  don- 
ers such  as  Advanced  Micro  Devices 


NEXGEN'S  RAZA:  "We'll  match  or  beat  Intel" — again 


Inc.,  whose  Pentium-class  chips  won't 
be  out  until  fall.  The  Nx586  can  out- 
perform a  Pentium  because  it  has  a 
reduced  instruction-set  computing 
(RISC)  "engine"  and  translates  com- 
plex, Intel-style  instructions  into  sim- 
pler RISC  instmctions  that  can  be 
processed  far  faster.  Some  71  person- 
al computer  makers,  albeit  small 
ones,  already  offer  NexGen  PCs. 
JUGGERNAUT.  Now,  the  real  struggle 
begins.  This  year  alone,  Intel  plans 
to  spend  $2.9  billion  on  new  chipmak- 
ing  capacity,  and  it  continues  to  chop 
Pentium  prices.  Unless  NexGen  can 
persuade  some  large  PC  makers  to 
adopt  its  chip,  it  could  be  crushed 
under  the  Intel  juggeniaut.  "It  may 
be  too  little  too  late,"  says  SiUcon 
Valley  consultant  Jeffrey  T.  Deutsch. 

NexGen  Chief  Executive  S.  Atiq 
Raza  retorts  that  he  needs  only  a  lit- 
tle piece  of  the  market  to  survive. 


Analysts  expect  NexGen  to  sell  at 
least  a  half-million  586  chips  this 
year,  vs.  20  miUion  Pentiums  for  In- 
tel. Still,  if  the  chips  bring  an  aver- 
age price  of  $400,  it  would  mean 
$200  million  in  revenues. 

And  the  Nx586  is  just  for  starters. 
Raza  vows  to  launch  a  next-genera- 
tion 686  chip  around  the  time  Intel 
introduces  its  P6  later  this  year.  And 
in  tenns  of  speed  and  price,  he  adds, 
"we'll  match  or  beat  Intel." 

That's  the  kind  of  giit  that  kept 
NexGen  going  during  its  darkest 
days.  A  native  of  Pakistan,  Raza 
joined  NexGen  as  executive  vice- 
president  in  1988,  after  stints  at  sev- 
eral chipmakers.  Then,  NexGen's 
goal  was  a  finished  computer  that 

would  leave  Intel- 
based  machines  in 
the  dust.  But 
plummeting  PC 
prices  destroyed 
that  vision  by 
1991,  and  Nex- 
Gen's $90  million 
kitty — ft-om  Com- 
paq Computer 
Corp.  and  others — 
was  all  but  ex- 
iiausted.  Raza  took 
over  as  CEO  and 
focused  on  just  the 
microprocessor.  It 
was  touch  and  go, 
financially.  "We 
were  constantly 
looking  over  the  brink,"  recalls  Raza. 
But  last  summer,  IBM  began  produc- 
ing 586  chips  for  NexGen. 

Unlike  the  Pentium,  the  Nx586 
doesn't  have  built-in  circuits  for 
"floating-point"  calculations.  Instead, 
an  optional  coprocessor  is  required 
for  heavy  math  jobs.  This  actually 
proved  a  boon  once  the  Pentium's 
bug  surfaced  last  year.  Jim  Geer, 
general  manager  at  jb  Trucking  Inc. 
in  Olympia,  Wash.,  says  he  bought  a 
NexC^en  machine  specifically  to  avoid 
getting  bitten  by  the  Pentium  bug. 

Raza  promises  to  net  at  least  one 
top-tier  customer  this  year — possibly 
IBM  or  Compaq.  Says  Rod  W. 
Schi-ock,  Compaq's  director  of  mar- 
keting: "They  do  have  some  advan- 
tage over  the  Pentium."  The  big 
question:  Is  it  enough? 

By  Robert  D.  Hof  in  Milpitas, 
Calif.,  with  Peter  Burrows  in  Dallas 


If  you're  age  4Q 

and  want  to  enjoy  your  retirement, 
you've  reached  this  page 

just  in  time 


Sure,  ydu're  concerned 
about  retirement  but  right 
now  you've  got  other  priori- 
ties. The  I: ids.  The  mortgage. 
Tliat  new  car.  So  how  do  you 
take  care  of  obligations 
today  and  still  invest 
for  your  future? 

Let  Twentieth 
Century  Mutual  Funds 
help  you. 

Send  for  a  Free  copy 
of  our  informative  guide, 
The  New  Retirement  Realities: 
Strate^es  for  a  More  Seenre 
Future.  You'll  discover 
investment  information 


to  help  you  meet  today's 
changing  realities.  And  we'll 
include  a  complete  IRA  plan- 
ning kit  that  explains  the 
many  advantages  of  adding 
an  IRA  to  your  retire- 
ment savings  plan. 

You'll  also  see  why 
Twentieth  Century's 
investment  philos- 
ophy and  expertise 
may  be  the  right  way  for  you 
to  prepare  for  a  more  enjoy- 
able retirement. 

There's  still  time! 
CaU  1-800-345-2021 
today. 


)'.'0()  .  Ivmsas  City.  Missouri  64141-6200 
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Please  1 

The  New  Retirement  Realities  And  IRA  Kit  Today! 


■ Please  Rush  Me  A  Free  Copy  Of  | 
The  New  Retirement  Realities  And  IRA  Kit  Today!  I 


Name 

Twentieth  Century  Shareliolder?    □  Yes    □  No 

Address 

City  Str 

B5W 

te  Zip 

The  IRA  Kit  cimtatns  a  prospectus  with  more  complete  information,  incliidinK  charges 
and  expenses.  Please  read  the  prospectus  carefully  hetore  mvestin^^. 


developments  to  Watch 


FED  BY  EMILY  T.  SMITH 


1  LASERS  BLAST 
!OUGH  THE  DATA 
TLENECK? 

LE  PHONES,  FAXES,  AND 

Dnferencing  are  creating 
od  of  information  that 
itens  to  overwhelm  the 
lites  that  carry  that 
to  distant  locales  on  ra- 
vaves.  In  the  future, 
ih,  if  Thermo  Ti-ax  has 
ay,  lasers  may  help  sat- 
s  transmit  more  data, 
r  light  can  carry  up  to  1 
n  bits  of  information 
3Cond,  far  more  than  ra- 
aves,  say  executives  at 
an  Diego-based  compa- 
'hermo  Trax's  "pods," 
1  would  be  added  to 
ites  to  receive  and  send 
iser  beams,  weigh  just 
)unds  and  cost  under 
000. 

5ers  are  also  more  se- 
Radio  waves  can  spread 
p  to  a  mile  when  trans- 
i,  which  makes  it  easier 
ata  to  scatter  to  unin- 
d  receivers.  But  the 
no  Trax  system  can  be 
id  into  a  beam  as  little 
.5  centimeters  wide. 
'  tiny  beams  won't  get 
^n  space  because  the 
my  has  developed  a  de- 
hat  helps  the  satellites 
aize  and  focus  their  la- 
eams  on  one  another, 
ompany  tested  a  proto- 
last  month  for  a  tele- 
•ence  and  plans  a  test 
nee  during  a  1997  mili- 
aaunch.  It's  also  talking 
ttorola  Inc.  and  McCaw 
ar  Communications  Inc. 
putting  pods  on  their 
ed  sateUite  netwoi-ks. 


TOUGHER  COMPOSITES,  THANKS  TO  BRAIDS 

LAMINATED  COMPOSITES,  USED  IN  EVERYTHING  FROM  THE 

skins  of  fighter  planes  to  golf-club  shafts,  have  one  big 
flaw:  They  tend  to  come  apait  when  the  resin  holding 
their  layers  together  cracks  under  stress.  Boirovnng  from 
the  ancient  art  of  braiding,  Albany  International  Corp.  in 
Albany,  N.  Y.,  has  come  up  vdth  a  way  to  make  laminated 
composites  stronger.  It's  common  to  braid  layers  of  a 
composite  separately,  but  Albany  International  goes  fur- 
ther by  braicling  each  layer  to  adjoining  ones.  Anchored 
together,  they  can't  slide  past  one  another  like  cards  in  a 
deck — the  leading  cause  of  cracking  in  laminate  resins. 

The  company's  Multilayer  Interlock  Braid  technology 
is  starting  to  find  applications,  according  to  the  inventor, 
David  S.  Brookstein,  who  remains  a  consultant  to  Alba- 
ny International  after  becoming  dean  of  the  School  of 
Textiles  &  Materials  Technology  at  Philadelphia  College 
of  Textiles  &  Science.  The  U.  S.  Army  has  used  some  of 
the  prototype  material  to  build  inflatable  arches  for  a 
portable  hangar.  And  Brookstein  says  the  company 
hopes  to  work  with  a  large  medical-device  company  to 
adapt  the  process  to  make  a  hip  implant  whose  stiffness 
could  be  custon^iized. 


ANCIENT  ART:  Albany's  machine  binds  several  layers 


THIS  CONDIMENT 
ALSO  GOES  WITH 
WASTEWATER 

HORSERADISH  CAN  DO  A  LOT 

more  than  merely  add  flavor 
to  beef.  Researchers  Jean- 
Marc  Bollage,  co-director  of 
Penn  State's  Center  for  Bio- 
remediation  &  Detoxifica- 
tion, and  Jerzy  Dec,  a  re- 
search associate,  have 
shown  that  minced  horse- 
radish can  clean  up  industri- 
al wastewater  contaminated 
by  phenols,  toxic  pollutants 
produced  from  steel  and  iron 
manufacturing,  ore  mining, 
paper  bleaching,  and  other 
industrial  operations.  Better 
yet,  it  can  do  the  job  just  as 
effectively  as  conventional 
chemical  and  filtering  tech- 
nology— removing  more 
than  95%  of  the  chemicals — 
but  with  a  bonus:  It  costs 
only  about  half  as  much. 

An  enzyme  in  the  plant, 
horseradish  peroxidase,  when 
added  to  wastewater  with 
peroxide,  causes  the  pollu- 
tants to  form  insoluble  poly- 
mers. They  can  then  be  fil- 
tered out  and  disposed  of. 
The  horseradish  can  be 
reused  as  many  as  30  times. 
Researchers  are  hoping  to 
patent  the  process  and  are 
also  experimenting  with  po- 
tatoes and  radishes,  which 
contain  similar  enzymes.  One 
piece  of  unfinished  business: 
finding  ways  to  dispose  of 
the  spent  horseradish. 


AN  EARLY-WARNING  SYSTEM  FOR  BONE  LOSS 


YOU  MIGHT  CALL  IT  "FRAC- 

tals  against  fractures."  Raj 
S.  Acharya  of  the  State 
University  of  New  York  at 
Buffalo  has  developed  an 
improved  method  for  early 
detection  of  osteoporosis 
by  measuring  the  so-called 
fractal  dimension  of  the 
bone's  honeycomb  struc- 
ture. A  bone's  fractal  di- 
mension is  an  index  of  the 
complexity  of  its  structure. 


In  osteoporosis,  the  bone's 
honeycomb  starts  to  break 
down.  This  degeneration 
shows  up  as  a  smaller  frac- 
tal dimension  when  a  digi- 
tized X-ray  or  magnetic- 
resonance  image  of  the 
bone  is  fed  into  a  computer. 

Fractals  indicate  the  on- 
set of  osteoporosis  long  be- 
fore there  is  a  measurable 
decline  in  bone  mass — the 
most  commonly  used  indi- 


cator of  the  disease.  The 
associate  professor  of 
electrical  and  computer  en- 
gineering isn't  the  first  sci- 
entist to  try  measuring  the 
fractal  dimension  of  bone. 
But  he  says  others  had 
poor  accuracy  because  they 
used  a  linear  method.  He 
created  nonlinear  algo- 
rithms based  on  "mathe- 
matical morphology,"  a 
branch  of  image  pi'ocessing 
developed  in  France  to 
study  rocks. 


Special  Report 


PHONE  FRENZY 

Is  there  anyone  who  doesn't  want  to  be  a  telecom  player? 


iiie 
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The  Area  Code  Cafe  in  New  York's  Green 
wich  Village  may  look  like  just  another 
diner,  but  it's  actually  at  the  forefi-ont  of 
a  communications  revolution.  There's 
a  telephone  on  every  table,  and  when 
you  order  $5  worth  of  food,  you  get  a  token 
to  make  a  three-minute  call  to  anywhere  in 
the  U.  S.  The  restaurant  owns  the  phones 
and  pays  a  negotiated  rate  to  a  long-distance 
reseller.  Owner  Joe  Marino  says  the  cafe  does 
not  make  much  of  a  profit,  if  any,  on  the  ser- 
vice, but  the  token  gesture  is  popular  among 
students  and  tourists  who  like  the  idea  of  bun- 
dling a  meal  and  a  call  home  into  one  sei-vice. 

What's  the  significance?  The  Area  Code  is 
just  one  droplet  in  a  flood  of  players  and  servic- 
es pouring  into  the  rapidly  deregulating  U.  S. 
telecommunications  market.  Open  markets  and 
technologies  such  as  fiber  optics  and  wireless 


THE  EVOLUTION 

OF  THE  PHONE  NETWORK 


The  breakup  of 
the  Bell  System 
in  1984  started 
a  process  of 
deregulation 
that,  coupled 
with  new  tech- 
nology, is  break- 
ing down  the 
barriers  between 
local  and  long- 
distance  calls. 
Companies  of  all 
types  will  soon 
be  able  to  move 
into  both. 


MA  BELL 
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transmission  that  create  huge  amounts  of  low-cost  ci  [jsti 
capacity  mean  that  just  about  anyone  who  wan  twis 
become  a  phone  company  can.  From,  basement  sta:  Sok 
to  cable-TV  operators,  energy  companies  to  railroad 
erally  thousands  of  outfits  are  poised  to  offer  phon 
vice.  And  what  happens  to  your  trusty  old  phone 
pany?  Ask  Daniel  J.  Miglio,  chairman  of  Southern 
England  Telecommunications  Co.  "There  is  no  fut 
he  says  flatly.  "They  must  become  something  diffei 
It's  the  end  of  the  phone  company  as  we  kno\ 
part  of  a  massive  restructuring  of  the  countr  f.^j 
trillion  communications  industry.  Everything 
your  local  phone  company  to  Holly 
studios  v/ill  be  affected.  While  policj. 
ers  rush  to  keep  up,  dealmakers,  e 
preneurs,  and  executives  are  pre 
ahead.  Mergers,  alliances, 
entrants,  and  new  services  are  ai'Lili. 
changing  the  telecom  lands 
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LOCAL  CALLING  (revenues  in  billions  of  dollars) 


The  seven 
regional  Bell 
companies 
dominate  local 
and  intrastate 
calling.  They 
retain  98%  of 
their  markets. 

NYNEX 


AMERITECH 


BELL  ATLANTIC 


mm 

BELL 


PACIFIC  TELESIS 


SBC  COMMUNICATIONS 


US 


DATA  COMPANY  REPORTS,  MORGAN  SrANLEV  &  CO. 
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lie  companies  want  into  cable.  Cable  opei'- 
5  will  sell  phone  service.  Long-distance 
janies  will  take  on  local  carriers — and 
versa.  And  everyone  will  seek  "con- 
" — from  electronic  yellow  pages  to 
ies — to  lure  traffic  onto  the  emerging 
rmation  Superhighw-ay. 
ho  will  come  out  on  top?  At  this  point,  it's 
'He's  guess.  "By  the  turn  of  the  century, 
forget  which  of  the  companies  were  long- 
nce,  local,  cable,  wireless,  etc.,  because 
ybody  will  be  offering  new  services,  new 
of  services,  national  brands,  local  niche 
acts,"  says  Bell  Atlantic  Corp.  Vice- 
rman  James  G.  Cullen.  Certainly  it  will 
)nfusing  at  first,  but  a  decade  of  deregu- 
n  in  long  distance  has  conditioned  Amer- 
;  for  what's  ahead.  After  all,  until  1984  nobody  had  ever 
ght  about  choosing  a  long-distance  company.  Today,  30 
on  Americans  a  year  switch — jumping  among  at&t, 
it,  MCI,  and  others  for  the  best  service  and  prices. 
AM  BUSINESS."  The  driving  force  behind  today's  phone 
y  is  technology.  Most  striking  is  fibei-optic  cable.  Conven- 
1  twisted-pair  copper  phone  wires  cany  only  a  few  con- 
itions  at  a  time.  But  a  single  glass  strand  can  cairy  at 
32,000  conversations  at  once.  And  by  beefing  up  the  elec- 
ts, AT&T  has  been  able  to  transmit  as  many 
J0,000.  Continuous  improvements  in  both 
1  and  wii'eless  technologies  promise  a  steep 
steady  decline  in  the  cost  of  communica- 
— analogous  to  the  way  microprocessors 
3  dowTi  the  cost  of  computers  and  sparked 
Dersonal-computer  revolution.  Now,  new 
nunications  technology  is  bringing  forth 
ways  to  deliver  a  flood  of  voice,  informa- 
and  enteitainment. 

•dinary  phone  calls,  in  fact,  will  be  just 
)f  a  half-dozen  forms  of  digitized  informa- 
that  can  flow  across  so-called  broadband 
orks  (table,  page  95).  All  this  capacity 
IS  that  a  network  can  handle  a  virtually 


Deregulation 
and  changing 
technology 
pave  the  way 
for  a  massive 
restructuring 


unlimited  amount  of  traffic  and  add  new  sei'- 
vices  with  almost  no  new  capital  investment. 
"The  phone  industry  is  really  a  dream  busi- 
ness. It's  the  only  one  where  the  marginal 
costs  of  doing  business  are  zero,"  says  Har- 
ry Newton,  a  New  York  telecommunications 
consultant. 

Before  the  legions  of  would-be  telecom 
titans  cash  in  on  that  promise,  however, 
there's  still  one  obstacle  to  remove:  a  regula- 
tory framework  based  on  the  notion  of  phone 
service  as  a  "natural"  monopoly.  That  theory 
made  sense  when  the  system  was  being 
created.  The  undertaking  was  so  vast  and 
costly  that  it  was  assumed  that  only  one  sys- 
tem could  be  built.  Carriers  were  granted  a 
monopoly  but  had  to  provide  universal  ser- 
vice— low-cost  calling  available  everywhere. 

Since  the  U.  S.  broke  up  the  Bell  System,  deregulating  the 
long-distance  market  but  leaving  local  monopolies  intact,  the 
deregulatory  movement  has  circled  the  globe.  "The  idea  of 
the  natural  monopoly  has  lost  all  credibility  around  the 
world,"  says  Ken  Zita,  a  partner  with  the  consulting  firm 
Network  Dynamics  Associates  Inc.  in  New  York.  The  most 
recent  example:  Germany's  decision  to  accelerate  deregula- 
tion— because  the  Deutsche  Telekom  monopoly  isn't  deliver- 
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Now,  cable-TV  operators, 
local-  and  long-distance 
companies,  and  a  host  of 
newcomers  are  racing  to 
compete  in  multimedia 
communications. 
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Special  Report 


ing  the  prices  and  services  that  German  businesses  demand. 

Now,  deregulation  is  about  to  hit  the  last  U.  S.  phone 
monopolies:  the  S98  billion  local-calHng  industiy  dominated 
by  the  seven  Baby  Bells  and  independents  such  as  gte  Corp. 

There  is  virtual 
agreement  in  the 
telecommunications 
industry,  on  Capitol 
Hill,  and  in  the  statehouses  that  deregulating  local  service 
will  be  a  boon  to  the  nation.  For  proof,  look  at  what  happened 
in  long  distance.  Since  1984,  earners  have  tripped  over  each 
other  to  add  new  services,  and  their  market-share  battles 
have  shced  rates  more  than  60<^.  Competition  could  do  the 
same  in  local  calling,  says  Senator  Larrj-  Pressler  (R-S.  D.), 
chairman  of  the  Senate  Commerce  Committee:  "Progress  is 
being  stymied  by  a  morass  of  regulatoiy  barriers  that 
balkanize  the  telecommunications  industry." 

Deregulating  this  massive  industiy  has  implications  for 
the  entire  economy.  Americans  dialed  up  some  .§160  billion 
worth  of  domestic  calls  last  year,  and  analysts  estimate  that 
the  figure  will  pass  .S200  bilhon  by  2000.  Lower  costs  and  new 
services  will  be  a  boon  to  business.  And  even  though  many 
Baby  Bells  are  shedding  employees  to  be  more  competitive, 
deregulation  should  be  an  overall  job  creator.  An  econometric 
study  done  by  the  consultancy  wefa  Group  Inc. — sponsored 
by  the  Baby  Bells,  mind  you — estimates  that  competition  in 
local  calhng  will  spark  so  much  demand  for  new  ser\ices  that 
there  will  be  a  net  gain  of  3.6  million  jobs  by  2003.  That's  in 
addition  to  1  million  phone  workers  today. 
CABLE'S  GRASP.  When  will  it  all  happen?  Much  depends  on 
Congi'ess.  Pressler  now  leads  the  effort  to  replace  vintage- 
1934  regulations.  If  he  can  find  a  compromise  between  Demo- 
ci-at  and  Repubhcan  approaches,  deregulation  could  begin 
ne.xt  yeai'.  On  the  other  hand,  the  legislation  could  be  killed 
by  partisan  infighting — as  happened  last  yeai*.  Pi-essler  has 
outlined  a  biU  allowing  competitoi's  into  local  calling  immedi- 
ately but  keeping  the  regional  Bell  operating  companies 
(RBOCs)  out  of  long  distance  and  cable  for  one  to  thi-ee  yeai*s. 
The  Bells  want  simultaneous  entiy.  while  long-distance  and 
cable  companies  want  local  earners  shackled  until  there's 
measui'able  local  competition. 

The  market  isn't  waiting.  Xew  players  are  pushing  into 
local  service,  and  at  least  10  states  already  allow  some  level 
of  competition  in  local  calling.  All  but  thi'ee  allow  competition 
on  some  in-state  toll  calls.  On  Jan.  1.  Rochester.  X.  Y..  became 
the  fii'st  U.  S.  municipality  since  1919  to  allow  fuU  competition 
in  local  residential  senice  (page  97).  The  rest  of  the  state  could 
follow  bv  August. 

WIRELESS  WONDER 

GTE  has  a  cordless  phone 
that  turns  into  a  cellular 
phone  when  you 
leave  the  house 


You  might  expect 
Xynex  Corp..  the 
regional  Bell,  to  tiw  to 
block  competition,  which 
will  take  chunks  of  its 
market.  But  the  compa- 
ny is  cooperating  with 
Xew  York  regulators— 
because  deregulation  will 
let  the  S13.3  bilhon  phone 
giant  leap  into  all  sorts  of 
new  businesses  such  as 
long  distance  and  cable 
TV.  "I'd  rather  have 
10%  of  the  world  than 
lOO^f  of  Xew  England," 
says  President  Ivan  G.  Sei- 
denberg.  Xjnex  took  another  big  step  into  the  competitive  era 
on  Jan.  25,  when  it  announced  plans  to  treat  mfs  Communi- 
cations Co.,  a  competitive  access  provider  that  links  business 
custom.ers  to  long-distance  caniers,  as  a  co-equal  common  cai*- 


COMPETITIVE  FERVOR  kiVd  rathe^ 
have  10%  of  the  world  than  1005  S 
of  New  England^  y 

—  XYXEX  PRESIDEXT  IVAX  G.  SEIDEXBI  dIb 

rier.  It's  the  first  such  pact  between  an  rboc  and  a  r  ^'-^ 
MFS.  a  pioneer  eight  years  ago,  is  about  to  get  plant  ^-j; 
company.  Within  a  few  years,  consumers  may  start  get  '-■ji? 
phone  bills  fi'om  cable-TV  operatoi^s,  utihties,  or  wireless 
riers.  They  could  even  get  service  from  a  totally  unexj  U'i 
ed  type  of  provider — such  as  the  X'ew  York  State  Thru  : 
Authority.  It's  gauging  the  feasibility  of  laying  fiber-(  ■ 
cable  along  its  rights-of-w-ay  and  offering  phone  servic  ;  ^, 
It's  not  so  far-fetched.  Deregulation  brought  nearlj  issk 
new  entrants  into  long  distance.  W lltel  Communications  S'Si 
tems.  now  part  of  LDDS.  the  Xo.  4  long-distance  comf  J^ls? 
got  its  start  by  running  fiber  along  the  Williams  Cos  I'ssn 
pipelines.  Anyone  with  a  right-of-way  could  do  the  s;  :"ej,  i 
In  Britain,  12  electric  companies  created  Energis,  a  2  lix] 
mile  fiber-optic  phone  system.  Xew  Jersey's  Public  s^ef 
vice  Electric  &  Gas  Co.  is  developing  a  system  with  ;  ^ 
to  read  meters  and  offer  appliance  management,  1"  Mr  r,; 
security,  and  medical  alert  senices.  X'ew  Orleans-bli  acoi 
utility  Entergy-  Corp.  is  testing  a  similar  netwo:jl; 
Chenal  Valley.  Ai'k.  These  systems  could  just  as|:  j4 
ily  double  as  phone  hnes. 

\Miile  some  players  putter.  cable-TV  operate: 
plunging  in.  They  own  wires  that  reach  the  homi 
59  million  Americans,  and  phone  service  looks  like  a  nol 
situation.  Time  Warner  Inc.  executives  are  expectinf:. -y,; 
extra  $10  per  customer  each  month,  and  Morgan  Stanli.  -^jjg 
Co.  calculates  that  phone  services  should  add  8%  to  I 
a  cable  system's  value.  Also,  coaxial  wiring  can  handle  bi  ^ .j 
band  speeds  right  away,  so  it  will  be  cheaper  for  cable 


Iven  the  New  York  State  Thruway  Authority  is  weighing 
le  idea  of  laying  fiber-optic  cable  along  its  rights-of-way 


(S  to  add  voice  than  for  phone  companies  to  add  video, 
a  huge  competitive  advantage,"  says  Glenn  A.  Britt, 
dent  of  Time  Warner  Cable  Ventures, 
me  of  the  nation's  top  cable-TV  operators — Tele-Commu- 
ions,  Cox  Enterprises,  and  Comcast — have  formed  an 
ce  with  Sprint  to  build  and  operate  a  nationwide  wire- 
)hone  network.  The  group  is  the  top  bidder  for  licens- 
operate  a  new  form  of  wireless  phoning  known  as  per- 
communications  services  (PCS),  betting  $1.4  billion  so 
at  the  new  technology  can  fill  gaps 
ational  network.  Regulations  per- 
ig,  the  group  will  offer  one-stop 
)ing  for  local  calling,  long  distance, 
ar,  PCS,  and  cable,  says  Sprint 
-Distance  President  Ronald  T. 
ly.  "We  have  the  chance  to  offer 
thing  that's 

,  the  market  INTERACTIVIH 

^now,"  says  An  AT&T  gizmo  caii 

me  Warner  transform  VOUl' T\' 

already  into  an  answering 


bypass  ser-  machine^anking/ 


m  It)  Cities    ,       .  .  , 

as  applied  to  Shopping  termmai 

residential 

i  e  across  New  York  and  Ohio.  California  regulators  say 
■I  let  cable  operators  offer  telephony  as  soon  as  any  phone 
i|  my  in  the  state  receives  approval  to  offer  TV. 
'j  :  confusing  blur  between  cable  and  phone  operators  is 
ional:  Executives  in  both  industries  say  their  futures 
epend  on  it.  "We're  going  to  be  an  integi'ated  commu- 
)ns  company  with  telephony,  video — which  is  our 
-and  new  products:  interactive  audio  and  video  prod- 
says  William  T.  Schleyer,  executive  vice-president  of 
i-based  Continental  Cablevision  Inc.  "If  you  don't  make 
3ve,  you'll  have  trouble  competing  in  the  future.  If  all 
)  is  play  defense,  you  have  no  defense." 
■UIAKING.'  You  don't  "have  to  tell 
ills.  U  S  West  Inc.  is  fiu-iously 
Zoning  itself  for  video,  pay- 
5  billion  for  25.51%  of  Time 
r  and  launching  video-on- 


SAY  THAT  AGAIN? 


Why  the  scramble?  PCS,  using  higher  ft-equencies  and  small- 
er "cells"  than  cellular,  holds  out  the  promise  of  low-cost 
phones  for  use  around  a  town  or  building — a  possible  rival  to 
the  viared  local  phones.  A  study  by  bis  Strategic  Decisions  pro- 
jects that  some  77  million  U.  S.  subscribers  would  consider 
using  a  wireless  service  to  replace  or  upgi'ade  their  existing 
home  phone  if  it  were  the  same  price. 

In  addition  to  attracting  new  players,  phone  frenzy  is 
inspiring  a  svnrl  of  joint  ventui'es  and  acquisitions.  Worldwide 
mergers  and  deals  among  communica- 
tions, information,  and  entertainment 
companies  hit  a  record  $27.8  bilhon  last 
year,  according  to  kpmg  Peat  Marwick.  "If 
the  phone  companies  want  to  stay  profit- 
able they'll  have  to  offer  multiple  ser- 
vices," says  Jeffrey  Miller,  a  telecommuni- 
cations specialist  with  Andersen 
Consulting.  "But  that's  going  to  require  a 
big  investment,  and  they  don't  necessar- 
ily have  to  carry  the  whole  weight  on 
their  own." 

"TELECOMPUTER"  COMPANIES.  Deals  now 
cross  evei"y  industry  line.  Pacific  Telesis, 
Bell  Atlantic,  and  Nynex  have  formed  a 
joint  venture  with  Hollywood  superagents 
Creative  Artists  Agency  to  develop  new 
multimedia  progi-amming,  while  Ameiitech,  BellSouth,  and  SBC 
have  joined  up  with  Walt  Disney  for  the  same  purpose. 
"We've  got  to  make  sure  we  have  access  to  progi'amming," 
says  Ameritech  Corp.  Chief  Executive  Richard  C.  Note- 
baert.  That's  why  Nynex  has  invested  $1.2  billion  in  Via- 
com, while  SBC  Communications  Inc.  (foiTnerly  Southwestern 
Bell)  has  paid  $650  million  for  the  Hauser  Communications  ca- 
ble system  in  Maryland  and  U  S  West  has  teamed  with 
Time  Warner.  "Entertainment  and  infonnation,  we  believe,  is 
the  wave  of  the  future,"  says  U  S  West  Vice-President  for 
Strategy  Development  Chuck  M.  Lamar 

The  biggest  spender  is  atc-t.  In  addition  to  its  $12.7  bilhon 

Here  are  some  of  the  terms  you'll  need  to  know  as 
new  calling  choices  multiply: 


d  trials.  U  S  West,  Bell  Atlan- 
USouth,  Ameritech,  and  Nyn- 
e  all  won  fedei-al  com!  rxilings 
ig  them  to  provide  video  over 
lines,  also  known  as  video 
le.  On  Jan.  29,  a  feder-al  court 
he  same  right  to  most  of  the 
's  small  phone  companies, 
next  phase  of  the  wireless 
is  another  Bell  challenge 


ACCESS  LINE  The  circuit  that  connects  a 
customer  to  the  telephone  network. 

BANDWIDTH  The  range  of  frequencies 
that  can  be  transnnitted.  The  greater 
the  bandwidth,  the  greater  the  capacity. 

BROADBAND  A  fuzzy  term  describing 
high-bandwidth  connections — gener- 
ally those  that  can  carry  numerous 
voice,  data,  and  video  channels 


MULTIMEDIA  NETWORK  A  system  that  can 
carry  several  forms  of  communications, 
among  them  voice,  data,  and  video. 

NUMBER  PORTABILITY  Lets  a  customer 
retain  the  same  number  when  chang- 
ing carriers. 

PERSONAL  COMMUNICATION  SERVICE  (PCS)  A 

digital  wireless  service  that  might  be 
inexpensive  enough  for  full-time  local 


RBOCs  have  profited  hand-  !™?]t.^?_^_o"_sly^  


■  from  their  cellular  holdings, 
industry  has  streaked  to  its 
t  $12  billion  level.  But  PCS 
Tng  dozens  of  rivals.  The  FCC 
1  IS  have  attracted  hundr-eds  of 
■s,  ranging  from  the  Baby 
'  0  one-person  startups  to  cel- 
./coon  Craig  0.  McCaw,  who 
d  more  than  $300  million  for- 
:  s  in  New  York. 


COMPETITIVE  ACCESS  PROVIDER  (CAP)  An  alter- 
native to  the  local  phone  company. 

COMMON  CARRIER  A  company  offering 
telecommunications  to  the  public  on  a 
nondiscriminatory  basis. 

INTERACTIVE  Refers  to  the  ability  to  carry 
two-way  transmissions.  Phones  are 
interactive.  Cable  TV  is  not — yet. 


RESELLER  A  company  that  buys  trans- 
mission services  at  bulk  rates  for  resale 
to  the  public  for  a  profit. 

SPECIALIZED  MOBILE  RADIO  (SMR)  A  two-way, 
radio-dispatch  service  being  upgraded 
to  provide  cellular-like  phone  services. 

VIDEO  DIAL  TONE  An  automatic  connection 
to  a  network  transmitting  video. 


Atlantic  is  racing  to 
develop  multimedia  s.yst( 
as  well  as  programming 


iieni 


purchase  of  McCaw  Cellular  Communications,  it  has  bought 
into  a  string  of  technology  startups,  including  game  makers 
3D0  and  Specti'um  Holobyte  and  software  publisher  Knowl- 
edge Adventure.  It's  one  of  the  big  backers  of  General  Mag- 
ic Inc.,  which  provides  the  software  for  the  phone  giant's  new 
PersonaLink  messaging  system.  "We've  come  to  the  gradu- 
al realization  that  we  can't  afford  to  do  eveiything  ourselves," 
says  AT&T  Chairman  Robert  E.  Allen. 

Computer  giant  IBM  doesn't  want  to  be  left  out,  either.  It 
flirted  with  telecom  in  the  1980s  and  got  burned.  But  with 
communications  and  computing  merging,  it  can't  afford  to  sit 
this  one  out.  IBM  already  operates  the  world's  largest  data 
network  and  resells  voice  services  to  some  customers.  John 
M.  Whiteside,  general  manager  of  IBM's  Global  Network,  says 
the  company  won't  compete  with  voice  carriers  but  will  sell 
customers  services  to  conduct  electronic  commerce.  As  he 
puts  it:  "It's  the  birth  of  the  telecomputer  company." 
FIBER  GLUT.  Wliat  will  all  this  bring  to  consumers?  For  a 
glimpse,  visit  Bell  Atlantic's  $200  million  so-called  "digital 
factory"  in  Reston,  Va.  There,  the  company  is  devising  a  sys- 
tem to  delivei'  movies  on  demand,  home  shopping  and  banking, 
interactive  progi-amming,  and  information  services  to  TVs 
over  copper  phone  Hnes — all  without  interfering  with  regular 
calling.  Up  at  at&t  in  New  Jersey,  engineers 
have  a  gadget  to  turn  your  TV  into  an  answer- 
ing machine/home-banking/interactive-shojjping 
teiTninal.  GTE  Corj).  has  a  cordless  phone  that 
turns  into  a  cellular  phone  when  you  leave 
the  house.  BellSouth  Coip.  is  pushing  person- 
al digital  assistants  that  send  and  receive  E- 
mail,  fa.xes,  and  voice  calls  wirelessly. 

The  new  telecom  world  won't  just  be  big 
companies  with  whizbang  techno-goodies.  A 
glut  of  fiber  capacity  has  ci'eated  a  bonanza  for 
entrepreneurs.  Anyone  who  can  make  a  deal 
with  MCI  Communications  Corp.  or  at&t  to 
buy  capacity  at  bulk  rates  can  become  a  resell- 
er. Former  dental  hygienist  Kathy  Haycock, 
43,  mortgaged  her  home  to  start  Call-Amer- 
ica, an  AT&T  reseller,  in  Mesa.  Ariz..  "No  one 
would  give  me  a  loan  because  they  thought  it 
was  crazy,"  she  says.  Now,  she  has  25  employ- 
ees and  20,000  customers.  Deregulation  should 
bring  reseUing  to  local  calling,  too.  In  fact,  in 
Rochester,  rivals  will  start  by  leasing  Roch- 
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Long-distance 
companies 
are  itching  to 
get  into  local 
service-and 
pay  lower 
fees  to  the 
Baby  Bells 


ester  Telephone  Corp.  cap; 

The  specter  of  hundrec 
competitors  where  once  1 
were  none  has  energized 
Baby  Bells  to  turn  efficient- 
Tntil  the  past  year  or  two, 
had  little  incentive  to  cut 
Most  states  capped  rates  at  •< 
determined  profit  level,  and  ; 
half  still  do.  Nynex,  the 
cightly  regulated  Bell,  is  all 
a  rate  of  return  on  asse 
New  York  of  only  9.15%- 
thing  more  is  returned  to  cus  i 
ers  in  the  form  of  rate  cuts.  ! 

Now  local  phone  comp  i 
have  plenty  of  motivatioi  i 
addition  to  competition  for 
calling,  they  could  face  a  sharp  reduction  in  their  most  ] 
five  business:  the  access  fees  they  collect  from  long-dis 
carriers.  Those  fees  totaled  $30.8  billion  in  1994,  some 
of  the  RBOCs'  total  revenue — and  more  than  40%  of  the 
distance  carriers'  expenses. 

Deregulation  will  change  that.  The  Bells  expect  to  ge 
long  distance,  but  long-distance  carriers  also  expect  t 
into  local  service — in  part  to  slash  access  fees.  Each 
big  three  of  long  distance  is  preparing  direct  local  co:  '  k 
tions — Sprint  through  its  cable  consortium,  AT&T  thipSf 
McCaw,  and  mct  through  a  bypass  network  planned  to  : 
businesses  in  200  cities  within  five  years.  It  will  be  wort  iljr 
$2  billion  cost,  says  MCi  President  Gerald  H.  Taylor,  fjiiig 
access,  cut  access,  cut  access,  that's  what  it's  all  about.' 
Executive  Vice-President  Alex  J.  Mandl  says  the  phone 
will  try  any  form  of  local  access — wireless,  cable,  buildi: 
own  local  loops,  even  reselling  Bell  service.  "We  must 
as  many  links  to  the  customer  as  possible,"  he  says. 

Can  the  Baby  Bells  thrive  amid  all  this  competition?  0|»eee 
they  be  mere  victims?  "It's  a  wake-up  call,"  says  SBC  E 
five  Vice-President  James  R.  Adams,  who  has  glimpsf 
future  in  Britain.  There,  SBC  is  part  of  a  cable-TV  joint  ve  hclii 
in  which  60%  of  the  1.3  million  subscribers  use  the  cablf  iWy 
tem  for  local  phone  calls.  The  way  he  s«  lit 
SBC's  cable  unit  "is  the  hunter,  and  we'ifMPK, 

hunted  We  just  have  to  make  sure 

not  the  easiest  deer  for  our  rivals  to  finclst 

All  the  local  phone  companies  are  fui 
ly  trying  to  look  less  like  prey.  Th 
spending  billions  to  create  stronger  \ 
names  and  build  broadband  networks 
ic  Telesis  plans  to  spend  $16  billion  ovei 
en  years;  Bell  Atlantic  has  budgeted  $1 
Hon;  U  S  West  $10  billion;  Southern 
England  Telecommunications  $4.4  billic 
The  Bells  are  also  investing  in  new  ma 
ment  talent.  Two  years  ago,  Ameritech 
40-year-old  James  Firestone  away 
American  Express  Co.'s  Ti'avelers 
Group  to  run  its  residential  busines 
quarter  of  Nynex'  executive  staff  has 
hii-ed  from  outside  the  phone  busin, 
mainly  to  boost  marketing.  It's  an  impo 
step  toward  the  day  when  customers  will 
a  local  service  choice,  says  Seidenberg 
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i-ation  to  our  customers  is  to  get  on  with  the  change." 
ich  sentiments  are  becoming  the  norm  rather  than  the 
Dtion  among  Bell  execs.  And  why  not?  Despite  the  risks, 
^lation  has  been,  above  all,  a  boon  to  phone  companies. 
International  Telecommunication  Union  notes  that  in  ev- 
lar'ket  where  competition  has  been  introduced,  rates  have 
1  and  calling  volumes  have  risen  dramatically.  Just  con- 
at&t:  It  has  lost  40%  of  its  market  share  and  dropped 
by  60%  over  the  past  decade — and  it's  doing  better  than 


ever.  Revenues  for  1994  jumped  8.3%,  to  $75.09  billion,  equal 
to  its  predivestiture  level,  while  operating  profits  soared  26%, 
to  $4.71  billion.  "The  people  who  are  worried  about  their  slice 
of  the  pie  today  are  goofy.  They  should  be  worried  about 
expanding  the  pie,"  says  Southwestern  Bell  Mobile  Systems 
Chief  Executive  John  T.  Stupka.  If  they're  not  convinced,  they 
should  stop  by  the  Area  Code  Cafe  for  a  token. 

By  Catherine  Arnst  in  New  York,  with  Kevin  Kelly  in 
Chicago,  Peter  Burrows  in  Dallas,  and  bureau  reports 


THE  NEW  ERA  BEGINS  IN  ROCHESTER 


Competition  in  local  phone  service 
—  is  more  than  just  a  dream  in 
^Rochester,  N.Y.  On  Jan.  1,  it  he- 
me the  fii-st  U.  S.  city  in  75  years 
allow  residents  a  choice  of  local 
rriers.  Rochester  Telephone  Corp. 
;s  any  and  all  comers  connect  to  its 
twork  and  its  customers.  The  re- 
ird:  an  end  to  Rochester  Tel's 
ite-mandated  profit  hmits  and  the 
fht  for  it  to  offer  long-distance  and 
ieo  services.  The  agreement  makes 
is  Gi'eat  Lakes  community  of 
0,000  a  test  bed  for  the  telecom- 
inications  battle  to  come. 
Granted,  the  change  is  not  much 
evidence  yet.  Time  Warner 
c,  the  local  cable  company, 
s  set  up  booths  in  malls 
ound  town  to  push  a  new 
llular  service,  and  AT&T  is 
rrying  out  a  direct-mail 
mpaign  to  sign  up  custom- 
3  for  local  calling.  Other 
tential  competitors  are 
eing  the  market.  But  con- 
mers  aren't  dashing  out  to 
ange  carriers.  "I'm  not 
ally  sure  what's  going  on 
t,"  says  Valerie  Huff,  a 
jh  school  math  teacher, 
'obody's  really  talking 
out  it." 

CAPEE.  Why  Rochester? 
dnly  because  Rochester  Tel 
not  a  Bell.  Founded  in 
?9,  it  managed  to  avoid  joining  the 
5t  Bell  system  and  so  escaped  the 
my  restrictions  placed  on  the 
jional  operating  companies  when 
&T  was  broken  up.  As  a  result, 
(Chester  Tel— now  reorganized  as 
i  local  service  ai"m  of  the  Frontier 
rp.  holding  company — has  always 
en  able  to  offer  long  distance  out- 
e  its  service  region.  It  is  the  sev- 
;h-largest  long-distance  canier  and 
lis  34  other  local  phone  companies 
13  states,  making  it  the  12th  larg- 
,  local-phone  company. 
But  it  was  still  restricted  from 
ming  more  than  an  11%  rate  of 
;urn  by  the  New  York  Public  Ser- 


vice Commission.  So  Rochester  Tel 
proposed  ending  its  monopoly  in 
return  for  an  end  to  profit  caps  and 
freedom  to  compete.  It  agreed  to 
cut  rates  11%  and  freeze  basic  resi- 
dential fees  for  seven  years.  Cus- 
tomers can  keep  their  phone  num- 
bers if  they  switch  carriers,  and 
competitors  must  be  allowed  to  con- 
nect seamlessly  to  the  local  net- 
work. Frontier  Chairman  Ronald  L. 
Bittner  says  he's  delighted.  "We  fig- 
ured the  worst  form  of  competition 
is  regulated  competition,"  he  says. 
"Besides,  we  had  an  ulterior  motive. 
We  figured  the  market  would 


offer  cut-rate  prices  and  still  make  a 
profit.  "It's  an  interesting  experi- 
ment, but  naive,"  he  says.  Still,  an 
AT&T  spokeswoman  says  the  compa- 
ny so  far  is  doing  "better  than 
expected"  in  its  first  month  back  in 
the  local  phone  market. 
NO  MAGIC  WAND.  Rochester  Tel  ad- 
mits its  model  isn't  perfect.  "I  empa- 
thize with  AT&T's  position,"  says  Jere- 
miah T.  Carr,  president  of  Rochester 
Telephone.  "You  can't  just  wave  a 
wand  and  have  the  local  monopoly  go 
away. ...  I  can't  deny  that  customers 
won't  think  of  us  fii'st." 

Time  Warner  is  determined  to 


expand  and  we'd  get  a 
larger  share,  including 
other  carriers  paying  to 
use  our  network." 

It  does  look  hke  a 
win-win  situation 
initially.  Until  their 
networks  are  built, 
competitors  will  simply  resell  Roch- 
ester Tel  service.  That  bothers  at&t. 
"It's  a  bad  model  because  the  cus- 
tomer doesn't  really  have  any  [net- 
work] choice,"  complains  Joseph 
Nacchio,  head  of  at&t's  consumer 
caUing  business.  Rochester  Tel,  he 
says,  is  charging  resellers  95%  of  its 
retail  price,  giving  little  room  to 


Time  Warner  is  selling 
cellular  sendee  and 
upgrading  its  cable 

network  for  telephony 


make  Rochester  more 
than  an  experiment.  It 
has  some  200,000  cable 
customers  there  and  is 
upgrading  its  network 
for  telephony.  "We'll 
have  dial  tone  by  the 
third  quarter  some- 
time," promises  Glenn  A.  Britt, 
president  of  Time  Warner  Cable 
Ventures.  Then,  the  competition  will 
really  begin.  Is  Rochester  Tel  a  lit- 
tle worried?  Well,  allows  the  silver- 
haired  Bittner,  "I  used  to  have 
dark  hair." 

By  Catheriyie  Aymst  in  Rochester, 
ivith  Michael  Oneal  in  New  York 
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HOW  TO  EXERCISE 
A  BOOMER  BODY 
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In  her  younger 
years,  Jacqueline 
Hamilton,  a  corpo- 
rate art  consultant  in 
Houston,  played  tennis 
or  swam  whenever  she 
was  so  inclined.  But 
she  says  middle  a^>.- 
brought  an  end  tt> 
pui'ely  spontaneous  ex- 
ercise. "I  started  ti. 
feel  stiff.  My  back  and 
hips  were  hurting," 
says  the  53-year-olil 
Hamilton.  And  that 
made  it  difficult  for  her 
to  jump  back  into 
physical  activity  after 
a  hiatus:  "I  realised  my 
body  was  getting  oldci- 
and  [that]  I'd  better 
use  it  or  lose  it." 

Today,  spuri-ed  by 
her  gynecologist  and 
readings   on  fitness, 
Hamilton  follows  a  reg- 
ular routine,  stretchinu 
first  and  then  biking, 
swimming,  or  walkinu 
almost  every  morning. 
Her  aches  and  pains 
have  diminished,  and 
her  body  "just  works 
better,"  which  she  says 
makes  her  feel  young 
er.  "If  you  exercise 
only  when  you  feel  like 
it,  you're  going  to  feel 
your  age,"  she  says. 
TICKTOCK.  Indeed,  doc- 
tors and  jjhysical  thera- 
pists   agree    that  a 
consistent  exercise  pro- 
gram  can   ease  and 
even  minimize  the  ef- 
fects of  aging,  especial- 
ly after  40.  Dr  Lewis 
Maharam,    a    New  York 
sports-medicine  specialist  who 
vmtes  a  monthly  health  col- 
umn for  older  athletes  in 
Masters  Sports  Newsletter 
(800  562-1973),  says:  "Routine 
exercise  is  the  best  way  to 
slow  dovra  the  aging  process. 


HEALTH  AFTER  40 


Vary  routines 
and  stretch,  stretch,  stretch 
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It  lengthens  and  improves 
quality  of  lives." 

That's  the  good  news.  The 
bad  news  is  that  physical  ac- 
tivity will  not  stop  the  clock. 
Bodily  degeneration  is  a  bio- 
logical fact  of  life,  and  most 
people  feel  its  effects  acutely 


during  middle  age.  Necks  and 
backs  start  to  ache  inexpli- 
cably, impr'omptu  one-on-one 
basketball  games  result  in 
days  of  muscle  sor-eness,  and 
a  pei'sistent  twinge  in  the 
knee  makes  that  last  mile  of 
what  used  to  be  an  easy  jog 


seem  an  almost  imr"' 
erable  strain.  "I  s 
lot  of  middle-aged 
pie  who  are  frustr 
that  they  can't  do  \  '-l 
they  used  to  do," 
Dr.  Terrence  Glen 
dir-ector  of  Medifit 
man  Per"for'manc< 
Rehabilitation  Cei 
a  division  of  Ba 
College  of  Mediciifi™ 
Houston.  "I  tell 
it's  natural,  that  it 
part  of  getting  o 
but  it's  hard  for 
to  accept.  Humaiul|"! 
rough." 

LESS  RANGE.  The 

for  middle-aged  pe 
Glennon  says, 
understand  the  cha 
going  on  in  their 
ies  and,  like  Hamif* 
alter  their  exei 
programs  accordii 
Otherwise,  they 
speeding  up  their 
ies'  decline.  After  s 
40  years  of  use,  j(  it  to 
natur-ally  are  st 
and  less  pliable.  \ 
causes  the  cartilaj 
become  drier  anc 
creasingly  bri 
Range  of  motion 
creases,  and  pre^ 
ably,  a  person  in 
middle  years  is  r 
apt  to  suffer  1 
knee,  hip,  and  el 
pain.  Midlife  is  als( 
time  when  most  p( 
first  experience 
thritis,  which  oc 
when  the  carti  lis? 
wears  away  so  < 
pletely  that  the  bones  it  litc 
to  connect  and  cushion  §  fey  i 
together.  |  «t  it 

Similarly,  muscles  becfit'-atiiis 
shorter-,  tighter,  mor-e  rm"k\ 
ant  to  change,  and  less  i!|iiitlier 
ible.  Strains  and  tearsi:lie3 
consequently  more  comji 


mi 


even 
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I,  ai 
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)-plus.  Oxygen  levels 
e  tissues  also  tend  to 
,  resulting  in  reduced 
)nnance  and  a  slower 
ng  rate. 

ven  these  grim  real- 
,  what  to  do?  Fear 
A.  zipper  sweater,  lap 
and  Barcalounger  are 
prescribed.  Rather, 
ne  moderate  muscle 
alation  is  especially 
rtant.  Glennon  and 
•  experts  recommend 
instead  of  engaging 
ng,  grueling  work- 
middle-aged  individ- 
exercise  for  30  min 
—not  three  or 
a  week,  but  at  least 
:o  consistently  loosen 
aging  tissues.  Aero- 
jxercise  gives  the 

the  most  benefits, 
anaerobic  condition- 
such  as  weight  lift- 

a  good  supplement 
oning  and  shaping 
les. 

prevent  injury,  be 
o  stretch  muscles  be- 
during.  and  after  ex- 
This  will  help  to 
ain  youthful  flexibil- 
romote  oxygen  flow, 
reduce    strain  on 


Help  For  Staying  Fit  In  The 
Middle  Years 


ORGANIZATIONS 


The  American  Academy  of  Anti-Aging  Medicine  1510  W.  Monta- 
na, Chicago,  III.  60614,  312  528-1000.  Hosts  a  yearly  anti-ag- 
ing conference  and  sells  videotapes  of  the  proceedings;  also 
makes  physician  referrals.  goin 

The  American  College  of  Sports  Medicine  P.O.  Box  1440,  India 
napolis,  Ind.  46206-1440,  317  637-9200.  Offers  a  free  bro- 
chure, Fit  Over  40,  to  those  sending  a  self-addressed,  stamped 
business-size  envelope;  also  publishes  a  quarterly  newsletter 

f^';    _^aned_F/^_Soc/efy($20per  _year_).   n^tTurned  arS7^^^^^^^ 

The  American  Running  &  Fitness  Assn.  4405  East  West  High- 
way, Suite  405,  Bethesda,  Md.  20814-4535,  800  776-2732, 
Provides  free  materials  on  fitness,  publishes  a  monthly  newslet 
ter  called  Running  &  FitNews  ($25  per  year),  offers  over-the- 
phone  advice  and  referrals. 


upper  limit  or  "safe 
zone."  How  much  is  too 
much?  Kelsey  says  an 
easy  way  to  know  if  you 
are  exercising  with  ap- 
propriate intensity  is  the 
talk/sing  test:  "You 
should  be  able  to  talk  but 
not  sing  while  you're  ex- 
ercising. If  you  can  sing, 
you're  taking  it  too  easy. 
If  you  can't  talk,  you're 
too  hard" — which 
means  the  heart  is  beat- 
ing too  fast. 

NO  BLAHS.  Finally,  age 
bi'ings  with  it  a  slower 
metabolism.  Calories  are 


BOOKSl 


Biomarkers:  The  Ten  Determinants  Of  Aging  You  Can  Control  by 

William  Evans  and  Irwin  H.  Rosenberg  (Simon  &  Schuster,  $12) 

Fit  or  Fat  by  Covert  Bailey  (Houghton  Mifflin,  $5.95) 

How  and  Why  We  Age  by  Leonard  Hayflick  (Ballantine  Fawcett,  $24) 

Power  Foods:  High-Performance  Nutrition  for  High-Performance 
Peopleby  Liz  Applegate  (St.  Martin's  Press,  $12.95) 


or  quickly,  and  thus  feel- 
ings of  sluggishness  and 
incremental  weight  gain 
of  up  to  a  pound  every 
year  is  normal.  That's 
why  frequent  exercise, 
which  speeds  the  body's 
metabolism,  is  crucial  af- 
ter age  40  to  counteract 
the  blahs  as  well  as  age- 
induced  weight  gain. 

Unfortunately,  a  high- 
fat  diet  can  cloud  the  re- 
sults for  even  the  most 
dedicated  exerciser.  That's 
because   the    fat  from 


euuce   .uam    un    sffefc/l/n^bylobAnderVon" (Random"  Houser$T2)"  those  cheeseburgers  and 

Penodic  stretching   chocolate    shakes  that 

The  "E"  Factor  hy  Dr.  Bob  Goldman  (William  Morrow,  $24.95) 


:  ^hout  the  day  is  also 
i  idea — especially  for 
jskboimd.  Take  time  out 
rk  to  do  a  few  shoulder 

'  eck  rotations,  calf  exten- 
and  twists  at  the  waist. 

i  ditionaUy,  fitness  experts 
vaiying  exercise  activ- 
to  preserve  tone  and 
rth  in  all  muscle  gi'oups 
msure  that  the  same 
es  and  joints  are  not 
every  time.  Douglas 
Y,  a  researcher,  physical 
aist,  and  rehabilitation 
in  Austin,  Tex.,  advo- 
cross-training  as  partic- 
beneficial  to  the  40-plus 
I,  because  "cumulative 
la  is  what  causes  the 
.0  break  dovm."  But  do 
(witch  activities  every 
iCelsey  suggests  picking 
■"t  or  workout  progi'am 
jjpeating  it  regularly  foi- 
months  before  changing, 
.another  two  months,  re- 
ro  the  original  regimen, 
•I  on. 


Therapists  and  physicians 
alike  urge  their  middle-aged 
patients  to  engage  in  more 
low-impact  sports  such  as 
walking,  swimming,  and  bik- 
ing. High-impact  activities 
such  as  running  and  tennis 
are  far  more  traumatic  and 
wearing  on  bones,  muscles, 
and  joints.  Wlien  pui'sued  un- 
relentingly, they  abet  and 
even  accelerate  the  body's 
natural  degeneration. 
TALK  OR  SING?  Middle-aged 
individuals  should  also  re- 
member- that  their  cardiovas- 
cular systems  are  not  what 
they  were  20  years  ago.  The 
heart,  like  all  muscles,  weak- 
ens over  time.  On  average, 
the  maximum  heart  rate  de- 
creases 10  beats  per  minute 
every  decade.  Even  worse, 
blood  vessels  become  more 
rigid  and,  depending  on  a 
person's  diet,  may  develop 
plaque  deposits.  Those  ob- 


structions, along  with  dimin- 
ished heart-pumping  capacity, 
slow  circulation. 

That's  why  exercisers  in 
midlife  should  have  a  physi- 
cian reassess  their  cardiovas- 
cular health  yearly — regard- 
less of  fitness  level.  "No  one, 
not  even  the  greatest  triath- 
lete,  should  be  lulled  into 
thinking  that  because  they 
are  in  shape,  they  won't  have 
a  stroke  or  heait  attack,"  Ma- 
hai'am  says.  "Many  carxliovas- 
cular  pi'oblems  are  just  plain 
hereditaiy,  and  that  is  some- 
thing you  need  to  pay  atten- 
tion to — especially  after  40." 

To  safeguard  the  heart 
while  deriving  benefit  from 
a  fitness  progTam,  individuals 
should  raise  their  heart  rate 
to  75%  of  their  maximum. 
The  maximum  heart  rate  is 
generally  220  minus  a  per- 
son's age,  but  individual 
health  issues  may  lower  the 


you've  enjoyed  since  col- 
lege is  less  easily  bumed 
in  the  middle-aged  body — and 
more  likely  to  take  up  resi- 
dence in  tummies,  hips,  and 
thighs. 

So  Glennon  warns  the  mid- 
dle-aged not  to  use  their 
girth — or  lack  thereof — to 
gauge  the  success  or  failure 
of  their  exercise  programs. 
"They  could  be  getting  won- 
derful benefits  musculoskele- 
tally,  cardiovascularly,  and 
even  psychologically  from 
their  progi'ams  but  get  dis- 
com-aged  because  theh-  waist- 
line may  be  very  slow  to 
change,"  he  says. 

In  fact,  the  consensus 
among  physical  medicine  pro- 
fessionals is  that  an  exercise 
program's  true  measure  of 
success  is  the  fun  factor.  If 
an  activity  is  fun,  there  is 
more  incentive  to  keep  doing 
it.  And  if  you've  reached  mid- 
dle age,  aren't  you  entitled 
to  some  fun?    Kate  Murphy 


Personal  Business 


PROSTATE  CANCER:  IS  THE 
RLOOD  TEST  WORTH  IT? 


Shortly  before  finan- 
cier Michael  Milken 
was  released  from 
prison  in  early  1993, 

he  had  a  thorough  physical 
exam  and  was  pronounced 
healthy.  But  Milken,  46,  had 
lost  a  friend  to  prostate  can- 
cer. So  he  asked  the  doctor 
to  perform  a  blood  test  he 
had  heard  about  which 
measures  psa,  or  prostate 
specific  antigen.  His  inter- 
nist didn't  recommend  the 
test  for  a  man  so  young,  but 
Milken  insisted. 
When  the  test 
showed  Milken  had 
very  elevated  psa 
levels,  he  consulted  a 
urologist,  who  found 
Milken  had  an  ag- 
gressively growing 
cancer. 

Prostate  cancer  is 
now  the  No.  2  cause 
of  cancer  deaths  in 
U.  S.  males.  Some 
200,000  men  will  be 
diagnosed  with  the 
disease  this  year,  and 
almost  40,000  will  die 
of  it.  On  its  face, 
Milken's  story  sug- 
gests PSA  should  be- 
come part  of  a  routine  bat- 
tery of  can't-hurt  annual 
screening  tests  for  healthy 
middle-aged  men.  Plus,  a  re- 
cent study  in  the  Journal  of 
the  American  Medical  Assn. 
validated  the  test's  ability  to 
find  the  majority  of  prostate 
cancers.  But  a  growing  mi- 
nority of  doctors  ai'e  not  con- 
vinced PSA  screening  should, 
in  fact,  be  routine. 
SLOW  GROWTH.  Here's 
what's  going  on:  Until  the 
PSA  test  became  available 
several  years  ago,  prostate 
problems  were  typically  dis- 
covered when  a  man  devel- 
oped symptoms,  such  as 
trouble  urinating,  or  when  a 
physician  detected  an  abnor- 
mal prostate  during  the  infa- 


mous "digital-rectal  exam." 
(For  this  procedui'e,  the  doc- 
tor inserts  a  gloved  finger  in 
the  rectum  to  check  what 
should  be  a  walnut-size  gland 
located  just  beneath  the 
bladder.)  But  stories  about 
well-known  prostate  cancer 
patients  such  as  Milken,  Sen- 
ator Bob  Dole  (R-Kan.),  and 
the  late  Time  Warner  Chair- 
man Steve  Ross,  are  prompt- 
ing scores  of  middle-aged 
men  to  demand  psa  screen- 
ing tests — even  when  they 
are  symptom-ft'ee. 

Urologists  and  internists 


One  reason  for  the  dispute 
over  PSA  testing  is  that  pros- 
tate cancer  is  often  slow- 
growing — so  slow  that  most 
men  who  develop  it  actually 
die  of  something  else.  Un- 
fortunately, psa  levels  don't 
always  distinguish  the  slow- 
gi'owing  form  from  a  more 
aggressive  disease  that 
should  be  treated  immediate- 
ly. It  will  help  if  scientists 
succeed  at 
current  efforts 
to  develop  a  test  to  flag  the 
more  virulent  form.  But  the 
screening  issue  will  remain 
controversial  until  a  crucial 
question  is  answered:  Will 
early  detection  by  psa  and 
subsequent  intervention  low- 
er the  death  rate  from  pros- 
tate cancer?  A  huge  study 
launched  by  The  National  In- 


HEALTH  ArtER  40 


Help  Making 
Tough  Choices 


Confused  about  whether  to  take  the  prostate 
specific  antigen  test?  Here  are  resources  for  men 
concerned  about  prostate  cancer: 


THE  AMERICAN  CANCER  SOCIETY  800  227-2345  Sponsors  prostate 
cancer  support  groups  for  men  called  Man  to  Man  and  groups  for  men 
and  their  partners  called  Side  by  Side;  for  local  organizations,  call  local 
ACS  chapters 

THE  AMERICAN  FOUNDATION  FOR  UROLOGIC  DISEASE  800  242- 
2383  Has  a  Prostate  Health  Council  and  Prostate  Cancer  Support  Net- 
work that  can  provide  general  information  about  the  disease  and  ongo- 
ing research 

US  TOO  INTERNATIONAL  800  808-7866  Coordinates  support  groups  in 
most  major  cities  and  publishes  a  quarterly  newsletter,  The  Prostate 
Cancer  Communicator,  addressing  treatment  options  and  psychological 
and  social  aspects  of  prostate  cancer 


alike  agi'ee  that  men,  usually 
starting  in  their  40s,  should 
have  a  yearly  rectal  exam. 
Those  with  symptoms  or  de- 
tectable prostate  nodules 
should  receive  a  full  work- 
up, including  a  psa  test. 
Many  urologists  cite  cases 
such  as  Milken's  as  justifica- 
tion for  routinely  checking 
psa  during  annual  physicals, 
much  the  way  gynecologists 
order  mammograms  and  Pap 
smears  for  adult  women. 
Their  hope  is  to  catch 
prostate  cancer  early  enough 
to  cui'e  it  or  at  least  slow  its 
progi-ess.  Treatments  include 
radiation,  chemotherapy,  hor- 
monal therapy,  surgical  re- 
moval of  the  prostate,  and 
other  new  techniques. 


stitutes  of  Health  should  an- 
swer that  question,  but  the 
results  won't  be  clear  for  a 
decade  or  more.  Until  that's 
resolved,  one  fear  is  that 
doctors  may  simply  be  iden- 
tifying incm-able  cancer  eai'li- 
er,  then  doing  procedures 
that  lessen  the  quality  of  the 
patient's  remaining  years. 

Internists  in  particular 
worry  that  routine  psa 
screening  will  frighten  huge 
numbers  of  men  for  no  pur- 
pose. The  .JAMA  study,  for  ex- 
ample, showed  false  positives 
in  10%  of  the  healthy  men 
tested.  White  River  Junction 
(Vt.)  internist  H.  Gilbert 
Welch,  an  expert  in  eai'ly  de- 
tection, notes  that  a  positive 
psa  test  often  results  in  fur- 


ther costly,  invasive  i 
and  procedures  with  ver 
rious  side  effects  that 
include  incontinence  an 
potence.  "Do  you  want  t 
ter  this  loop  when  the  c^ 
es  of  being  a  false  poii 
are  very  real?"  he  urg 
tients  to  ask  themselvei 
tential  complications  arl 
just  physical:  Some  mej 
come  obsessed  with  g 
surgery 
cancers  I 
might  be  better  treatel 
watchful  waiting. 
SIDE  EFFECTS.  Urologic 
cologists  such  as  Peter 
roll,  associate  profess 
medicine  at  the  Univ 
of  Califomia  at  San  Fr 
CO,  say  they  believe 
identification  and  trea 
will  bring  death  rates 
But  Carroll  al 
knowledges  th 
certainties  and 
men  not  to  ove 
to  unusual  case; 
as  Milken's.  H 
lieves  men  mu; 
fully  informed 
the  probabilitie 
side  effects  ass 
ed  with  treatr 
and  make  deci 
based  on  their'  u 
situations.  For 
pie,  men  in  thei 
are  so  unlikely 
velop  a  prostate 
cer    that  will 
them,  many  urol 
tell  them  not  to 
er  with  psa.  But  an 
40-year-old  married 
with  a  family  history  of 
tate  cancel'  must  weigh 
factors. 

Prostate  cancer  inf 
tion  and  support  grouj 
helping  men  sort  th 
these  quandaiies:  There 
can  talk  to  others  who 
made — and  now  are 
with — these  tough  deci 
A  number  of  books  are 
able,  too,  such  as 
Cancer:  Making  Survive 
cisiojis  by  Sylvan  Mey( 
Seymour  Nash  (Univ 
of  Chicago  Press,  $1 
They  may  raise  issues 
can  discuss  with  his' 
tor  before  taking 
test.      Joa7i  O'C.  Hat 


HE  MEDICAL  HOT  LINE 
YOUR  PC 


)90,  Gary  Schine 
diagnosed  with 
'  cell  leukemia,  a 
and  supposedly 

ible  cancer.  Schine, 
i,  refused  to  accept  his 
^st's  prognosis  at  face 
Instead,  the  writer 
jnsultant  researched 
sease  in  the  library 
irned  of  clinical  trials 
experimental  drug 
as  2-CDA.  Schine  be- 
)ne  of  the  first  to  re- 
treatment  with  the 
Today,  he  jogs  two 
.  day  and  is  by  all  indi- 
;  in  perfect  health, 
episode  helped  per- 
him  to  start  Schine 
le  Services,  a  medical 
firm  in  Providence. 
1110  to  $189,  Schine 


keeps  clients  suffering  from 
a  variety  of  illnesses  up  to 
date  by  poring  through  nu- 
merous databases  on  the  In- 
formation Superhighway  and 
presenting  the  findings. 
Schine  seeks  out  literature 
in  medical  journals  and  the 
latest  developments  at  health 
conferences.  Using  a  comput- 
ei;  he  can  search  in  just  over 
an  hour  what  it  took  him 
two  weeks  to  uncover  more 
than  four  years  ago. 
SUPPORT  GROUPS.  But  you 
don't  have  to  be  a  profession- 
al researcher  to  ferret  out 
health  data  online.  In  fact, 
anyone  equipped  with  a  PC 
and  modem  can  mine  a 
wealth  of  diverse  medical, 
health,  and  fitness  informa- 
tion. Although  a  good  deal  is 
med-speak  aimed  at  health 
professionals,  you  can  find 


lots  of  rich  material  that  lay- 
people  can  understand.  The 
infoiTnation  may  be  of  partic- 
ular value  to  aging  baby 
boomers  as  they  become 
more  obsessed  with  their  de- 
clining bodies. 

For  starters,  the  major  on- 
line services 
such  as  Amer- 
ica Onhne,  CompuSer-ve,  and 
Prodigy  provide  health  news 
and  offer  medical  and  health 
support  foiums  where  users 
can  tap  into  libraries,  ex- 
change messages,  and  com- 
miserate in  real  time  about 
common  problems.  The  Unit- 
ed Cerebral  Palsy  Assns.  and 
National  Multiple  Sclerosis 
Society  are  among  the  organ- 
izations represented  on  aol. 
Prodigy  features  general  arti- 
cles on  wellness,  exercise, 
sports,  and  other  subjects  in 


its  Health  Topics  section. 

CompuSei-ve  has  especially 
meaty  offerings — although 
you'll  sometimes  pay  hefty 
charges  of  up  to  $24  an  hour 
above  the  service's  regular 
comiect  charges.  Besides  ded- 
icated cancer,  diabetes,  mus- 
cular dystrophy,  and  holistic 
health  forums,  CompuServe 
members  can  tap  into  the 
Physicians  Data  Queiy  from 
the  National  Cancel'  Institute, 
which  includes  infonnation  on 
cancer  types  and  treatments. 
The  Rare  Disease  Database 
offere  resoui'ces  and  drugs  for 
"orphan"  diseases  affecting 
fewer  than 
200,000  Ameri- 
cans. In  Knowledge  Index, 
you  can  find  the  full  text 
from  more  than  50,000  joui- 
nals.  You  can  also  reach  Med- 
line, a  biomedical  database 
with  more  than  7  million  ref- 
erences and  abstracts  culled 
from  some  4,000  medical  jour- 
nals by  the  National  Libraiy 
of  Medicine. 

Those  without  a  Compu- 
Serve membership  can  still 
tap  into  Medline.  One  way  is 
with  $30  software  called 
Grateful  Med,  available  from 
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Personal  Business 


National  Technical  Informa- 
tion Service  in  Springfield, 
Va.  (800  423-9255).  Another 
is  via  PaperChase,  a  service 
of  Boston's  Beth  Israel  Hospi- 
tal. You  can  reach  Paper- 
Chase  by  phoning  800  722- 
2075  or  using  the  Internet 
tool  "Telnet,"  a  method  of 
connecting  to  a  remote  com- 
puter on  the  Net  (Telnet  to 
pch.bih.harvard.edu).  Paper- 
Chase  can  also  connect  you 
to  separate  AIDS,  health-plan- 
ning, and  cancer  databases. 
Searches  can  add  up,  mm 
though:  Rates  are  $23 
per  hour. 

Hundi'eds  of  special- 
ized electronic  bulletin 
boards  cover  the  vast 
medical  landscape  as 


by  using  a  World  Wide  Web 
browser  such  as  Mosaic  to 
connect  to  the  CDC.  Mean- 
while, the  National  Cancer 
Institute  is  among  the  outfits 
putting  together  a  World 
Wide  Web  server  over  the 
Internet. 

Why  are  so  many  people 
seeking  online  medical  coun- 
sel? For  one  thing,  it's  smart 
consumerism.  Many  patients 
believe  their  doctors  are  not 
always  abreast  of  the  latest 
medical  literature.  By  uncov- 


them  on  their  problem."  The 
board  is  reachable  by  modem 
at  800  644-2271. 

Given  its  far-reaching 
scope,  the  online  community 
provides  patients  with  rare 
conditions  a  link  to  others 
who  share  their  disorders. 
Patients  vdth  moi'e  common 
maladies  can  also  gain  confi- 
dence by  chatting  with  people 
who  have  been  through  it  all 
before.  Says  one  woman  who 
went  ahead  with  knee  sur- 
gery after  comparing  notes 


Medical  Advice  In  Cyberspace 

AMERICA  ONLINE  800  827-6364.  Health  &  Medical  Chat  forum 
has  23  support  groups.  Cerebral  palsy,  multiple  sclerosis,  and  men- 


when  they  log  on.  He 
Source's  modem  numb 
813  979-7307. 

But  just  as  others 
know  who  you  are,  you 
no  way  to  determine  th€ 
dentials  or  expertise  o; 
persons  providing  me 
advice.  To  some  extent, 
letin  boards  and  online 
vices  are  self-policed 
those  surfing  the  b( 
would  be  wise  to  pay  a 
tion  to  the  disclaimers 
ed  when  you  sign  on 
■■■■  may  encounter  wf 
tentioned  people 
pass  along  virrong 
mation.  Others  mi 
trying  to  sell 
something. 
"POND  SCUM."  Ira 


)l 


well  The  Black  Bag  .^I^/®.^^^^^^    ner,  a  registered 


BBS  in  Collegeville,  Pa., 
contains  the  latest  news 
from  the  Food  &  Drag 


BLACK  BAG  BBS  610  454-7396.*  News  and  message  boards  on  a 
variety  of  medical  topics.  Features  disease  and  symptoms  database. 
You  can  also  download  lists  of  other  health-related  boards. 


tian,  recently  cht 
out  some  of  the  fo 
on  several  online 


Administration  and  on   '   vices  for  the  Tufts 


AIDS  treatments,  among 
others.  Among  Black 
Bag's  topic  areas  are 
smoking  and  cancer, 
and  pediatrics.  In  the 
smoking  section,  for  ex- 
ample, you  can  read 
tips  on  cjuitting.  People 
who  dial  in  can  down- 
load a  list  of  other 


CENTERS  FOR  DISEASE  CONTROL  &  PREVENTION  404  639 

3534.  Offers  the  respected  and  technical  Morbidity  &  Mortality 
Weekly  Report  and  other  CDC  publications  over  the  Internet. 

COMPUSERVE  800  848-8199.  Serves  as  a  gateway  to  numerous 
databases  including  Medline,  Rare  Disease  Database,  and  National 
Cancer  Institute's  Physician  Data  Query.  Many  forums. 

MEDLINE  800  272-4787.  Mammoth  database  from  the  Nationa 
brary  of  Medicine  houses  more  than  7  million  references  and  ab- 
stracts from  4,000  medical  journals  used  by  doctors  and  laypeople. 


Li- 


ver sity  Diet  &  A 
tioji  Letter.  M 
uncovered  a  nu 
of  claims  he  mair 
are  spurious.  In 
CompuServe  forui 
dividuals  were  t 
peting  the  benefi 
an  alleged  app 
suppressant  conta 


health-related  bulletin    an  ingredient  that  oosef: 


list 
by 


boards,  compiled  and 
updated  by  Dr.  Edwai-d 
Del  Grosso,  a  radiolo- 
gist who  checks  out 
each  board  he  includes. 
You  can  also  get  the 
through  the  Internet 
sending  E-mail  to  Lists@black- 
bag.com.  Or  check  the  Janu- 
ary issue  of  Boardwatch 
Magazine  (800  933-6038). 
SHROUD  OF  PRIVACY.  Not 
surprisingly,  the  Internet  is 
a  vast  reservoir  for  medical 
and  fitness  information.  In 
Januaiy,  the  Centers  for  Dis- 
ease Control  &  Prevention 
announced  the  availability  of 
Morbiditij  a)id  Mortality 
Weekly  Repoti  and  other  CDC 
publications  online.  Written 
for  medical  professionals, 
MMV/R  reported  the  fii'st  aids 
cases  in  1981  and  the  out- 
breaks of  Legionnaires'  dis- 
ease and  hantavirus.  You  can 
find  the  reports  by  sending 
E-mail  to  lists@list.cdc.gov  or 


PRODIGY  800  776-3449.  Has  primers  and  other  articles  under 
Health  Topics  section.  Also  features  Consumer  Reports  health-relat 
ed  stories  and  separate  health  and  medical  bulletin  boards. 


m 


Modem  number 


ering  a  new  piece  of  research 
or  discussing  symptoms  with 
others  who  have  a  common 
experience,  newly  informed 
patients  can  go  back  to  their 
doctors  and  ask:  "Hey,  what 
about  this?"  Many  people 
who  log  onto  the  National  In- 
stitutes of  Health  Informa- 
tion Center,  explains  system 
operator  Dennis  Rodrigues, 
"didn't  feel  their  physician 
had  spent  enough  time  with 


with  online  compatriots:  "The 
thing  I  Uke  is  that  [the  onUne 
environment]  gives  the  pa- 
tient more  control." 

By  its  very  nature,  cyber- 
space provides  a  shroud  of 
privacy  for  those  who  don't 
want  to  go  public  with  their 
illnesses.  In  fact,  the  doctors 
who  run  the  HealthSource 
BBS  in  Tampa  ask  question- 
ers who  want  to  remain 
anonymous  to  type  anon 


One  caveat:  It  may  be  hard 
to  assess  the  credibiUty  of 
onUne  information 


Get 


ner  claims  is  esser 
"pond  scum  that 
on    the  surfacf 
lakes . . .  and  has  n 
ue  as  a  weight-lof 
or  treatment  for  any 
dy."  CompuServe  doe| 
police  its  forums,  a  s 
woman    says,  but 
becomes  aware  of  a 
lem,    it    will  launci 
investigation. 

In  another  incident,  J  ' 
found  online  bulletin 
users  stating  that  vitilj^ 
A,  C,  E,  and  B13  "have 
found  to  be  effective  in 
ing  and  even  reversing 
pie  sclerosis."  The  Tufts 
quotes  Dr.  Stephen  Bans 
health  fraud  expert,  whd 
the  vitamin  claim  "utteij 
sense"  and  notes  there  I 
such  thing  as  vitamin 
The  lesson  is  clear:  Wl 
in  cyberspace  or  the  dc 
office,  it's  wise  to  seek 
ond  opinion.  Edward 
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Wecting  Mutual  Fu^JDS  For 
Your  IRA  Just  Got  Easier. 


Announcing  Free  FundMap  Software- 
Only  From  Charles  Schwab. 


eciding  where 
to  have  your 
;an  be  difficult, 
[ecidmg  which 
lal  funds  to  put  in 
IRA  can  be  downright 
vhelmmg,  even  for  expe- 
ed  investors.  After  all,  you  have  thousands  of  funds 
oose  from.  That's  where  Schwab  can  really  help  you 
RA  season. 

Get  FundMap  "  Mutual  Fund  Selection 
Software  for  Windows?  Free. 

hen  you  bring  $10,000  or  more  to  a  Schwab  No- 

H Annual-Fee  IRA  or 
any  other  Schwab 
account,  you'll  also 
receive  our  exclusive 
FundMap  Mutual 
Fund  Selection 
Software  for  Windows® 
Free.  FundMap  helps 
you  calculate  your 


)ur  Selected  Portfolio 


retirement  savings  and  allocate 
your  assets.  Then  FundMap 
helps  you  choose  from  a  select 
list  of  funds  chosen  from  a 
variety  of  well-known  fund 
families.  It's  a  $25  value  that 
can  be  yours  free. 
Bring  Your  IRA  or  Rollover  to  Schwab. 
Transfer  your  IRA 
or  your  rollover 
distribution  into  a 
Schwab  No-Annual- 
Fee  IRA*  It's  free  for 
life  with  an  account 
balance  of  $10,000 
or  more.  For  more 
details  just  stop  by 
one  of  our  more 
than  200  Schwab 
offices  or 


FundMap  Worksheet 


Fund 

Allocation 

$ 

% 

INVESCO  FUNDS 

10,500 

30.0  =• 

Twentieth  Century 

7,000 

20.0 

Neuberger  &  Berman 

7,000 

20.0 

Strong  Funds 

5,500 

15.7 

Berger  Funds 

5,000 

14.3  ii 

Total  Allocation 

Uumcjivm  many  well-known  Jund  families. 


Call:  1-800-330-6756  ext.  28C 


•  ic  your  own  diversified  portfolio. 


Charles  Schwab 

Helping  Investors  Help  Themselves^ 


^  rirospectus  containing  more  complete  information  including  management  fees  and  other  expenses  for  any  fund  is  available  through  Schwab. 
I  \  iew  the  prospectus  carefully  before  investing. 

iisi  reach  $10,000  by  9/15/95.  Set-up  and  maintenance  fees  for  certain  assets  such  as  hmited  partnerships  and  promissory  notes  still  apply  Graphs 
n  ive  purposes  only  Please  allow  two  weeks  for  delivery.  Valid  only  m  the  United  States,  Limit  one  response  per  customer.  Windows*  is  a  registered 
of  Microsoft  Corporation.  ©1995  Charles  Schwab  &  Co.,  Inc.  Member  SIPC/NYSE.  All  nghts  reserved  (1/95). 


FOR  AD  RATES  AND  INFORMATION 
PHONE:  (312)  464-0500 
FAX:  (312)  464-0512 
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BUSINESS  WEEK  MARKET  PI 
500  N  MICHIGAN  AVE,  SUITE 
CHICAGO,  ILLINOIS  60611 


Telecommunications/Products 


Two  Cellular  Phones 
-  One  Number  — 


Order  this  handheld 
MOTOROLA  phone 
and  we  will  put  it  on 
the  same  number  as 
your  existing 
cellular  phone! 


No  second  bill,  no  second 
number  to  give  out! 

^  r.  agrammed  to 

Only  $495    your  existing 

cellular  number! 

Spy  Supply,  Inc. 

1212BoylslonSl.  #120 
Cheslnul  Hill,  MA  02167 

(305)  340-0579  •  (617)  327-7272 


Corporate  Gifts 


Build  Your  Image! 


And  build  your  business! 


CHOOSE  FROM 
HUNDREDS 
OF  ITEMS 


1-800-792-2277 


Fax  510-786-1111  Attn:  Mr,  Burton 

THE  CORPORATE  CHOICE 


Computer  Services 


TLRN  VOL  R  SIGNATl  RK 
AM)  COMPANY  LOGO  INTO 
ANY  SIZK  FONT  instantly: 


For  Windows  PC  or  MAC 
also 

Imaging  &  Networking  Specialists 

FOR  INFORMATION 
Phone:  213/250-8901 
Fax:  213/250-8252 


Travel 


FREE  AIRLINE  TICKETS 

FLY  ONCE- EARN TWlCEi  JOIN 
TRAVEL  NETWORK'S  FREQUENT 
FLYER  PROGRAM  /  300+  locations 
$1  BILLION  SALES 

CALL  1-800-222-2220 


Business  Skills 


GET  YOUR 
OWN  WAY 

FREE  Killer  Negotiation  Tips 

Leading  expert  reveals  secrets  of 
great  negotiators  Send  for  free  tips 
Also,  free  info  on  Negotiator  Pro, 
sofrware  that  helps  you  get  what 
you  need  from  people  in:  business, 
relationships, finance,  real 
estate, purchasing,  sales 

CaU  NOW  for  free  tips,  info 

800»448»3308 

Negotiator  Pro  Company 

35  Gardner  Road'Brookline,  MA 


Office  Supplies/Equipment 


America's  Lowest  Priced  iniWj^SAIjj 
Office  Supplies  Direct  to  You  '  ^m^W^ 


ACCO  *1  Paper 
^  Clips 


#72380 

99C 


BX/IOOO 


Xerox  Plain  Paper 
Printer/Ka.\/Copier 

$00095 

#3002  yyo  Et 


msm 


Liberty'  Storage  Box 


$-133 

#11       J  EA 

Soldm  boxes  ur  12 


You  Simply  won't  find  lower  prices  on  brand  name  office  supplies  than  at  Wholesale 
Supply  Company.  Over  9,700  different  items,  same-day  shipping,  and  all  at  prices  you 
have  to  see  to  believe.  We  guarantee  it.,  or  5%  back  on  your  purchase!  Call  for  details 
andyourft^catalog.        l_800-962-9162  AdCodea«5 


Golf/Schools 


GOLF  IS  GOOD  BUSINESS 
BETTER  GOLF  IS  BETTER  BUSINESS 

The  Amelia  Island  Plantation 
Golf  School 
1-800/874-6878 


Investment  Services 


OPTION  PRINCIPAL  TELLS 
HOW  TO  TRADE  OPTIONS 
LIKE  A  BOOKIE!! 

2  Hr.  Video  &  100  Page  Book 
$125.00  MCA'isa/Amex 
Satisfaction  Guaranteed 
FREE  shipping  via  2-day  Fed-X 
Graphfax  Corporation 
908/360-2243 


Direct  Marketing/Mailing  Lists 


SALES  LEADS  &  MAILING  LLSTS 


•  10  Million  Businesses 

•  90  Million  Households 
"Never  Pay  Retail  Prices  For  Mailing  Lists" 

Whoij;sale  List  Marketing 
1-800/800-5940 

P.O.  Box  24151 
Omaha,  NE  68124 


Catalogs/Marketing 


Get  Your  Products  &  Videos 
into  millions  of  mail 

ORDER  catalogs! 
We're  a  commissioned  manufacturer's 
rep  firm  specializing  in  selling  to  this 
growing  market  Please  call: 
Direct  to  Catalogs,  Inc. 
6600  Coffman  Farms  Road 
Keedysville,  MD  21756 
301/432-4410 


IVIenswear/Fashion 


men's  WIDE  SHOES 


EEE-EEEEEE,  SIZES  5-13 

Extra  width  for  men  who  need 
it.  Excellent  variety, 
styling  and  quality. 
Send  for  FREE 
CATALOG 


Widest  Shoes  Anywliertl 


HITCHCOCK  SHOES,  INC 

Dept.  55B  Illngham.  MA  02043 


Education/lnstructio 


mu  YOUR  COLLEGE  DEGREE  AT[ 


•  B,S,  &  M  B.A,  in  Business  (TI*rV| 

•  B  S,  in  Environmental  Studies  Ln/\L/| 

•  M.S.  in  Management/ 
Environmental  Studies  w2\lZ'^'i^<'' 

•  Approved  tor  tuition 
reimbursement  by  major  companies 

For  a  free  catalogue  call  1-800-7671 


m 


University  Degre 


Approved  Sotf  Paced  Home 
Associate  Bachelors  Masters  □ 

Business  Admin.  Public  Admin. 
Care  Admin.  Human  Resources,  Fi 
nlernalional  Business,  Tech  Mgrr 
Paralegal,  Psychology.  Call  lor  br 
(800)477-2254  (24  hrs) 
Southern  Callfomla  Unlvei 
(or  Professional  Studies 
1840  E.  17  Sl-BW.  Santa  Ana,  Q 


Education/lnstructii  h 


ASSOCIATE,  BACHELOR'S,  MAS 
DEGREE  for  Academic,  Militai 
Work  Experience.  Accredited 
resume  for  Free  Evaluation.  Ni 
attendance. 

ADAM  SMITH  UNFVERS 
2200  Main  St.,  Suite  500 
Wailuku,  Hawaii  96791 
1-800/732-3796 


£ACI 


No-Classroom  College  D 


(V^arn  your  no-classroom,  fdlly-accredited  d  , 
C'  USNY/Regents  College  m  Business.  Liljera! 
Nurstng  using  Moore's  successfully  refined  stud" 

fOR  FHte  moKumoH  or  a  tru  S$: 

lUAlUATION,  CAU  OR  WRITl  TO 


iZOi  Heltmil  Bivi 
NaMk.  IN.  mn-i 

1-800-737-222 


m 


k 

EXTERNAL  DEGRI  N 

BA/BS  MS/IVIBA  PhD/, ; 
I  Credit  for  wort(, /life  exp  -  Ace*! 
(800)444-8569  (24  hri'i.  .j. 

LaSalle  UmvERsr^'" 

I  Dept.  569  Mandeville,  LA  704i<j 


,D  RATES  AND  INFORMATION 
PHONE:  (312)  464-0500 
FAX;  (312)  464-0512 


_  _  BUSINESS  _WffK 

Marketplace 


BUSINESS  WEEK  MARKET  PLAGE 
500  N  MICHIGAN  AVE,  SUITE  2010 
CHICAGO,  ILLINOIS  60611 


inagement  Training 


NAGERS(TLEADERS 
in  the  Competitive  Edee 
inate  waste,  reduce  costs, 
ise  productivjt>  &  quality, 
n  to  build  effective  teams. 
U  For  Free  Information 
1-6 19-448-60-45 


usiness  Services 


iEARCH  REPORTS- 

0  academic  topics  available! 
2  00  for  the  290-page  catalog 
jfn-written  reports  available, 
ESEARCH  assistance: 
322  Idatio  Ave  .  #206BF. 
.OS  Angeles,  CA  90025 
■ree  Hotline:  800-351-0222 
(or  310-477-8226)  


isiness  Services 


i  ve  a  sample  copy  with  your 
r  any  name  imprinted,  and 
i  iformation,  please  fax  your 
ll  on  company  letterhead  to: 


I  273-OT33 


Business  Opportunities 

Gain  Financial 
Independence  By 
Usina  Inside  Secrets 
To  Help  Companies 
Get  Business  Loans 


(St.  Louis)  Every  day,  business  loans 
are  turned  down  because  borrowers 
eitlier  didn't  approach  the  right  lender 
or  clearly  communicate  their  strengths. 

Enter  the  S&K  Group,  part  or  an 
innovative  CPA  firm  which  for  20 
years  has  helped  clients  fund  their 
loans  with  pnenomenal  success. 
S&K's  "inside"  secrets  have  given 
them  an  almost  unfair  advantage,  at- 
tracting funds  for  their  clientsTike  a 
magnet,  receiving  a  substantial  fee 
each  time  they  succeed. 

The  S&K  Group  is  now  training 
associates  to  offer  this  same  service 
in  their  own  market  areas  to  clients  who 
have  been  knocking  on  the  wrong 
doors — and  who  have  been  making 
their  appeals  without  adequate  clarity, 
persuasiveness,  or  professionalism. 

In  addition  to  capital  acquisition 
skills,  S&K  associates  learn  how  to 
offer  expense  reduction  counsel.  Fo- 
cusing on  specific  overhead  areas, 
associates  receive  half  of  the  first 
year's  savings  plus  half  of  all  re- 
funds they  uncover  Again,  their  fee 
is  contingent  on  results. 

With  tees  typicallv  ranging  from 
$10,000  to  $5l),000  or  more  on  a 
single  case,  just  one  client  each 
month  can  generate  a  six-figure  in- 
come. This  consultant  business  re- 
quires little  more  than  a  personal 
computer,  fax,  and  phone. 

Approximately  $12,000  is  needed 
for  startup.  To  request  full  details, 
call  (800)  660-0330,  toll-free. 


RTISE INTHE  Sl/S/A/ESSM^EE/C MARKETPLACE... 
*^EACH  6.5  MILLION  RESPONSIVE  READERS!! 

rates  and  information  mail  or  fax  this  coupon  today! 
.3  next  l\/larketPlace  section  closes  on  February  23 


ANY: 
ESS: 


STATE: 
FAX:  _ 


ZIP: 


■rfax  to: 


Business  Week  Marketplace 
North  Michigan  Avenue,  Suite  2010 
Chicago,  IL  60611 
rne  312-464-0500  •  Fax  312/464-0512 


Corporate  Gifts 


SOLAR  CALCULATORS       CALL  FOR  FREE  BROCHURE 

LOOiOGEAR  1-800-936-5646 

IL^->'^'^**^fJgA  FAX:  (415)  579-5534 


YOUR  A 

LOGO  P 
HERE 

i99^ 


Business  Opportunities 


Computer  Equipment 


HEWLETT-PACKARD 
8uy-S«ll-Tnd» 

LaserJet  ColorPro 
DssKJel  Dralt  Pro 

RuggedWriter  Oratt/Master 
Eloctrosiallc  Plotters  Osslgnjet 
HP  9000  Workstations  and  Vectras  also  availaDls. 

Ted  Dasher  &  Associates 

4117  Second  Ave  .  S.  Birmingham.  AL 
Plwne:  205«91-4747  Fm:  205^91-1  IM 
S0(V«3a-4S33 


Direct  Marketing 


TAKE  A  QUANTUM  LEAP 
INTO  DATABASE  MARKETING 

Do  you  sell  products  or  services 
to  businesses  &  institutions? 
Put  our  expertise  in  custom 
built  databases  for  b-to-b 
marketing  to  work  for  youl 

For  more  details,  call  or  fax: 
INFORMATION  PLUS 

Ph:  716/852-2220  Fx:  716/842-6049 


Presentation  Equipment 


YOUR  SOURCE 
for 

VISUAL  COMMUNICATION 
PRODUCTS 


AUDIO  VISUAI.  FlTtNITlTRE 

COMPUTER  FLIRNITURE 
PRESENTATION  PRODUCTS 
MEDIA  STORAGE  SYSTEMS 
SLIDE  FILING/VIEWING  SYSTEMS 
PRO.reCTION  SCREENS  &  ACCESSORIES 

For  free  sales  literature,  contact 
SCHOTSMAN  ENTERPRISES  LTD 
Manufacturers  of  Specialty 
Products 
PC  Box  1090 
Buffalo,  NY  14240-1090 
Tel.  905/679-3255 
Fax  1-800/363-0553 


Sales  Promotion/Display  Products 


Business  Opportunities 


FREE 

CBSI  486  Computer 


Twenty  Businesses  You 
Can  Run  From  Your  Home 
With  A  Computer! 

FREE  Cassette  Tapes:  These  free,  two 

cassettes  will  explain  how  you  can  start  sev- 
eral or  all  ot  these  twenty  turnkey  businesses 
part-time  and  still  retain  the  security  of  your  present  position.  If  you 
purchase  our  software  and  business  program,  we  will  give  you  the  com- 
puter and  printer.  If  you  already  own  a  computer,  you  may  receive  a 
discount.  Some  individuals  are  now  earning  $4,000  to  $10,000  per 
month  part-time.  Free  home  office  training.  Financing  available. 
To  receive  free  cassettes  arid  color  literature,  call  toll-free: 

1-800-343-8014,  ext.  769 

Computer  Business  Services,  Inc. 


Yesterday,  today  and  tomorrow. 


Once  again,  certain  segments  of  the  In  1879.  Rufus  Crosbv  founder  of 

financial  world  are  in  turmoil.  Institutions  that  the  Valley  Falls  Bank  of  Deposit,  whose 
once  seemed  unshakeable.  from  major  corpora-     descendants  manage  UMB  Bank,  began  bank- 


tions  to  banks  to  governmental  bodies 
have  suffered  devastating  losses 
caused  by  speculative  invest- 
ments and  derivatives.  Poor 
ad\"ice  was  given  to  cus- 
tomers and  partners.  Fad, 
fashion  and  speculation  were 
the  rulers.  Perhaps  now  we  ^\ill 
hear  of  a  return  to  the  basics, 
and  amazingh:  the  \"er\"  same 


Rufus  Crosby 

painaich  rj  jnt  ga-icranaiis 
o{Mid\-iCSi  bankers. 


tng  with  a  commitment  from  which  we 
have  never  wavered:  "Our  steady 
purpose  shall  be  to  do  all  the 
various  and  legitimate  kinds  of 
business  of  a  first-class  bank, 
on  strict  and  true  banking 
rules  and  regulations." 

Discipline.  Soundness. 
Results.  Honest)^  Are  these 
concepts  old-fashioned,  or  just 


entities  that  championed  this  latest  wave  of  time-tested  and  true?  Because  of  faithful 

speculation  will  tr\-  to  sound  this  call!  If  you  adherence  to  the  commitments  made  by  our 

have  had  enough,  then  look  to  a  leader  who  has  forebear.  Rufus  Crosby.  UMB  has  consistendy 

championed  a  consistent  and  steadv  course  of  been  judged  America's  safest,  strongest  bank. 

unwavering  success. 

•  1991:  Business  Week  ranks  L"MB  Safest  Lender  in  .\merica.* 
•  1992:  Ameiican  Banker  ranks  L"MB  highest  Tier  1  Capital  Ratio.** 
•  1993:  Weiss  Research  ranks  l^lB  Best  Bank*** 


m\ite  ^ 


'(."MB  as  we  continue  to  foUow  our  past,  tirae-honored  commitments  well  into  the  fumre. 


UMB 


B     A  N 


K 


AiJ-ieiica's  Strongest  Bcuilzs 


Missouri  •  Illinois  •  Kansas  •  Colorado 
(800)  892-2944 


siness  Week  Index 


iDUCTION  AND  LEADING  INDEXES 


-  lasT  week:  C.-S 


PRODUCTION  INDICATORS 


tear.  /  .c". 


PROOUCTION  INDEX 

.ar.  2S=:22.~ 

:992=:c-: 


Fed.  May  Sepl.  Jan. 

1994  1994  1994  1995 

aes  are  4-week  moving  averages 

roduction  index  rose  in  the  week  ended  Jan.  28.  Seasonally-adjusted 
of  electric  power,  autos.  and  trucks  led  the  gam.  Before  calculation 
four-week  average,  the  index  jumped  to  125.3  from  121.9  the  week 

•ading  index  also  increased  in  the  latest  week,  paced  by  faster  growth 
h  materials  prices  and  the  M2  money  supply.  The  unaveraged  index 
I  to  256.9  from  257.5  in  the  previous  week. 

xtor  index  copyright  1994     UcGraw-HIII  Inc.  SW  teaCirg  rndei  cc<>>T!gM  199i  t?y  CiBCS 


LATEST 

WEEK 

YEAflLY 

nttK 

MaU 

STEEL  (2/4)  thous.  of  net  tons 

2.040 

2.001# 

10.2 

AUTOS  (2  4)  units 

139.633 

140,384r# 

-7.8 

TRUCKS  2'4)  units 

118,506 

118.763r# 

-1.8 

ELECTRIC  POWER  (2'4)  millions  of  kilowatt-hrs. 

61.394 

62.932# 

-3.9 

CRUDE-OIL  REFINING  (2/4)  thous  of  bbiiday 

13.438 

13.404# 

1.8 

COAL  (1/28)  t.nous.  of  net  tons 

21.269# 

21,939 

1.1 

PAPERBOARD  (1/28)  thous.  of  tons 

932.8? 

907. 6r 

6.5 

PAPER  (1  28)  thous.  of  tons 

837.0# 

841.0r 

1.6 

LUMBER  1  28)  millions  of  ft. 

476.6= 

479.5 

-2.6 

RAIL  FREIGHT  (1/28)  billions  of  ton-miles 

24.0# 

24.0 

6.2 

Sources:  American  Iron  &  Sleet  Institute.   Ward's  Aulomouve  Reports.  Edison  Electric 
lr.siiluie.  American  Petroteurr  Irsjrtute.  Energy  Dept..  American  Forest  &  Paper 
Association.  WWPA-.  SFPA^.  Association  of  American  RailroaGs 


L\G  INDICATORS 


PRICES 


LATEST 

WEEK 

YEARLY 

LATEST 

WEEK 

YEAflLY 

WEEK 

AGO 

%CHS 

WEEK 

AGO 

%CHG 

iK  PRICES  2  3'  s&p  50C 

•1:72.15 

467.56 

-1.4 

GOLD  :  3  Svoyoz. 

374.600 

376.250 

-2.4 

BRATE  BOND  YIELD.  Aaa  2  3 

8.33% 

8.49% 

20.2 

STEEL  SCRAP  :2'7)  =1  heavy.  S.tor 

144.50 

147.00 

3.6 

iTRIAL  MATERIALS  PRICES  z  3 

113.5 

114.5 

NA- 

COPPER 2i  :  t 

140. Q 

146.0 

50.9 

lESS  FAILURES  (1.27) 

NA 

266 

NA 

ALUMINUM  (24)  c/ib. 

101.5 

104.0 

66.9 

ESTATE  LOANS  (1/25)  billions 


$463.2     $463.4r     10.4  COTTON  ,2  4)  strict  low  middling  1-1/16  in.,  e/lb.     89.50      89.29  23.9 


Y  SUPPLY.  M2  (1/23)  billions 


$3,590.2  S3.587.6r 


OIL  (2/7)  $/bbl. 


18.43      18.46  26.2 


1  CLAIMS.  UNEMPLOYMENT  (i  21)  thous 


325 


338r  -10.5 


ts:  ■;•      =  5.S;ness  Cycle  Research  (CIBCR).  Standard  & 

V::c:y  s,  journai  of  Corr^merce  (index:  1990=100).  Dun  &  Bradstreet  (failures 


Sources:  London  Wednesday  final  setting.  Chicago  market.  Metals  Week.  Memphis 
market.  NYMEX 


1  ■  csmpanies).  Federal  Reserve.  Labor  Dept. 
1  s  failures  and  real  estate  loans.  'Historica 

CIBCR  seasonally  adjusts  data  or 
data  available  from  CIBCR. 

■  FOREIGN  EXCHANGE 

LATEST 

WEEK 

YEAR 

IRESTRATES 

'      JAPANESE  YEN  2/8) 

WEEK 

AGO 

AGO 

LATEST 
WEEK 

WEEK 
AGO 

YEAR 
AGO 

98.92 

99.45 

ICS  zs 

IKAL  FUNDS  — 

GERMAN  MARK  2/8) 

1.53 

1.52 

1.75 

5.94% 

6.00% 

3.20% 

BRITISH  POUND  (2/8) 

1 .55 

1.58 

1.46 

'ERCIAL  PAPER  -2  7)  3-month 

6.14 

6.24 

3.50 

FRENCH  FRANC  2  8) 

5.30 

5.28 

5.96 

FICATES  OF  DEPOSIT  (2/8)  3  month 

6.15 

6.23 

3.40 

ITALIAN  LIRA  2  8) 

1617.0 

1609.0 

1695.7 

MORTGAGE  2  3)  30  year 

9.15 

9.32 

7.08 

CANADIAN  DOLLAR  2 

8; 

1.40 

1.41 

1.34 

TABLE  MORTGAGE  [23)  one  year 

6.75 

6.83 

4.20 

MEXICAN  PESO  28) 

5.325 

5.500 

3  123 

(2  8) 

9.00 

9.00 

6.00 

Sources:   '.'j  ;•  \e.u  Ycr« 

DaT<s  C 

jrenc.es  expressed  in  units 

per  u  s  do 

5:   Federal  Reserve.  HSH  Associates.  Reuters  Holdings  PLC 

ij-ziz:  ■;'  B' I  s^  pojnc 

r.    ZO  2'S 

ata  in  the  production  indicators  are  seasonally  adjusted  in 
nt    l=Westem  Wood  Products  Assn.       2=Southem  Forest 

computing  the  BW 
Products  Assn. 

index  (cha':  ^conents 
3=Free  mar-  ■.A=Not 

(estimated 
available 

and  not  listed)  indue- 
r=revised  NM=Nc- 

E  WEEK  AHEAD 


SALES 


/,  Feb.  14,  8:30  a.m.  ►  January 
iles  are  expected  to  show  a  slim 
ain,  according  to  the  median  forecast 
omists  surveyed  by  mms  International, 
f  McGraw-Hill  Inc.,  mainly  reflecting 
looking  auto  sales  caused  by  a 
in  Detroit's  reporting  dates.  Nonauto 
lould  be  up  a  stronger  0.7%. 

MER  PRICE  INDEX 


day.  Feb.  15,  8:30  a.m.  ►  The  Jan- 
will  show  a  0.2%  increase,  say  the 
ists,  the  same  as  in  December.  The 
lex,  which  excludes  energy  and  food 
)  be  up  0.2%,  after  the  previous 
0.1%  rise. 


INDUSTRIAL  PRODUCTION 

Wednesday,  Feb.  15,  9:15  a.m.  ►  January 
industrial  output  at  the  nation's  factories, 
utilities,  and  mines  is  expected  to  post  a 
0.4%  increase,  says  the  survey,  following 
December's  1%  gain.  Capacity  utilization 
will  edge  up  a  tenth  of  a  point,  to  85.5%, 
from  December's  15-year  high. 

BUSINESS  INVENTORIES 

Wednesday.  Feb.  15.  10  a.m.  ►  December 
inventories  in  manufacturing,  wholesaling, 
and  retailing  most  likely  increased  by  0.5%, 
say  the  forecasters,  following  November's 
0.7%  gain.  Stock  levels  have  risen  sharply 
in  recent  months,  but  overall  sales  have 
been  sturdy  as  well. 


HOUSING  STARTS 

Thursday,  Feb.  16,  8:30  a.m.  ►  Despite 
January's  unusually  mild  weather,  higher 
mortgage  rates  are  expected  to  take  a  toll  on 
the  month's  housing  starts.  The  economists 
look  for  starts  to  fall  by  4.3%,  after  Decem- 
ber's 1%  drop.  Sales  of  new  homes  are  sof- 
tening, and  based  on  current  sales  rates,  the 
one-month  supply  of  unsold  homes  stood 
near  a  four-year  high  in  December. 

IHnRNATIONAL  TRADE 

Friday,  Feb.  17,  8:30  a.m.  ►  The  econo- 
mists project  that  December's  trade  deficit 
for  goods  and  services  will  narrow  slightly  to 
$10.4  billion,  after  having  widened  to 
$10.5  billion  in  November. 
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U.S.  Savings 

Bonds 
Are  Now  Tax 
Free  For 

College. 
Good  News 

Today. 
Better  News 
In  18  Years. 


If  the  cost  of  a  college  educa- 
tion seems  expensive  now,  imagine 
what  It  will  be  in  18  years.  That's 
why  Bonds  bought  for  your  child's 
education  can  be  completely  tax 
free  Start  buying  Bonds  today  at 
your  local  bank,  or  asl<  about  the 
Payroll  Savings  Plan  at  work. 


U.S.  Savuig,s  Bonds 


The  Great  .\ineni;ui  Iiivesliiierii 

A  public  service  ol  this  publication 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Abbey  Healthcare  86 
Advanced  Micro 

Devices  88,  89 
A.G.  Edwards  70 
Albany  International  91 
Alias  Research  44 
AlliedSignal  66 
Allmenca  Securities 

Fund  78 

American  Express  40, 
92 

America  Online  101 
Ameritech  92 
Andersen  Consulting  92 
Anheuser-Busch  51 
Animation  Studios  44 
Apple  Computer  20, 44 
Area  Code  Cafe  92 
AT&T  6,  44,  92,  97 
Avitas  40 
B 


Bayerische  Hypotheken- 
und  Wechsel-Bank  56 

Bell  Atlantic  92 

BellSouth  92 

Ben  &  Jerry's  51 

Berkshire  Hathaway  72 

BIS  strategic 
Decisions  92 

Blockbuster  48 

Boeing  32,  66 

Burlington  Coat 
Factory  88 

C 


Cablevision 

Industries  37 
Call-America  92 
Cambridge  Human 

Resources  26 
Charles  Schwab  110 
Chrysler  32,  66,  110 
Comcast  92 
Commerzbank  56 
Compaq  Computer  20, 

88,  89 

CompuServe  101 
Continental 
Cablevision  92 
Cooper  72 

Coram  Healthcare  86 
Corbis  Publishing  20 
Cox  Enterprises  92 
Creative  Artists 

Agency  92 
Cushman  & 

Wakefield  54 
Cyrix  88 

D 


Daimler  Benz  56 
Davis  Polk  & 

Wardwell  68 
Dean  Witter 

Reynolds  70 
Delta  Air  Lines  68 
Deutsche  Bank  56 


Deutsche  Telekom  56, 
92 

Dresdner  Bank  56 
E 


Emerson  Electric  66 
Energis  92 
Engex  Fund  78 
Entergy  92 
Enterprises  44 
F 


Fidelity  Investments  16, 
70 

First  Australia  Fund  78 
Ford  32 
Fox  64 

FPA  New  Income 
Fund  16 
Frontier  97 

G 


GE  17,66,70 

Genentech  38 
General  Magic  44,  92 
Geoworks  44 
GM  48 

Goldman  Sachs  64 
Grand  Metropolitan  86 
GTE  92 
H 


Harman  International  51 
Hauser 

Communications  92 
HCI  USA  Distribution  8 
Heinz  (H.J.)  48 
Hewlett-Packard  20,  88 
Hitachi  64 
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Money  market  fund 
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Editorial!^ 


DON'T  LET  CHINA  OFF  THE  HOOK 


First  Japan,  now  China?  After  an  impressive,  nuanced 
show  of  force  in  placing  $1  billion  of  punitive  tariffs  on 
Chinese  exports  to  combat  the  flagrant  piracy  of  U.  S.  prod- 
ucts, the  Clinton  Administration  is  in  danger  of  signing  a  deal 
that  does  Uttle  to  shrink  America's  growing  $30  billion  deficit 
with  China.  That  would  be  a  big  mistake. 

Throughout  the  cold  wai;  the  U.  S.  accepted  Japanese  pro- 
tectionism because  of  oveiriding  geopolitical  concerns.  Lost  ex- 
ports, slower  growth,  and  fewer  American  jobs  were  the 
price  of  Tokyo's  continued  political  support  in  the  fight  against 
communism.  Besides,  the  bulk  of  the  global  trading  system 
was  open,  and  the  U.  S.  could  compete  successfully  in  Europe 
and  other  markets  where  the  playing  field  was  more  level. 

We  now  see  that  the  price  of  solidaiity  was  too  high  and 
that  Japanese-style  mercantihsm  is  no  harmless  economic 
anomaly.  That  is  why  Washington — and  Coi-porate  America — 
should  think  twdce  about  the  specter  of  Chinese  mercantihsm. 
If  China  can  create  a  closed  economy  that  feeds  off  never-end- 
ing trade  surpluses  with  the  U.S.,  the  free-trade  system 
could  break  down.  It's  not  only  China's  size — its  economy  is  ex- 
pected to  rival  that  of  the  U.  S.  in  three  decades — but  its 
role  as  a  model  for  the  rest  of  Asia  that  matters.  The  U.  S. 
would  be  hai'd  put  to  remain  true  to  its  free-trade  principles  if 
all  of  Asia  goes  mercantihst. 

To  a  growing  number  of  Americans,  the  benefits  of  free 
trade  are  already  elusive.  Traditional  opposition  from  unions 
on  the  left  is  being  joined  by  new  opposition  on  the  right, 
from  freshman  Repubhcans  to  European  businessman  Sir 
James  Goldsmith.  The  bipartisan  support  behind  the  U.  S.  role 
in  financing  the  expansion  of  free  markets  and  democracy 
around  the  world  that  began  with  the  Marshall  Plan  is  erod- 
ing. Increasingly,  the  forces  of  protectionism  and  interna- 


tionalism do  battle  in  Congress.  Neither  the  Democrat! 
Republican  leadership,  for  example,  could  deliver  the  voi 
provide  loan  guarantees  to  help  Mexico.  And  the  I 
American  Free  Trade  Agreement  and  the  General  Agre( 
on  Tariffs  &  Trade  passed  with  the  slimmest  of  margir 

It  may  be  that  Beijing's  leadership  crisis  makes  it  ha 
China  to  accommodate  the  U.  S.  But  the  confusion  surrot 
the  imminent  passing  of  Deng  Xiaoping  is  also  an  oppori 
China  is  not  only  undergoing  a  succession  crisis,  it  is  de 
what  kind  of  capitalism  it  wants — closed  or  open,  state-c 
or  private,  inward-looking  or  internationalist.  Does  it  ei 
its  laws  on  intellectual-property  rights,  or  does  it  not? 

Now  is  a  perfect  time  for  Washington  to  make  it  clea 
the  U.  S.  and  the  global  trading  system  are  open  oi 
those  who  play  by  the  rules.  Running  29  factories  that 
terfeit  American  software  and  video  disks  is  simply  n 
ceptable  in  a  trading  partner.  It  is  more  than  a  mat 
knocking  off  copies  of  The  Lion  King.  The  intellectual 
erty  conflict  revolves  around  Chinese  pii-acy  of  U.  S.  te 
ogy  and  management  knowhow  on  a  broad  scale.  After  ( 
ler  Corp.  invested  millions  of  dollars  in  China  to  build 
it  discovered  to  its  horror  that  the  Chinese  were  kn( 
them  off — with  no  apology  (page  32). 

This  is  a  critical  moment  for  free  trade.  U.  S.  Trade 
sentative  Mickey  Kantor  should  make  it  plain  that  the 
terfeiting  must  end  and  the  trade  imbalance  must  b 
shrink  before  the  U.  S.  allows  China  to  join  the  new 
Ti'ade  Organization.  China  and  the  U.  S.  can  prosper  t 
er  only  if  they  can  reap  benefits  from  being  in  each 
markets.  That  message  should  be  dehvered  to  Beiji 
Kantor — and  all  of  China's  trading  partners,  for  that  r 
Anything  less  will  undermine  free  trade  around  the  g 


BROKERS  SHOULD  HEED  THE  WAKE-UP  CALL 


Have  you  looked  at  your  brokerage  statement  lately? 
What's  most  noticeable  is  what  isn't  there.  Among  the 
missing:  a  tally  of  total  commissions  paid  and  the  rate  of  return 
for  stocks  and  bonds  in  the  account  for  the  quaiter  or  the  year*. 

In  fact,  woefully  inadequate  statements  are  symptomatic  of 
an  industry  that  has  appai-ently  wanted  to  keep  investors  in 
the  dark.  Until  recently,  Wall  Street's  dirty  little  secret  was  a 
compensation  system  that  sometimes  puts  brokers'  interests 
in  conflict  with  customers'.  Among  the  most  questionable 
practices:  paying  brokers  extra  commissions  for  seUing  firm- 
sponsored  mutual  funds  and  life  insurance;  pitching  a  "prod- 
uct of  the  month"  to  clients;  and  compensation  schemes  that 
provide  tremendous  incentives  for  "churning"  (page  70). 

Thankfully,  some  of  the  worst  practices  are  being  eliminat- 
ed. The  long-overdue  changes  result  largely  from  a  reform- 
minded  crusade  by  Securities  &  Exchange  Commission  Chair- 


man Arthur  Levitt  Jr.,  a  former  brokerage  firm  executi 
head  of  the  American  Stock  Exchange.  At  his  urj 
biggest  Wall  Street  brokerage  firms  have  cooperated 
soon-to-be-released  task  force  study  that  will  recommi 
ing  away  with  egregious  practices. 

The  stakes  for  Wall  Street's  traditional,  big-name 
are  high.  If  brokers  lose  much  more  public  confidence, 
ment  dollars  will  flow  faster  into  the  hands  of  mutual| 
independent  investment  advisers,  and  discount  outfits 
Charles  Schwab  &  Co.  A  failure  by  the  industry  to 
more  investor-friendly  also  would  likely  bring  press 
regulators.  Levitt  is  not  a  proponent  of  new  regulatii 
the  heavily  controlled  industry  doesn't  need  more  rul< 
the  SEC  could  require  firms  to  disclose  to  customers  de 
commissions  and  performance.  Come  to  think  of  it, 
tors  should  start  demanding  these  changes  right  awa 
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Every  night,  The  Philadelphia 
Inquirer  broadcasts  its  own  local 
program  based  on  the  next  day's 
newspaper.  In  California,  the  San 
Jose  Mercury  News  reaches 
consumers  via  computer  through 
America  Online.  At  our 
Information  Design  Lab,  Knight- 
Ridder  people  are  pushing 
beyond  today's  technology  to 
create  the  information  pipelines 
of  the  next  century.  Knight-Ridder 
also  serves  subscribers  in  more 
than  100  countries  with  Dialog, 
the  world's  leading  online  source 
for  business  and  professional 
information.  And  Knight-Ridder 


slO  ONE  KNOWS 


what  FORM 


INFORMATION 


will  TAKE. 


But  we've  already  spent  Ml LLIONS  making 
very,  very  educated  guesses. 


Financial  provides  real-time  and  archival  market  data  to  subscribers  around  the  world.  ■  At 
Knight-Ridder,  we  know  how  fast  the  world  of  information  is  changing.  And  we're  investing 
substantial  resources  to  be  able  to  lead  those  changes.  We're  committed  to  providing  the 
information  people  want  —  in  whatever  format  they  want  it  —  while  maintaining  our 
century-long  traditions  of  accuracy,  reliability  and  journalistic  excellence.  Traditions  that 
give  meaning  and  credibility  to  mere  information.  ■  No  matter  what  form  it  takes. 
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Wlien  Lisa  was  born 
her  kidneys  didn't  work. 
So  we  helped  Lisa  s  mother 
learn  to  care  for  her. 
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IT'S  AS  FINELY  TUNED  UNDER  THE  ROi 


In  designing  the  Galant  LS,  we  strived  to  create  a  car  that  excelled  in  every  respect.  That's  why  inside,  you'll  find 


more  interior  room  than  Accord  EX  or  Altima  GLE  *  And  with  an  available  Luxury  Package,  there's  plush  leather  trim, 

INTRODUCING  THE  LUXURIOUS 

an  8-speaker  Mitsubishi/Infinity'  audio  system,  plus  meaningful  luxuries  like  a  power  driver's  seat  you  can  adjust  four 

NEW  GALANT  LS. 

ways,  and  a  security  system  with  remote  keyless  entry.  There's  also  an  exclusive  feature  called  Mitsubishi  HomeLink'" 
which  lets  you  operate  security  gates,  garage  doors,  even  house  lights,  all  as  you  pull  up  your  driveway.*  Powering 


1 


the  Galant  is  a  confident  141 -horsepower"engine,  with  a  very  smooth  automatic  transmission.  Anti-lock  brakes  are 


available,  and  dual  air  bags  are  standard.  Yet,  you  can  get  into  a  base  model  Galant  starting  at  just  $14,349.* 


Probably  why  Road  &  Track  remarked,  "It's  without  question,  a  lot  of  car  for  the  money.'"**  To  which  you'll  surely 


add,  "A  lot  of  finely  tuned  car  for  the  money."  Forthe  Mitsubishi  Motors  Dealer  nearest  you,  call  1-800-55MITSU. 


GALANT 


AMITSUBISHI 

ksa  The  New  Thinking  In  Automobiles 


tii.il  Mi-nihvi^hip  Milc^  "  progr.im  Ice  is  w,ii\f.'d  lor  ymir  tirsi  ytvir  ot  cnri)!lmi.-nt.  Ymi  c.m  h(.-i;in  redefining  priii;r.im  iiiiIl-s  once  \nii  h<nf  ilurged  .1  i.i)nibincd  li>t.il  ol  ^^.(Itjd  im  enrolled  Ameriejn  I-xprcss  demounts. 
■  >l  t",;cs        he        ,nid  teniiN  ni.iy  v.irv  Some  (  orpor.ite  <  \irds  m,iv  niil  he  eligible  Idr  etirnllrneiil  lur  I'l.ilimitn  (  .ird  memhers,  ihere  is  no  Ice  for  enrolliiicnl.  »)\9^4  i  JeltJ  Air  l  ines,  hu 


iierican  Express*  Card. 
)  Cities  Worldwide. 


Wherever  international  business 
travel  takes  you,  take  along  the  travel 
partners  that  make  it  simple. 

The  Membership  Miles®  program 


from  American  Express  makes  everything 


you  charge  with  the  Card  earn  program 


miles  toward  free  flights  and  other  special 


travel  awards.  And  you  can  transfer 


program  miles  to  your  Delta  Frequent 


Flyer  account,  to  earn  free  flights  even 


faster  to  any  of  the  32  countries  Delta 


serves.  To  enroll  in  the  Membership  Miles 


program,  call  1-800-443-9251. 

Delta  Air  Lines  and  the 


American  Express  Card.  Together,  the  ways 


and  means  to  make  your  international 


business  travel  more  convenient. 


more  comfortable  and 


more  rewarding. 


A^DEinAAIRLINES 

 YOU'LL  Love  The  Way  We  Fly^  


Dun  I  li_-a\c  I  li  line  WiLlmut  Itr 
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CYBERSPACE 

Software  makers  » 
rushing  to  cash  ir 
with  powerful  ne^ 
programs  for  a  va^^j. 
electronic 
marketplace  page' 


Special  Report 
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Up  Front 


EDITED  BY  LARRY  LIGHT,  WITH  RUTH  COXETER 


l-WAY  PATROL 

THEGOFS  STUMBLE 
IN  CYBERSPACE 

CYBERDEMOCRACY  SEEMS  TO 

have  backfu-ed  on  House  Re- 
publicans, who  are  big  boost- 
ers. Speaker  Newt  Gingiich 
(R-Ga.)  wants  Capitol  Hill 
more  wired  into  the  Internet, 
so  citizens  have  direct  access 
to  their  government.  Fine, 
except  for  a  furious  electron- 
ic lobb^ang  battle  over  public 
access  to  a  Justice  Dept. 
database  on  court  decisions. 

The  Republicans  were  sty- 
mied on  their  bid  to  aid  West 
Publishing,  the  company  that 
helped  set  up  the  database 
for  Justice  and  also  makes  a 


lucrative  living  supplying  le- 
gal citations  to  private  law- 
yei-s.  West  wonies  that,  since 
the  database  is  part  of  a  pub- 
lic agency,  it  could  be  re- 
leased to  Internet  bulletin 
boards — destroying  the  com- 
pany's main  business.  Result: 


LAW  DATA:  Fodder  for  the  Net 


TALK  SHOWuwe  must  choose  between  pulling  ourselves  I 
into  the  late  20th  century  or  remaining  mired  in  the  tired  a;  ! 
abandoned  policies  of  the  Great  Society.?? 

— New  York  Mayor  Rudolph  Giuliani,  on  his  drastic  budget  cuts 


Chairman  William  Clinger  (R- 
Pa.)  recently  tried  to  push  a 
measure  through  his  House 
Government  Reform  &  Over- 
sight Committee  aimed  at 
blocking  pubhc  access  to  the 
database  without  West's  0.  K. 
McGraw-Hill,  pubhsher  of 
BUSINESS  WEEK,  backed  West. 
Outi-aged,  Nadeiite  lobbyist 
Jamie  Love,  head  of  the 
Ta.\payer  Assets  Project, 
posted  a  note  on  the  Net 
that  decried  the  provision 
as  thwarting  access  to 
public  documents. 

Lawmakers  were  flood- 
ed with  fax  and  E-mail 
protests.  The  committee 
overwhelmingly  voted 
down  Chnger's  proposal, 
and  it  now  says  it  plans 
to  give  the  idea  more 
study.      Catherine  Yang 


J  I 


WILD  BLUE  YONDER 


AN  AUSSIE  INVASION  AT  ALITALIA 


.■\L1T.\LL\    P.ASSEXGERS  NOW 

might  hear  "G'day"  rather 
than  "Buon  giorno"  from  the 
flight  crew.  To  the  vexation 
of  the  Italian  canier's  unions, 
Australia's  Ansett  Worldwide 
Aviation  Services  is  supply- 
ing two  planes  and  their 
crews  as  part  of  Alitalia's 
turnaround  effort.  Ansett, 
owned  by  media  magnate  and 
union  scourge  Rupert  Mur- 
doch, delivers  operating  costs 
that  are  at  least  '?,b%  lower 
than  on  Alitalia's  fleet. 

Angry^  at  what  they  see  as 
a  brazen  bid  to  circumvent 
costly  union  contracts,  pilots 
and  crews  strack  the  airline 
Feb.  lo  and  14,  and  it  can- 
celed one-third  of  its  flights. 
They  returned  to  the  bar- 
gaining table  Feb.  15. 

But  no-nonsense  ceo  Ro- 
berto Sc-hisano  says  he  is 
bent  on  cutting  costs  at  Ali- 
taha,  which  lost  $172  million 
last  year.  The  problem  is  low 
productivity.  Alitalia  pilots 
earn  ai-ound  the  $100,000-per- 
year  European  norm,  but 
work  far-  less  than  most.  Schi- 
sano  has  rejected  a  union 


plan  to  hike  pay  in  return  for 
more  hours  in  the  air,  saying 
pre\ious  such  deals  failed.  He 
has  to  hope  that  the  Italian 
government.  Alitalia's  main 


shareholder,  won't  cave  in  to 
union  demands. 

The  pressure  is  especially 
intense  because  Europe's  flag- 
carrier  airlines  face  a  U.  S.- 
style  deregulation  in  1997. 
Then,  low-cost  upstarts  can 
begin  taking  traffic  away 
from  them.      John  Rossant 


THE  LIST  CORNER-OFFICE  LEGAL  AID 


Bill  still  has  friends  in 
these  Republican 
times,  even  in  the  ex- 
ecutive suite.  And  he 
needs  them;  The  tab 
for  the  President's  lega 
defense  against  White- 
v^/ater  allegations 
and  Pauia  Jones' 
harassment  charges 
stands  at  $1.2  mil- 


lion.  Hence,  the  creation 
of  the  Presidential  Legal 
Expense  Trust,  which 
has  raised  $608,080. 
More  than  5,200  folks 
have  chipped  in,  from 
baby-sitters  to  Holly- 
wood's Barbra  Strei- 
sand. And  a  number 
of  CEOS  at  the 
$1,000  max. 


CEO  DONORS  TO  CLINTON'S  DEFENSE  FUND 

EDGAR  BRONFMAN  Joseph  _E_.  Seagram  _&  _S_o_n_/  Liquor 

JOHN  BROVVN JR.  Kenny  Rqg^ejs  Roasters  /  Resta_urantch_ain_ 

RONALD] OOzWeTZ  f] rVt^Hospitar/ ljealth_ 'care_ 

JAMES  LEBENTHAL  Lebenthal  &  Co.  /  lnvestment  'banking__ 

CHARLES  MORGAN  JR.  /^cx[omJ_Cqm_p_uter  services 

THOMAS  O'BRjEN  Jectjade 77erf///ze7 1 ] 

HOWARD  PASTER  Hill  & 'Kno"wrton7>uW/c  relations 


JONATHAN  TISCH  Loews  Hotels  /  Lodging^ 
^EW  WSSERMAN  '^_^~l^\iMoyles_ 

mX:  THE  PRESIDENTIAL  LEGAL  EXPENSE  TRUST 


CAREY:  A  dose  of  tough  lo 
UNION  DUES 

BROTHERHOOD 
VS.  BROTHER 

 L. 

THE  TE.A_MSTERS'  .\"EW  REFOlf 

leadership  is  ratcheting  up  ; 
drive  against  con-uption,  i- 
ing  the  same  antirackete<- 
ing  laws  the  feds  did  to  craci 
down  on  the  union  in  the 
1980s.  Led  by  reformer  Rt 
Carey,  the  Internatiorl' 
Brotherhood  just  filed  a  ff- 
eral  civil  suit  charging  tl[. 
former  officials  of  Chicagi! 
based  Local  705,  its  attomi,' 
and  doctor  bilked  the  led 
out  of  $4  million.  The  Rack(- 
eer-Influenced  &  Corrupt  (- 
ganizations  (Rico)  laws  pin 
vide  for  treble  damages,  r 

The  suit  accuses  form} 
Local  705  President  Danii 
Ligurotis — ousted  from  tr 
union  in  1992 — of  channelify 
money   from   pension  aib  ' 
health  funds  to  cronies,  ij-^™ 
ample:  nearly  $2  million  to'-"™ 
nance  an  upscale  restaurafWCil 
in  downscale  Teamster  Cit|et( 
where  it  lasted  seven  montll{all 
The  suit  says  the  owner,  A^ijtjQ 
gelo  Kokas,  was  a  con\ict|:t 
felon  with  mob  ties.  | 

The  union  charges  Ligui 
tis  with  soliciting  a  $25,0| 
bribe  from  Lucchese  ciin:- 
family  associates.  Plus,  t' 
local's  doctor,  William  Dak 
sandro,  allegedly  dii'ected  p 
tients  to  clinics  he  hadj 
stake  in  and  billed  the  unU 
for  services  not  performf 
The  suit  says  attorney  She 
man  Cai-mell  aided  and  abt^ 
ted  these  activities.  None  f 
those  named  could  be  reach 
for  comment.      Kevin  Kelll 
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MEETINGS 


ONES 
NOBODY 
HAS  TO 

ATTEND. 


You  don't  have  to  get 
ij  a  cab.  Or  on  a  plane. 
With  networkMCi  Con- 
jencing,  all  you  have 
1  get  on  is  the  phone. 
!  Call  in  or  fax  your  res< 
SI  'ation,  and  we'll  do  the 
ij  it,  connecting  you  to  as 
ny  as  1,000  people  at 
ime.  (Try  fitting  that 
ny  in  your  conference 
f|  »m.) 

We  even  guarantee*  that 
jr  meeting  will  start  on 
ledule. 


netwoitdVICi  Conferencing 
offers  businesses  the 
reliability  and  quality  of 
MCI 's  fiber-optic  network, 
the  convenience  of  24- 
hour  service,  and  the 
flexibility  of  four  billing 
options. 

Actually,  for  a  limited 
time,  we're  offering  a  fifth 
option:  your  first  call** is 
free. 

For  more  information, 
just  call  1-800-475-3555.  A 
meeting's  not  necessary. 


Con  fe  r  e  n  c  I  n  Bi 


"onterencing  guarantees  domestic  dial-out  calls  begin  no  later  than  10  min.  after  ttie  reserved  time,  assuming  eacti  participant's  availability.  Applies  to  domestic  dial-out  calls  only.  II  MCI  fails  to  meet  above  stipulations,  subscriber 
iify  MCI  in  writing,  and  receive  a  credit  equal  to  the  charge  tor  that  call  "New  networkMCi  Conlerencing  customers  will  receive  a  free  audio  conference  call,  not  to  exceed  300  mm,  Calls  over  300  mm.  will  be  billed  at  applicable 
ind  a  credit  will  be  received  for  free  mm.  Sign-up  and  free  call  must  occur  between  2V1/95  and  4/30/95  Offer  cannot  be  combined  with  any  other  networkMCi  Conferencing  promotion  ©networkMCi,  Inc.  1995, 


Up  Front 


WORKPLACE  SURVEY 

A  WOMAN'S  PLAGE? 
IN  CHARGE  

WOMEN  ARE  BETTER  BOSSES. 

That's  the  verdict  from  a  sur- 
vey of  more  than  9,000  man- 
agers w^ho  graded  male  and 
female  superiors  on  20  skills 
ranging  from  communicating 
to  decisiveness.  According  to 


EMPLOYEES  RATE 
BOSSES  BY  SENDER 


How  they 
do  at: 


DECISIVENESS 


DATA:  LAWRENCE  A  PFAFF  &  ASSOCIATES 


Lawrence  A.  Pfaff  &  Asso- 
ciates, the  Kalamazoo  (Mich.) 
consulting  firm  that  did  the 
study,  women  are  rated  the 
best  in  every  category. 

The  gap  is  the  biggest  on 
planning,  making  changes, 


and  evaluating  employee  per- 
formance, where  females  out- 
shine males  by  10  points. 
Ratings  are  like  school 
gTades,  from  0  to  100.  So,  for 
example,  women  score  56  on 
planning,  vs.  46  for  men.  The 
sexes  come  the  closest  on 
delegating  authority,  55-54. 

Why  would  women  make 
better  chiefs  than  men?  Says 
Lany  Pfaff,  the  firm's  presi- 
dent: "Women  are  still 
brought  up  to  be  more 
social.  Those  skills  pay 
off  in  the  workplace." 

This  survey  certainly 
seems  to  dispute  old 
notions  that  "male" 
qualities  make  for  bet- 
ter leaders.  But  other 
sui'veys  indicate  no  real 
differences  exist  be- 
tween genders.  Jeffrey 
Sonnenfeld,  director  of 
Emory  University's 
Center  for  Leadership  and 
Career  Studies,  says  these 
studies  show  a  greater  gap 
between  individuals  than  be- 
tween sexes.  He  decries 
"creating  a  cartoon  character 
of  gender  differences."  □ 


PUDGEBALL  NATION 


SEAHLE  IS  ON  A  (CINNAMON)  ROLL 


FIRST   COFFEE    BARS,  NOW 

bun  shops.  As  it  did  with 
Starbucks,  Seattle  has 
launched  another  trendy 
chain,  this  one  selling  cinna- 
mon buns.  Like  Starbucks, 
Cinnabon  shops  are  popping 
up  in  cities 
across  the 
land.  Cinnabon 
sells  huge, 
nine-ounce  cin- 
namon  rolls 
fresh  from  the 
oven,  rich  and 
sticky,  drip- 
ping with  mar- 
garine  and  spiced  with  Indo- 
nesian Korintji  cinnamon.  So 
what  if  a  bun  costs  .$1.89  and 
has  810  calories  (a  Minibon 
goes  for  $1.39,  with  330  calo- 
ries)? Long  lines  form  out- 
side Cinnabon  shops. 

Started  in  1986,  $100  mil- 


BEHOLD:  The  $1.89  ban 


lion  Cinnabon  has  averaged 
25%  annual  sales  gi'owth.  It 
now  has  276  shops  (about  half 
fi-anchised)  in  37  states,  Cana- 
da, and  Mexico,  with  a  500- 
store  goal  by  2000.  Its  par- 
ent. Restaurants  Unlimited, 
hopes  to  go 
public  within 
three  years. 

The  company 
calls  its  shops 
"bakeries"  be- 
cause custom- 
ers can  breath- 
lessly watch 
the  rolls  being 
made.  They  come,  says  Pres- 
ident Dennis  Waldron,  "for 

the  emotional  experience  

It's  not  a  fuel  stop."  Oh,  yes. 
Cinnabon  also  sells  custom- 
blended  coffee,  called  Ruby- 
moon.  After  all,  it's  from 
Seattle.       Dori  Jones  Yang 


DRAWN  &  QUARTERED 


"  WSfMPElTKSSlBLERSHE 
ToVJORKATHOHEFDiiTlML 
-IVcKEH  LAID  OFF 


FRENCH  CONNECTION 

ONE  MAN'S  STEED  IS 
ANOTHER'S  SUPPER 

HOSS  RUSTLING  HAS  BECOME 

a  nagging  problem  lately.  In 
Texas,  everything  from  the 
old  gray  mare  to  champion 
quarter  horses  are  disap- 
pearing from  barns  and 
pastures.  "We're  up  to 
one  horse  missing  per 
day  now,"  says  Kathy 
Fleming  of  the  Texas 
Horse  Owner's  Assn.  A 
few  years  back,  it  was 
two  or  three  horses 
per  week.  Now,  around 
Houston,  it's  so  bad 
authorities  are  holding 
low-cost  "branding 
days"  to  mark  horses. 

Blame  most  of  it  on  a  long- 
standing appetite  for  horse 
meat  in  France  and  Belgium. 
The  number  of  horse  butch- 
ers has  declined  there  in  re- 
cent decades  as  tastes  turned 


to  other  fare.  Too  mud 
The  continued  demand 
cheval  can't  be  met  dom 
cally.  Stolen  horses  usi 
end  up  in  U.  S.  pad 
plants,  then  the  mea' 
shipped  off  to  Europe.  P 
ers  pay  rustlers  75(2 
pound.  Since  the  avei 
horse  weighs  1,200  pou 


DARN!  Where's  Old  Paint? 


says  Houston  Police  Ofl 
Cyndi  Hogg,  "you're  tall 
pretty  good  money."  C 
pared  to  an  auto,  "horses 
easier  to  steal."  A  whinn 
a  lot  quieter  than  a  squa 
ing  car  alaiTn.  Kate  Mur 


THE  BIG  PICTURE 


GENERICS  RULE 


Increasingly,  you  can  get 
a  low-cost  generic  drug 
instead  of  a  brand  name. 
With  more  categories  of 
pharmaceuticals  open  to 
generics,  drug-price 
inflation  slowed 
to  3.3%  last 
year  from 
9.9%  in 
1990. 


Brand  names  must  ke 
prices  down  to  cornpe| 
One  impetus  for 
change:  Managed-Cc 
providers,  eager  to  re 
in  expenses,  e: 
pushin; 
generic  subs 
tutior 


FOOTNOTES  Americans  who  don't  read  their  insurance  policies:  51  %.  Those  who  don't  understand  them:  B0% 
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New  Dr  i^jreds. 


In  CaSG^cnx  _ 
Haverit  Noticed, 


Finally,  there's  a  waterproof  skoe  tkat  stands  up  to  tke  kusiness  environment. 
Witk  fine  leatker  uppers.  Breatkakle  leatker  lining.  And  our  patented  Flor-Flex® comfort  system 
Call  1-800-446-3500  for  tke  Florskeim  dealer  nearest  you.  And  sinl?  your  feet  into  a  pair. 
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BEST  MUTUAL  FUNDS 
FOR  WHOM? 


"The  best  mutual  funds"  (Cover  Sto- 
ry, Feb.  6)  states  that  the  best  funds 
were  not  the  ones  with  the  biggest  to- 
tal returns  but  the  ones  that  gave  the 
best  "risk-adjusted"  performance.  For 
investors  with  long  time  horizons  (for 
example,  college  funding  for  young  chil- 
dren or  long-term  retirement  planning), 
volatility  is  irrelevant.  Consciously  ac- 
cepting lower  returns  than  could  other- 
wise be  achieved  just  to  have  less  vol- 
atility will  virtually  guarantee  less 
money  at  the  time  when  it  will  be 
needed. 

The  best  way  to  evaluate  any  long- 
range  investment  program  is  by  total 
return.  Only  when  a  substantial  with- 
drawal is  contemplated  over  the  near 
term  should  long-term  investments  be 
shifted  to  lower-returning  vehicles  to 
avoid  the  risk  of  being  forced  to  cash 
out  at  an  inopportune  moment.  The 
most  serious  problem  in  most  Individ- 
ual Retirement  Accounts  and  401(k)- 
type  accounts  is  keeping  long-term 
money  in  inappropiiate  (read:  lower  to- 


I 


tal  retLirn)  investments  such  as  mc 
funds  and  bond  funds. 

Paul  M.  F 
Senior  Vice-Presii 
Wheat  First  Butcher-  Sii| 
Chadds  Ford, 

SANITY.  MADNESS, 

AND  THE  BUDGET  

Yoiu'  recent  comment  on  fiscal  pc 
"The  i30P's  bi'utal  bottom  hne"  (Govl 
ment,  Feb.  6),  once  again  refuses  to  ] 
ognize  that  the  only  conceivable, 
sible,  rational,  and  politically  acceptj 
road  to  a  balanced  budget  is  paved 
deep  and  immediate  cuts  in  defense  | 
intelligence  budgets.  The  gop  can 
vide  the  voters  no  rationale  basecJ 
national  secui'ity  concerns  for-  holq 
defense  spending  at  projected  le\ 
much  less  a  proposal  for  increase. 

Tom  Mur, 
San  Jose,  C| 


Your  excellent  stoiy  nicely  portrl 
the  kinds  of  program  cuts  requirecl  ^ 
balance  the  budget  per  the  Contif 
With  America.  Thank  you  for  adch'esl 


THE  MAN  WHO  MADE  EOONOMICS  UNDERSTANDABLE 


It  has  been  more  than  25  years  since 
Leonard  Silk  wrote  for  business  week.  But 
he  left  a  lasting  legacy.  In  the  15  years 
he  was  on  the  staff,  from  1954  to  1969, 
he  pioneered  a  new  form  of 
journalism:  the  coverage  of 
economics  as  news  and  public 
policy. 

With  the  guidance  and  sup- 
port of  Elliott  V.  Bell,  then  edi- 
tor and  publisher,  Silk  created 
BUSINESS  week's  economics  de- 
partment and  turned  out  a 
stream  of  coverage  that  made  the  great 
economics  issues  of  the  time  under- 
standable to  any  reader,  particularly 
during  the  "new  economics"  era  of  the 


LEONARD  SILK 


WEEK  has  consistently  built  on  that  tra 
tion  to  this  day. 

Leonard,  who  had  a  PhD  in  econom 
ics,  was  also  a  mentor  to  many  young| 
people.  He  was  generous 
with  his  time,  sharing  idea 
and  pushing  us  to  make 
complex  ideas  accessible  t 
the  public. 

Leonard  Silk  died  on  Feb. 
at  76.  Until  his  retirement 
two  years  ago,  his  was  a  fa- 
miliar name  on  the  pages  of 
The  New  York  Times,  which  he  joined 
shortly  after  leaving  business  week.  He 
will  be  remembered  for  his  role  in  lead 
ing  the  transformation  of  the  "dismal 


Kennedy  and  Johnson  years,  business       science"  into  the  stuff  of  good  reading 
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he  Corporate  Line  of 
highly  productive  high- 
volume  copying  systems  is/ 
one  magnificent  expression  of 
Canon's  visionary  thinking. 

For  instance,  the  Canon 
NP  9850  Copier-Duplicator  is 
a  powerful  high-volume,  high- 
speed machine.  It's  the  latest 
addition  to  The  Corporate  Line 
to  feature  sophisticated  docu- 
^ment  handling  ajid  finishing  capa- 
bilities. Furthermore,  every 
machine  in  The  Corporate  Line, 
including  the  NP  9800,  NP  8530, 
and  NP  6060,  is  a  monument  to 


.  In  othe^ 
words,  they're  built  to  maximize 
productivity,  uptime,  and  output 
meet  the  needs  of  your  busi- 
— day  in  and  day  out. 
Now,  as  never  before,  you  ;| 
can  equip  your  entire  office,  frorrr 
central  repro  departments  to  just 
across  the  hall,  with  Canon's  sys- 
tem solutions  and  make  today's 
most  advanced  office  technoloj 
work  for  you. 

When  the  rest  say  you 
can't,  Canon  says  you  can. 

For  more  information,  call 
l-800-OK-CANON. 


Canon 


A  STICK  IS  NO  LONGER  REQUIRED  T 


I 


THEM3AUT0MATI& 

There  is  a  popular  notion  (albeit  misconceived) 
that  a  sports  car  must,  by  definition,  contain  a  manual 
stick  shift  and  clutch  pedal. 

That  only  the  deft  coordination  of  left  foot  and 
right  hand  can  land  you  in  the  presence  of  that  divinity 
who  presides  over  the  open  road. 

That  anyone  who  would  think  of  merely  shifting 
into  the  "D"position  and  letting  the  car  do  the  work 
must  somehow  be  deprived,  never  having  known  the 
true  joy  of  driving. 

Needless  to  say,  we'd  like  to  suggest  otherwise. 
And  our  reason  for  doing  so  is  the  new  M3  Automatic. 
Stablemate  to  the  car  Automobile  magazine  honored 
with  its  1995  Automobile  of  the  Year  award. 

Indeed,  there  was  no  shortage  of  accolades  for 
last  year's  M3.  It  made  Car  and  Driver's  1995  Ten  Best 
list  and  Motor  Trend's  ranking  of  the  Top  Ten  Fun  Cars. 

The  rest  of  the  automotive  establishment  was 
just  as  complimentary  AutoWeek  wrote,"Everyone  who 
drives  an  M3  wants  one  in  his  or  her  own  garage." 
EuroSport  Car  said,  "This  car  would  be  an  absolute  joy 
to  drive  on  a  daily  basis." 

And  here,  perhaps,  is  one  of  the  many  pleasures 
of  owning  an  automobile  like  the  BMW  M3.  It  is  truly  a 
car  for  driving  every  day  Whether  equipped  with  the 
manual  transmission  Car  and  Driver  called  "effortless," 
or  the  optional  5-speed  automatic. 

A  gear  box  specifically  engineered  to  suit  the  high 
performance  character  of  the  M3,  our  automatic  was 
designed  to  give  you  the  feel  of  a  manual.  Shifting 
is  crisp  and  immediate,  without  the  lag  you'd  normally 
expect  in  such  a  transmission. 

A  simple  tap  of  your  foot  on  the  accelerator  is  all 
that's  required  to  experience  the  eager  response  and 
exhilarating  quickness  that  have  already  made  the  M3 
a  legend  in  the  automotive  world. 

Which  brings  us  to  its  brilliant  240-horsepower, 
six-cylinder,  DOHC  power  plant.  Specially  tuned  by  our 
Motorsport  Division  engineers  to  match  ideally  with 
the  new  automatic  transmission,  it  delivers  high  torque 
at  the  low  end,  for  strong  pick-up  at  slower  speeds. 

An  abundance  of  power  at  the  high  end  means 
you  can  accelerate  from  zero  to  sixty  miles  per  hour  in 
a  mere  6.9  ticks  on  the  clock. 

Equally  impressive,  the  M3's  massive,  ventilated 
ABS  brakes  can  have  you  back  to  zero  in  just  under 
three  seconds. 

A  firm  sports  suspension,  variable-assist  power 
steering  and  low-profile  17-inch  wheels  join  forces  with 
our  engine/transmission  package,  providing  a  direct  feel 
for  the  road  like  only  a  BMW  can. 

And  lest  you  imagine  all  this  performance  arrives 
at  the  expense  of  comfort,  be  advised  that  the  M3's 
interior  is  well  appointed  with  amenities.  A  micro-filter 
ventilation  system,  powerful  stereo  and  multi-adjusting 
sport  seats  are  all  standard. 

The  result,  to  put  it  briefly  is  a  driving  experience 
you'll  be  hard  pressed  to  forget. 

Call  1-800-334-4BMW  to  learn  more  about  the 
new  M3  Automatic.  A  sports  car  engineered  not  just  to 
move  you  quickly  but  to  move  you  deeply 

THE  UmMATE  DRIVING  IVIACHINE. 


$14099 


■1043CN 


The  professional's 
choice  when 
every  word  is 
worthy  of  note 


Built  tor  business  professionals, 
this  roicL'-cictircited  niicrocassette 
starts  recording  at  tlie  sound  of 
speech  and  stops  automatically — 
eliminating  tape  "gaps"  and  saving 
batteries  and  playback  time.  Auto- 
level  maintains  consistent  xolume 
when  taping.  Two  speeds — it  can 
record  up  to  three  hours  on  a  90- 
minute  tape.  To  order,  or  for  the 
location  of  a  store  near  you,  call: 

1-800  THE  SHACK^" 

Radio  /haek 

You've  got  question.s.  We've  gf)t  an.swers.™ 


Prices  apply  at  pariicipalmg  Radio  Shack  stores  ancl  dealers  Items  not  available  at  a  participating  store  can  be  special-ordered  (subiect  to  availability) 
at  the  advertised  price  A  participating  store  will  otter  a  comparable  value  tf  the  product  is  sold  out  Independent  Radio  Sttack  dealers  and  tranchisees 
may  not  be  participating  m  this  ad  or  stock  or  special-order  every  item  advertised  Copies  ol  applicable  warranties  are  available  upon  request  at  sto-es 
tor  inspection  betore  sale  or  by  writing  Customer  Relations,  1400  One  Tandy  Center,  Fort  Worth,  TX  76102 


N  A  r  1  O  N  A  L     C       N  T  t:  R       for      P  A  M  I  L  ^      LI   I   E  R  A  C  Y 


One  in 


five  Amcncin  .idults 


cinnut  read  well  enoiigli  to 


iindersi.ind  this  ad. 


That's  vvh\'  the  National 


C Center  tor  I\iiiiil\  Literacy 


IS  ciinentiv  behind  iiterac\ 


programs    tor    tamihcs  in 


Suite  200-B,  325  We.st 
Main  Street,  Louisville, 
Kencuck)'  40202-4251,  for 
information  on  how  to  sLip- 
l^ort  (aniily  literacy.  Or  call 
^  1  502)  584-1133  e.xt.  33. 
It  we,  as  a  nation,  can 


To  12  million  adults  this  is  an  ad  about  a  dog. 
Actually,  it's  an  ad  about  literacy. 


over  1,000  communities 
across  America.  But  there  is 
much  more  we  need  to  do. 


We  urge  you  to  write  the 
National  Center  for  Family 
I-iterac\',  Waterfront  Plaza. 


achieve  full  literacy 
then  we  can 
achieve  anythin 
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Readers  Report 


CORRECTIONS  &  CLARiFiCATlONS 

"This  Mac  really  does  Windows"  (Techn 
ogy  &  You,  Feb.  13)  should  have  identif 
Reply  Corp.  iti  San  Jose,  Calif.,  as  the  co 
pany  that  sells  boards  enabling  Macintc 
computers  to  run  Windows  software.  Al: 
the  table  should  have  given  the  list  price 
a  PowerMac  6100  dos  Compatible  Compi 
er,  without  keyboard  or  monitor,  as  $2,7! 

The  item  "Robert  Haft  circles  Phar-Mor" 
Business  This  Week,  Feb.  20)  erred  in 
porting  that  Haft  had  collected  a  $34.1  m 
lion  jury  award.  A  jury  awarded  Haft  t 
sum,  but  the  decision  is  being  appeal© 


what  eludes  the  pohticians:  Both 
tax  cuts  and  budget  balancing  are  n: 
rhetorical  than  real.  Yet  you  don't  n 
tion  the  cost  of  financing  the  nati( 
debt.  I'd  like  to  see  a  similar  accouni 
of  what  programs  and  services  we'll 
ford  in  2002  -without  tax  cuts  and  gi 
the  euiTent  trend  in  deficit  I'eductio 

Bill  Ma 
Somerville,  ^ 
Starch@aol, 

Your  article  ends  with  one  House 
publican's  solution:  '"I'm  going  to  v 
for  the  amendment.  And  then  I'm  go 
to  pray  to  God  that  the  states  d( 
ratify  it."  I  wish  our  congressmen  wc 
get  on  with  the  work  they  were  elec 
to  do:  Reduce  the  deficit,  refomi  v 
fare,  reform  health  care,  and  set  t€ 
limits.  We  are  sick  and  tired  of  mon 
the  same  rhetoric  and  dishonesty.  S 
talking  and  start  doing  the  diffic 
tasks  you  were  elected  to  do. 

Freida  Sh 
Baltim 

CLINTON'S  NEW  COVENANT? 
THANKS.  BUT  NO  THANKS 


In  "The  crux  for  Clinton:  follow: 
through"  (News:  Commentary  &  Axii 
sis,  Feb.  6),  you  seem  to  think  the  N 
Covenant  is  a  reasonable  vision  of  g 
emment.  You  quote  from  Clinton's  St 
of  the  Union  speech:  "We  should  rely 
government  as  a  partner  to  help  us 
more  for  ourselves."  As  a  middle-cl 
American  who  voted  for  the  GOP  1 
November,  I  see  nothing  reasonable 
that.  This  government  "partner,' 
my  other  "partner,"  the  state  of  Mic 
gan,  already  takes  40%  of  my  income 

Please,  no  more  partners!  We  can 
more  for  oiu'selves  if  the  governm«] 
gets  out  of  our  hves,  leaves  us  alo:| 
reduces  its  size,  and  takes  less  of 
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BUSINESS 
NEVER  STOPS. 
NOW,  NEITHER  WILL 
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Introducing  BusinessWeek  Online, 
a  new  interactive  service  that 
lets  you  stay  constantly  in  touch 
with  the  world  of  business. 
Timely,  global  and  user-friendly, 
Business  Week  Online  enables  you 
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•  Get  immediate  access  to  global  news 
and  analysis! 
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think 


you  can  retire 
on  Social  Security, 
you've  reached  this  page 

just  in  time. 


You  work  all  those 
years  and  pay  st)  much  in 
taxes.  At  least  one  day 
you'll  get  to  collect  on 
what  you've  contrihutcd. 
Or  so  you  think. 

Currently,  ^.4 
workers  are  contrih- 
utnig  to  Social 
Security  tor  each 
retiree  collecting 
henetits.  When  today's 
30-year'olds  retire, 
there  will  he  less  than  twc 
workers  per  beneficiary! 

Social  Security  alone 
may  nnt  provide  you  with 
the  standard  of  living  to 
which  you're  accustomed. 


So  how  can  you  pre- 
pare tor  a  more  secure 
retirement? 

Send  tor  a  tree  copy 
ot  Twentieth  Century's 
guide,  The  New 
Retirement  Realities : 
Strate;:^ci  jor  a  Mure 
Secure  Future,  and  a 
complete  IRA  plan- 
ning kit.  You'll  learn 
new  ways  that  may  help 
you  adjust  your  strategy  to 
better  prepare  tor  the  tuture. 
Plus,  yoLi'U  discover  the 
many  benefits  ot  addmg  an 
IRA  to  your  retirement  plan. 

There's  still  time! 
CaU  1-800-345-2021 
today. 


I'O  Bijx  119L'()(I  •  Kansas  City,  Missouri  l)-1141-i)L;nii 

Please  Rush  Me  A  Free  Copy  Of 
The  Ncir  Retirement  Realities  And  IRA  Kit  Today! 

TutnriLth  Century  Shareholder?    □  Yes    □  No 


■AJarew 

City 
•!<;w 

ite 

'  t'N^  Si,^;:i|  ScLUnry  Annu.i!  Trustees'  Reporr 

The  IRA  Kit  contains  a  pmspectus  with  mure  complete  intorniation,  inciuJiny  chart;es 
and  e.'<pc-n--es.  Please  read  the  prospectus  carefully  before  investing. 


Readers  Repor 


money.  So  let's  get  on  with  it,  GOP 
have  two  years.  Let's  slash,  let's  bu 
Peter  Chai 
Muskegon,  I 

THE  GIFT 

OF  SOUND  TECHNOLOGY 


"They're  beaiing  the  gift  of  so' 
(People,  Feb.  6)  shows  that  devicej 
the  disabled  don't  have  to  be  pn 
tively  expensive.  It  also  shows  how 
corporations  working  with  specia] 
technology  developers  can,  with 
cost  impact,  broaden  the  market 
help  ensui'e  the  success  of  the  devi( 

There  was  one  misstatement  oAji^Ib 
in  the  article  when  it  stated  that 
Americans  with  Disabilities  Act  (. 
requires  employers  to  hire  a  cei  kfi 
number  of  disabled  workers.  ADA 
not  establish  quotas.  ADA  only  st  tose 
that  an  employer  cannot  discrimi 
against  an  otheraise  qualified  indiv: 
based  on  that  person's  disabihty. 

Herbert 
Goleta,  (Ljj 


TAXES  AS  EASY  AS 
ONE.  TWO,  THREE 


m 

ii;ai 


1.S01 

iers" 


Yoiu"  list  of  proposals  for  stmplif 
income  taxes  ("So  many  tax-cutten 
little  room  to  maneuver,"  News:  Ana 
&  Commentary,  Jan.  30)  reminded  j  (, 
of  one  that  a  friend  and  I  di-afted  in 
'30s,  while  we  were  at  law  school 
proposed  a  tax  so  simple  there  w 
be  only  thi-ee  lines  on  the  tax  fonn: 

1.  How  much  flid  you  make  last  y 

2.  How  much  do  you  have  left? 

3.  Send  it  in! 

Gerald  R  Rr  ' 

ten 


Roswell, 
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Mail:  Business  Week,  1221  Avenue  of  the  Americas, 
39th  floor,  New  York,  NY  10020 
Fax:  (212)  512-4721 
Internet:  bwreader@mgh.com 
America  Online:  readersbw 

SUBSCRIBER  SERVICES 

For  individual  subscriptions,  corporate  subscription 
renewals,  changes  or  problems,  and  single  copies. 
Phone:  (800)  635-1200  or  (609)  426-7500 


nrlii 


the 
to  re 


rio! 
rej 


COPYRIGHT  PERMISSIONS 
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BARDIERS 

)  Bronson 

om  House  •  319pp  •  $22 


NEST  OF  VIPERS 

By  Linda  Davies 
Doubleday  •  406pp  •  $23 


FREE  TO  TRADE 

By  Michael  Ridpath 
HarperCollins  •  346pp  •  $23 


4TIRE  ON  THE  STREET, 
USPENSE  IN  THE  CITY 


It  was  a  filthy  profession,  but  thie 
money  was  addicting,  and  one 
addiction  led  to  another,  and 
were  all  going  to  hell."  With  that 
:ing  opening  sentence,  former  cs 
:  Boston  trader  Po  Bronson  launch- 
iombardiers,  a  send-up  of  life  on 
bond-trading  floor  that  starts  out 
and  never  lets  up.  Bronson's  book — 
aps  the  most  entertaining  depiction 
-eed  and  dishonesty  on  Wall  Street 
to  see  print — is  the  best  of  three 
novels  by  finan- 
world  insiders, 
others  ai'e  thtill- 
Nest  of  Vipers 
jinda  Davies,  a 
ler  merchant 
:er,  and  Free  to 
ie  by  onetime 
.  manager  Mi- 
1  Ridpath. 
ronson's  "bom- 
iers"  are  the  37 
1  salespeople  in 
San  Francisco 
e  of  an  invest- 
t  bank,  Atlantic  Pacific  Corp.,  who 
lb"  customers  with  bonds  that  blow 
1  theh-  portfolios.  Sid  Geeder,  "near- 
4,"  is  one  of  the  giizzled  veterans, 
en  by  hatred  for  the  business,  he 
les  savings  and  loan  bailout  bonds 
iUrviving  s&Ls,  figuring  the  bonds, 
losers,  will  force  even  more  s&Ls  to 
But  that's  Bronson's  point:  Gov- 
lent  will  just  laimch  another  bailout, 
ig  the  salespeople  a  chance  to  sell 
9  bonds  and  plant  the  seeds  of  the 
:  collapse. 

rnnson  is  a  major  talent,  able  to 
the  kind  of  passages  you  reread 
t(i  revel  in  prose  with  a  compel- 
radence  all  its  own:  "The  comjption 
uii^-uage  and  the  manipulation  of 
and  the  distoition  of  numbers  were 
■art  of  the  art  of  selling.  The  sales- 
'  created  illusions,  and  in  the  pro- 
had  visions  of  prophecy  and  gran- 


dem;  just  like  any  other  aitists.  It  was  a 
slippery  business,  a  slimy  profession, 
and  the  degi-ee  of  sliminess  itself  was  a 
slippery  slope:  little  white  lies;  minor, 
benign  additions;  a  prick  of  guilt;  slight 
exaggerations;  short-term  debt." 

Of  course,  he's  working  with  rich  ma- 
terial. Wall  Street  traders  and  salespeo- 
ple are  colorful  and  comical  in  real  life, 
as  Michael  Lewis  established  in  Liars 
Poker,  his  1989  memoir  of  his  short  ca- 
reer at  Salomon  Brothers  Inc.  In  fact. 


FREE 


DAVl  ES 

Bomhardiers  often  calls  Liar's  Poker  to 
mind — only  it's  even  more  outrageous, 
since  novelist  Bronson  need  not  be  con- 
sti-ained  by  fact. 

Bronson's  parodies  of  the  sales  spiels 
are  wonderful.  Take  the  scene  in  which 
tyrannical  sales  manager  Coyote  Jack 
giills  the  new  kid,  Mark  "Eggs"  Igino, 
to  see  how  he  would  respond  to  a  cus- 
tomer's question  about  whether  some 
bonds  are  overpriced .  "They'll  add  yield 
to  a  stable  portfolio.  They'll  add  stability 
to  a  high-yield  portfolio,"  Igino  offers, 
passing  the  bondbabble  test  without 
breaking  a  sweat. 

It's  Igino,  though,  who  nearly  sinks 
the  big  Finance  Bank  of  Romania  deal 
by  pointing  out  an  error  in  the  pros- 
pectus: The  pei'centage  of  the  collateral 
assigned  to  each  tranche  adds  up  to 
110%.  Word  gets  out  that  the  deal  is 
in  trouble,  and  New  York  wants  to  fire 


the  "pesky  salesman,"  to  the  dismay  of 
the  office  chief,  who's  counting  on  Igino 
to  sell  lots  of  those  bonds.  "Well,  we 
have  to  fii'e  somebody,"  the  Director  of 
Surveillance  reasons.  "We  can't  let  this 
happen  without  some  sort  of  scapegoat." 

Instead,  the  crafty  execs  tmii  the  cri- 
sis into  a  marketing  gambit.  They  pro- 
mote Igino  to  senior  vice-president  for 
"finding"  the  extra  collateral,  lower  the 
interest  rate  on  the  bonds  to  reflect 
their  enhanced  credit  cjuality,  and  plant 
a  stoi-y  in  The  Wall 
Street  Jourmd  about 
the  idealistic  young 
man  cutting  the  cost 

0£    of  rebuilding  East- 
>  >  >  >  -t  Europe. 

i;  Such  lies  don't 
faze  the  bosses,  but 
they  gnaw  at  the 
sales  folks,  who  de- 
velop addictions, 
neuroses,  and  psy- 
chosomatic illnesses. 
They  realize  they 
have  to  make  their 
money  quickly — before  the  guilt  kills 
them.  Igino  doesn't  even  wait.  He  van- 
ishes on  the  eve  of  the  firm's  biggest 
deal — a  bond  issue  to  finance  a  lever- 
aged buyout  of  the  Dominican  Republic. 

As  a  setting  for  fiction,  the  financial 
markets  offer  high  drama  as  well  as 
low  comedy,  since  fortunes  and  reputa- 
tions are  always  on  the  line.  Bronson 
exploits  some  of  that.  Thei-e's  an  effec- 
tive clifflianger,  for  examjjle,  in  wliich  a 
salesman-turned-client,  angry  because 
he  wasn't  paid  all  he  was  owed  when  he 
quit,  exacts  his  revenge — at  a  cost  far 
greater  than  four  months'  commissions. 
Bronson's  main  achievement,  though,  is 
to  keep  his  readers  laughing. 

In  Nest  of  Vipers,  Linda  Davies  tries 
to  capture  the  markets'  drama.  And  her 
book,  though  less  ambitious  and  less 
memorable  than  Bombardiers,  succeeds 
as  a  financial  thriller  Set  in  the  City  of 


WITH  SO  MUCH  ON  THE  LINE  EVERY  DAY,  THE 
ARRETS  PROVIDE  HIGH  DRAMA  AND  LOW  COMEDY 
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we  looked  for  groupware  that  could  bhii 


The  first  one  was  supposed  to  be  user  friern 


The  next  pronnised  connpatibilit/. 


been  ol<ay./^s^  we  had  lots  of  time  to  wasiri 


roup,  isn't  tiiere  sonnething  that  can  turn  to 


all  together. 


Not  exactly. 


'  ley  lied  One  would  have 


All  it  takes  is  TeamWare'" 
Office:  the  complete  suite 
of  productivity  applications 
that  turns  any  group  into 
a  team,  fast. 

TeamWare  Office 
includes  e-mail,  info 
sharing,  document  libraiy, 
work  flow,  and  a  team 
scheduler,  all  fully 
integrated.  It  suppoits 
the  Windows"  applications 
you're  probably  already 


WINDOWS  NetWare 
( ■(  (MmilbLE  Cofnpahble 


using.  And  it's  ready  to  ain 
the  first  day — no  matter 
which  major  client/server 
system  you  have. 


;)/ne  on,  we've  got  a  good 


10  a  team? 
I 


Call  for  your  Free 

demo  &  evaluation  pack* 
I.800.20.TWARE. 

Email  Address:  globald@tmware.us.com 

World  Wide  Web  Homepage;  http7/www  tmware.us  com/tmware 


Tliere  is  simply  no  other 
product  like 
it.  TeamWare 
Office.  Less 
work,  more 
teamwork. 


•Willie  sLipplies  last  IntemaUonal  C;< mipiilers  Linutt-d  I'uaniWARE 

IS  .1  trademark  of  International  Comptiters  Luiuted  OS/2  ls  u  registered 
trademark  of  the  International  Business  Machines  Corporation,  Solaris  and 
die  Solans  logo  are  registered  trademarks  of  Sun  MicTosysteras,  Inc 
Microsoft  is  a  regi.stered  trademark,  and  Windows  and  the  Windows  logo 
are  trademarks  of  Microsoft  Corporation  Novell  is  a  registered  trademark, 
and  the  Yes  logo  is  a  trademark  of  Novell.  Inc 


There  Are 
12  Hotels  In  A 
9-Block  Area 
And  They're 
All  Designed 
For  The  Business 
... ......  JDMmm._...:. 


So  Why  Should 

You  Stay  at 
Crowne  Plaza*? 


'e  kncnv  that  you  can  choose  any  hotel  in  the  ; 
But  we  heUeve  that  it  you  try  us,  just  once,  you'll  wa 
come  back  to  Crow  ne  Pla:a'  Hotels  and  Restarts 

We  know  that  the  minute  you  walk  into  a  Crowne  Plaz  i^dh* 
you're  Ljivant;  trs  a  chance  to  pro\'e  ourselves.  And  wl 
so  sure  vvc  will,  we  hack  our  performance  with  al 
100%  Guest  Satisfaction  Guarantee."-^'* 


Crowne  Plaza  Hotels  and  Resorts  otter  you  a  relax 
atmosphere,  spaciotis  ,L;uest  rooms  and  well-equipped 
facilities.  Plus  all  the  business  services  you  need  to  hel 
your  stay  as  productive  as  it  is  comfortable.  It's  all  bee 
want  you  here. ..not  across  the  street.  And  our  attitud 
performance  show  it.  Discover  the  difference  for  you 


It's  All  In  The  Attitude' 


C  R  O  W  N  E  P  LA  Z  A 

HOTELS     RESOR  fS 


For  Reservations, 
Call  I^SOO-ZCROWNE 

(l-SOO-227-696^)  Or  Your 
Travel  Professional 
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Books 


London,  it  features  currency  trader  Sa- 
rah Jensen — -brilliant,  beautiful,  and  rich. 
She's  reciuited  by  the  governor  of  the 
Bank  of  England  to  find  out  why  the 
foreign  exchange  desk  at  a  certain  bank 
scores  big  whenever  G-7  finance  minis- 
ters make  a  major  announcement. 

With  the  help  of  some  devoted 
fiiends,  a  retired  safeci'acker,  and  a  Jap- 
anese cuiTency  trader,  Sarah  uncovers 
the  leaks.  But  her  discoveiy  comes  at 
gi-eat  emotional  expense  and,  more  hor- 
ribly, costs  the  lives  of  some  of  the  peo- 
ple she  loves.  At  times,  Sarah  seems  a 
little  too  smart  and  a  little  too  perfect, 
but  Davies  imbues  her  with  a  satisfying 
moral  complexity.  Sai'ah  makes  a  vei-y 
profitable  personal  trade  on  infonnation 
gathered  in  her  probe,  for  instance — 
and  she  doesn't  give  it  back  or  use  it  to 
shelter  the  homeless. 

Michael  Ridpath's  Free  to  Tmde,  also 
set  in  London,  gets  off  to  a  decent  stait 
when  Paul  Muiray,  a  young  bond  man- 
ager and  foiTner  Olympic  runner,  leanis 
that  a  female  colleague  has  been  found 
floating  in  the  Thames.  Muiray  is  con- 
vinced she  was  killed  because  she 
learned  something  unseemly  about  one 
of  their  company's  investments.  Turn- 
ing sleuth,  he  follows  a  trail  that  leads 
to  New  York,  Phoenix,  and  Las  Vegas. 
By  the  middle  of  the  book,  however, 
the  plot  is  foundering  and  the  reader, 
weaiy  as  the  jet-lagged  hero,  is  wonder- 
ing whether  it's  worth  going  on.  I  did, 
but  I  probably  wouldn't  have  if  I  had  al- 
ready read  Bombardiers  or  Vipers,  both 
of  which  are  far  better  books. 

BY  JEFFREY  M.  LADERMAN 

Senior  Writer  Laderman  covers  the 
financial  markets. 


BOOK  BRIEFS 


THE  WARREN  BUFFETT  WAY 

Investment  Strategies  of  the  World's  Greatest 

Investor 

By  Robert  G.  Hagstrom  Jr. 
Wiley  •  274pp  •  $24.95 

DISTILLED 
WARREN  BUFFETT 

Warren  Buffett  is  a  phenomenon — 
one  of  the  savviest  investors  of  the 
past  half-century.  Stockholders  in  his 
holding  company,  Berkshire  Hathaway 
Inc.,  have  seen  per-share  book  value 
grow  at  an  astounding  annual  rate  of 
23.3%  in  a  29-year  period. 

But  Buffett's  legend  depends  on  more 
than  a  stunning  investment  record. 
Hedge  fund  operator  George  Soros  and 


former  mutual-fund  manager  Peter  S. 
Lynch  are  also  stellai'  investoi-s.  It's  only 
Buffett,  the  folksy,  unpretentious  billion- 
aire, who's  seen  as  a  hero.  In  an  era  of 
hot  money,  derivative  securities,  and 
gunslinging  money  managers,  he  seeks 
out  good  companies  and  invests  for  the 
long  haul.  He  steers  cleai-  of  fads,  makes 
deals  worth  hundi-eds  of  milhons  on  a 
handshake — and  seems  to  mint  money. 

How  does  he  do  it?  For  years,  Buf- 
fett has  been  shaiing  his  philosophy  and 
strategies  in  bh's  annual  reports.  Now, 
Robert  Hagstrom  Jr.  usefully  collects 
for  the  average  investor  much  of  that 
material,  extrapolates  Buffett's  major 
tenets  and  illustrates  each  with  exam- 
ples from  bh's  portfolio.  Hagstrom  didn't 
interview  Buffett  for  The  Warren  Buf- 
fett Way,  but  he  did  send  him  copies  of 
what  he  was  writing,  since  Buffett  had 
to  approve  the  use  of  material  from  the 
annual  reports. 

Hagstrom  nicely  lays  out  Buffett's 
value  investment  strategy,  a  maniage  of 
quantitative  financial  discipline  and 
shrewd  judgments  about  management. 
And  he  exploi'es  Buffett's  strongly  held 
beliefs:  Don't  diversify.  Ignore  market 
swings.  Don't  wony  about  the  economy. 
Buy  a  business,  not  a  stock.  Evaluate  a 
company  as  a  potential  owner. 

Perhaps  Buffett's  mystique  accounts 
for  The  Warren  Buffett  Way's  best-sell- 
erdom,  for  the  book  itself  is  plodding 
and  worshipful.  That  contrasts  with  the 
annual  reports,  in  which  Buffett  comes 
across  as  brilliant,  erudite,  and  cmmud- 
geonly.  What's  more,  Hagstrom  makes 
clear  how  much  work  and  knowledge 
goes  into  Buffett's  investing,  which  is  to 
say — even  given  these  insights,  the  av- 
erage guy  can't  do  what  Buffett  is  able 
to  do. 

Buffett  is  well  aware  that  the  de- 
mands of  job  and  family  mean  many 
people  can't  learn  enough  about  busi- 
ness economics  to  follow  his  example 
and  uncover  sensibly  priced  companies 
with  important  long-term  competitive 
advantages.  Foi-  them,  he  recommends 
index  fimds  and  dollai*  cost  averaging — 
and  says  they'll  still  outperform  most 
investment  professionals.  "Paradoxical- 
ly," says  Buffett,  "when  'dumb'  money 
acknowledges  its  limitations,  it  ceases 
to  be  dumb." 

Like  many  investment  books.  The 
Warren  Buffett  Way  is  best  skimmed 
and  kept  as  a  reference.  When  a  broker 
calls  with  a  hot  tip  or  your  neighbor 
recommends  a  high-flying  mutual  fund, 
you  can  take  it  down,  read  some  of  Buf- 
fett's scathing  insights  into  the  mar- 
ket— and  save  yourself  a  bundle. 

BY  CHRISTOPHER  FARRELL 


oes  it  take 

0  a  world  that 


Welcome  to  the  Information  Age.  Computers  are  perched 
on  every  desk.  Business  is  global.  And  offices  are  virtual. 
The  work-a-day  world  has  reinvented  itself.  And  we,  at 
UPS,  have  reinvented  ourselves  along  with  it.  So  now 
we  do  more  than  deliver  packages.  We  do  things  others 
can't.  From  bar  coding  your  inventory  to  warehousing  it. 
From  delivering  packages  to  200  countries  to  tracking 
them  around  the  world.  From  getting  your  package 
there  by  ground  or  by  air  or  by  8:30*  the  next  morning, 
if  that's  what  you  need.  The  truth  is,  as  long  as  the 
business  world  keeps  moving  at  a  mind-numbing  speed, 
so  will  UPS.  Because  in  this  world,  there  are  no  penalties 
for  going  too  fast.  Just  for  going  too  slow. 

MOVING  at  the  SPEED  of  BUSINESS." 
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Teetinology  &  You 


BY  STEPHEN  H.  WILDSTROIVI  

PHONE  CIRCUITS 
TO  THE  FAST  LANE 


In  1984,  the  IBM  PC  at 
was  the  hot  new  person- 
al computer.  A  modem 
that  could  send  and  receive 
data  at  2,400  bits  per  second 
was  considered  blazing  fast. 
And  the  Baby  Bells,  just 
spun  off  ft'om  at&t,  attracted 
little  attention  when  they 
sketched  their  plans  for  a 
high-speed  communications 
future  called  the  Integrated 


updates  that  will  make  ISDN 
easy  to  use. 

ISDN  runs  over  the  same 
wires  as  what  the  phone 
companies  refer  to  as  "Plain 
Old  Telephone  Service" 
(POTS),  and  the  telephone  in- 
staller follows  the  same  pro- 
cedures used  to  add  a  regu- 
lar line  to  your  home  or 
office.  But  the  similarity 
ends  there.  A  pots  line  can 


Services  Digital  Network. 

After  more  than  a  decade 
of  being  derided  as  "It  Still 
Does  Nothing,"  ISDN's  hour 
has  come  at  last.  Telecom- 
muting, which  can  involve 
frequent  access  to  E-mail 
and  moving  big,  graphics-la- 
den files,  is  probably  the 
most  important  reason.  Vid- 
eoconferencing and  Internet 
sui-fing  have  also  helped  cre- 
ate a  market  for  fast  digital 
communications. 
MODEM  OPERANDI.  On  the 
supply  side,  telephone  com- 
panies are  making  the  ser- 
vice cheaper  and  easier  to 
get,  and  the  starting  price  of 
the  etjuipment  needed  to  con- 
nect a  computer  to  them  has 
fallen  ft'om  around  $2,000  a 
year  ago  to  less  than  $500  to- 
day. All  that's  needed  now  is 
one  crucial  element:  Software 


carry  a  single  voice  conver- 
sation or  data  at  a  ma.ximum 
of  28,800  bits  per  second.  An 
ISDN  line  provides  up  to 
128,000  bits  per  second  for 
voice,  data,  audio,  or  video 
in  various  combinations. 

Ti-ansmission  speed  isn't 
the  only  benefit  of  an  ISDN 
line.  Experimenting  with  calls 
between  my  home  and  office, 
I  found  it  took  an  average  of 
30  seconds  to  connect  using  a 
conventional  modem.  Using 
ISDN  took  me  less  than  5  sec- 
onds. And  an  ISDN  terminal 
adapter,  the  equivalent  of  a 
modem,  works  without  the 
modem's  annoying  bleeps  and 
squawks. 

A  telecommuter  with  ISDN 
at  both  ends  can  work  as 
though  connected  to  an  of- 
fice network.  The  link  will 
silently  and  swiftly  connect 


and  disconnect  as  needed. 

So  if  ISDN  is  so  gi'eat,  why 
does  Bellcore,  the  research 
arm  of  the  regional  Bell  com- 
panies, estimate  that  there 
are  a  mere  400,000  of  such 
circuits  in  use,  compared 
with  the  hundreds  of  millions 
of  pots  lines? 

The  biggest  reason  is  that 
ISDN  remains  usei'-hostile.  A 
customer  ordering  the  ser- 
vice will  be  stopped  cold 
when  the  telephone  company 
asks  how  the  line  should  be 
"provisioned,"  a  technical  is- 
sue that  depends  on  the 
equipment  being  used.  New 
terminal  adapters,  such  as 
the  $500  TA-210  from  Motor- 
ola Inc.,  offer  simplified  set- 
up, but  they're  still  a  lot 
more  complicated  to  install 
than  modems. 

At  least  one  phone  com- 
pany has  a  good  idea  of 
how  to  bridge  the  gap. 
:  Later  this  year,  Ameri- 
tech  Corp.  will  begin  of- 
fering its  Great  Lakes 
area  customers  a  $399 
package  that  includes  a 
Motorola  terminal  adapter, 
installation,  technical  sup- 
port, and  software  developed 
by  Bellcore  to  make  isdn 
easier  to  use.  In  Illinois,  a 
fine  will  cost  less  than  $35  a 
month  plus  5.2(2  per  prime- 
time  call.  In  Maryland,  I  pay 
Bell  Atlantic  Cforp.  $36  a 
month  plus  5(2  per  minute, 
compared  with  a  flat  $23  a 
month  for  a  residential  pots 
line. 

With  Internet  service  pro- 
viders beginning  to  offer 
ISDN,  high-speed  Net-surfing 
is  the  easiest  way  to  experi- 
ence the  new  digital  service. 
But  before  isdn  can  really 
hit  the  big  time,  it  must 
become  easy  to  use  with 
popular  remote  E-mail  and 
network-access  programs. 
Today,  isdn  users  have  to 
iron  out  compatibility  issues 
on  their  own.  This  is  no  mi- 
nor problem,  but  it  could  be 
solved  quickly  once  users 
and  equipment  manufactur- 
ers demand  solutions  from 
software  publishers.  Then 
ISDN  can  really  take  off. 
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ONLINE  SERVICES 
GRAPHICS  TRAFFIC  JAM 

Did  you  ever  wonder  what 
happens  while  your  online 
service  tells  you  to  wait  fc 
new  artwork  to  be  added? 
Reader  Michael  Di  Clemen 
of  New  York  did.  He  learne 
that  the  artwork  makes 

Please  wait:  Adding  art 


viewing  graphics  faster  ir 
future  visits  but  takes  up 
permanent  space  on  your 
hard  disk.  The  problem  is 
worst  with  America  Online 
which  stores  the  graphics 
in  one  big  file  that  cannot 
be  deleted.  CompuServe 
saves  the  images  as  indi 
vidual  files.  Prodigy  saves 
only  the  most  recently  use 
graphics.  Several  mega- 
bytes of  graphics  are  un 
likely  to  be  much  of  a  prot 
lem  on  a  typical  desktop 
machine  but  could  be  a 
hassle  on  the  less  capa- 
cious hard  drives  of  lapto[ 
computers. 

SOFTWARE 
HYPERTEXT  TRANSLATOR 

Tools  making  it  easier  to 
prepare  documents  for  the 
Internet's  World  Wide  Web 
continue  to  proliferate.  Th 
latest  is  WordPerfect  Inter 
net  Publisher  from  Novell 
(800  451-5151).  This  free 
add-on  allows  users  of 
WordPerfect  6.1  for  Win- 
dows to  automatically  con 
vert  documents  into  the  hy 
pertext  markup  language 
required  for  the  Web.  The 
program  should  be  avail- 
able in  the  second  quarter 


liihi 

it  Did 
C 
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QUESTIONS?  COMMENTS?  techandu@mgh.eom  on  Internet  or  fax  (202)  383-2125 
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"The  best  online 
trading  software 
IVe  seen" 


-  Walter  Mossberg, 
SmartMoney  (2/94) 


"The  newest, 
brightest  and 
jazziest  brokerage 
software!' 

-  Forbes  (6/20/94) 

"A  pioneer 
of  electronic 
investing." 

-  Newsweek  (6/6/94) 


CharlesSchwab 


Schwab's  Widely  Acclaimed 
Investment  Software  Lets  You 
Act  Like  Your  Own  Broker. 


4'any  of  today's  well-known  financial  publications 
'lhave  descnbed  StreetSmart'"  as  a  breakthrough  in 
rsonal  investment  software. 

Now  Available  for  Mac®  and  Windows™ 

With  StreetSmart,  you  can  buy  and  sell  stocks,  bonds, 
tions  or  mutual  funds  usmg  your  own  computer.  Also, 
a  can  track  your  account  balances,  check  quotes  and 
ter  orders — 24  hours  a  day 

Get  Important  News  and  Information 

'StreetSmart  also  gives  you  immediate  access  to  financial 
wswires,  research  information  and  forecasts  from 
dependent  Wall  Street  analysts. 


Save  Even  More  on  Commissions 

Plus,  when  you  place  trades  with  StreetSmart,  you 
will  save  an  additional  10%  off  Schwab's  everyday  low 
commissions. 

Schwab's  widely  acclaimed  StreetSmart  software  is 
available  for  only  $59.00.  Just  stop  by  one  of  our  more 
than  200  offices  for  a  free  demonstration  or  call: 

1-800-472-4922  ext.  61C 

CharlesSchwab 

Helping  Investors  Help  Themselves® 


©1995  Charles  Schwab  62  Co.,  Inc.  All  rights  reserved.  Member  SlPC/NYSE.  (2/95) 


We  tested  nearly  a  hundred 
leather  samples  from  around  the  globe, 
One  of  them  won  by  a  nose. 


©  1Q04  Lifhilli  Division  ofi\  issan  Motor  Corporation  U.S.A. 


of  all  the  things  that  have  come  to  Jefi  ne  a 
luxury  car,  one  is  so  familiar  and  so  expected  that 
the  average  buyer,  or  manufacturer  for  that  matter, 
doesn't  seem  to  think  much  about  it. 

We  refer,  of  course,  to  the  leather-appointed 
interior.  Aii  aspect  of  the  Infiniti  J30  that  our  design- 
ers have  thought  a  great  deal  about,  in  fact. 

For  example,  they  did  extensive  testing  on  scores 
of  samples  in  an  effort  to  determine  the  ideal  leather 
for  the  J30.  And  it  wasn  t  even  the  part  you  see  or 
sit  on.  (That  required  an  additional  battery  of  tests.) 
It  was  the  part  you  smell.  Tlie  aroma  that  greets  you 
the  first  time  you  open  the  door,  and  that  stays  with 
you  for  years  down  the  road. 

Now,  if  we  spent  that  much  time  and  effort  to 
appeal  to  only  one  of  your  senses,  imagine  how  much 
went  into  appealing  to  the  other  four. 

No  need  to  imagine,  actually,  low  can  just  give 
us  a  call  at  1-800-3 41- 4 5 6 0  to  learn  more.  Or, 
even  better,  you  can  arrange  for  a  Guest  Drive  at 
your  Infiniti  showroom. 

And  experience  firsthand  the  advantages  all 
those  years  of  hard  work  have  earned  for  you.  Including 
the  sweet  smell  of  success. 

It's  everything  that's  possible. 
I  N  F  I  N  I  T  I  e 


EG&nomic  Viewpoint 


BY  PAUL  CRAIG  ROBERTS 


irS  TIME  TO  PRIVATIZE 
SOCIAL  SECURITY 


WHY  WAIT? 

Soaring 
entitlement 
costs  will  force 
the  U.S.  to 
break  its  word. 
Here's  how  to 
phase  out 
Social  Security 
as  a  federal 
program 


Paul  Craig  Roberts  is  John  M.  Olin 
Fellow  of  the  Institute  for  Political 
Economy  and  Distinguished  Fellow  of 
the  Cato  Institute  in  Washington,  D.C- 


The  balanced  budget  amendment,  which 
has  passed  the  House,  will  turn  out  to 
be  an  exercise  in  futility — or  a  I'amp  to 
major  tax  increases — unless  Congress  takes  a 
liard  line  against  the  growth  of  entitlements. 
The  Clinton-appointed  Bipartisan  Commission 
nn  Entitlement  &  Tax  Reform  concluded  be- 
f(jre  closing  its  doors  on  Jan.  31  that  by  2028, 
federal  spending  on  entitlement  programs — 
pi-incipally  Social  Security,  Medicai-e,  and  Med- 
icaid— will  exceed  tax  revenues,  leaving  nary 
a  cent  for  interest  on  the  debt,  defense,  oi' 
anything  else. 

To  put  the  growing  cost  of  entitlements  in 
perspective,  the  budget  President  Clinton 
submitted  to  Congress  on  Feb.  6  projects 
that  by  1997,  Social  Security,  Medicare,  Med- 
icaid, and  Health  &  Income  Security  (mainly 
but  not  entirely  entitlement  outlays)  will  com- 
prise .56%  of  all  federal  spending  and  64%  of 
total  federal  revenues. 

If  those  four  budget  categories  are  com- 
bined with  defense  expenditures  and  net 
interest  paid  on  the  federal  debt,  they  will  ex- 
ceed total  federal  tax  revenues  in  1997  by 
$1.6  billion.  The  deficit  funds  the  rest  of  the 
govemment.  Obviously,  Senate  Democrats  are 
asking  a  legitimate  ciuestion  when  they  in- 
quire of  Republicans  what  they  propose  to 
cut  in  order  to  balance  the  budget. 
NO  FAITH.  But  there  is  more  at  stake  than 
the  budget.  The  growlh  of  entitlements  is  a 
dii-ect  thi-eat  to  the  ciuahty  of  oiu-  health  care. 
The  continued  gi'owth  of  Medicare  and  Medic- 
aid— at  twice  the  rate  of  1994-97  federal  tax 
revenues — will  eventually  force  government  to 
renege  on  its  promises.  One  way  of  reneging 
would  be  to  sociahze  health  care  in  order  to 
ration  the  deliveiy  of  services. 

The  government  is  already  reneging  on  its 
Social  Security  promises  by  taxing  the  bene- 
fits. In  the  1980s,  the  law  was  changed  in  or- 
der to  make  .50%.  of  Social  Security  benefits 
subject  to  income  tax,  a  figure  that  Chnton 
raised  to  85%-.  Cun-ently  there  are  proposals 
to  further  curtail  the  benefits  by  raising  the 
retirement  age  to  70  and  by  holding  cost-of- 
living  adjustments  below  the  inflation  rate. 
Ultimately,  Social  Security  is  doomed,  since 
the  ratio  of  workers  to  retirees  is  shrinking, 
and  the  implied  hike  in  the  employment  tax 
would  price  U.  S.  labor  out  of  woiid  markets. 

Judging  from  a  recent  poll,  confidence 
among  the  young  in  the  Social  Security  sys- 
tem is  pi-actically  nonexistent.  Only  9%  of 


those  surveyed,  who  ai'e  between  the  ages 
18  and  34,  believe  Social  Security  will  hi 
the  money  to  pay  their  retirement  benefit, 
a  smaller  percentage  than  believes  in  UFOS 
piecemeal  approach  to  the  budget  sim; 
passes  a  sinking  ship  on  to  the  next  wat 
Tax  increases  have  been  tried  and  have  fail 
Despite  the  higher  income  tax  rates  enact 
by  both  Bush  and  Clinton  in  their  respect 
"budget  deals,"  Clinton's  latest  budget  p 
jects  $200  billion  deficits  indefinitely. 
FACE  SAVER.  Entitlement  promises  have  b( 
undermined  by  the  aging  population  and 
the  perverse  incentives  of  government  hai 
outs.  It's  time  for  politicians  to  face  facts  a 
to  downsize  government  rationally.  One  v, 
out  of  the  entitlement  mess  would  be  to  f 
vatize  Social  Security.  Since  the  young 
disenchanted  and  woidd  abandon  the  systen 
given  a  chance,  general  revenues  would  hs 
to  be  used  to  fund  retiree  benefits  duri 
the  transition.  But  with  $200  billion  defici 
no  general  revenues  are  available. 

At  the  cun-ent  rate  of  revenue  growth 
would  require  a  three-year  budget  freeze 
balance  the  budget.  Alternatively,  the  bi 
get  coiUd  be  balanced  over  a  longer  period 
holding  spending  growth  below  reven 
gi'owth.  Clinton's  budget  projects  average 
nual  revenue  gi-owth  of  .$73  billion  over  t 
1995-2000  peiiod.  If  new-spending  grow 
were  held  to  $40  billion  annually  instead 
matching  revenue  growth,  the  budget  woi 
be  balanced  in  six  years. 

Once  the  budget  was  balanced,  holdi 
spending  gi-owth  below  revenue  gi-owth  v/oi 
free  revenues  for  phasing  out  Social  Securi 
Tliis  is  not  an  undertaking  beyond  oui'  abili 
Office  of  Management  &  Budget  Direct 
James  C.  Miller  III  essentially  froze  the  bi 
get  in  1987.  Chile  has  achieved  a  success: 
transition  to  a  private  retirement  syste 
and  Argentina  has  begun  the  privatization 
its  Social  Security  system.  These  nations  do 
have  skills  that  we  lack,  and  they  were  bes 
by  worse  crises. 

If  politicians  bite  the  bullet  now,  the  tra 
sition  can  be  made  without  the  govemme 
having  to  repudiate  its  promises  and  vfi\ 
out  worsening  the  competitive  position 
American  labor  and  capital  in  intematior 
markets.  The  alternative  is  to  lurch  ft-om  c 
sis  to  crisis,  abandoning  commitments  on 
ad  hoc  basis  and  destroying  the  credibili 
of  the  U.  S.  govemment. 
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The  Web  on  the  Internet  is  the  hottest  thing  online  and  you'll  find  it 
only  on  PRODIGY.  With  just  a  point  and  a  click  you're  surfin'  the  Net. 
The  Web  Browser  will  change  the  way  we  communicate  forever,  and  it's  only 
on  PRODIGY  now.  Not  America  Online,  not  CompuServe,  not  Microsoft. 

Get  on  the  Net  yourself  with  10  free  hours*  of  PRODIGY.  Call  1-800-PRODlGY,  ext.  381 
or  look  for  the  PRODIGY  icon  on  your  screen. 

-^PRODIGY 

Service 


■  10  free  houis  lor  the  first  montfi,  tfie  morttily  fee  is  only  $9  95  for  5  hours  with  no  extra  charges  for  Internet  access  Usage  beyond  Ihis  offer  will  result  in  extra  fees  As  ol  1/25/95.  PRODIGY  is  the  only  ma|or  on-line  service  provider  that 
i  you  lull  multimedia  access  to  Ihe  World  Wide  Web  The  PRODIGY  Web  Browser  is  available  only  lor  Windows Some  features  may  be  charged  tor  separately  Limited  time  offer  subject  to  change  Credit  card  required  Phone  charge 
apply.  PRODIGY  is  a  registered  trademark  ol  Prodigy  Services  Company  Windows  is  a  trademark  ol  Microsoll  Corporation  ©  1995  Prodigy  Services  Company 


Economic  Trends 


BY  GENE  KORETZ 

cuRmc  U.S. 

SAVINGS  WOES 

Don't  count  on  aging  boomers 

For  years,  economists  worried  by 
America's  low  savings  levels  have 
pinned  theii'  hopes  for  an  upturn  on  the 
aging  of  the  baby  boomers.  In  this  view, 
the  cuiTent  savings  slump  that  began  in 
the  mid-1970s  largely  reflects  life-cycle 
consumption  patterns  as  the  boomers 
entered  adulthood  and  devoted  the  bulk 
of  theh"  incomes  to  acquiiing  the  materi- 
al possessions  needed  to  establish  fami- 
lies and  households. 

In  the  years  ahead,  however,  the 
baby  boomers  will  start  to  focus  on  re- 
tii-ement  needs,  and  by  2010,  the  whole 
generation  will  be  in  the  high-saving, 
45-64  age  bracket.  As  these  big  spend- 
ers become  big  savers,  America's  saving 
shortfall  could  disappear. 

The  problem  with  this  scenario,  con- 
tend economists  Richard  Cantor  and 
Andrew  M.  Yuengert  of  the  Federal 
Reserve  Bank  of  New  York,  is  that  it's 
not  veiy  likely.  Although  they  expect 
boomers'  savings  rates  to  rise  sharply 
with  age,  theii'  projections  indicate  that 
the  impact  will  be  reduced  by  a  con- 
tinuing high  rate  of  early  retirement 
and  by  rising  ^—i""— 
numbers  of  house- 
holds with  rela- 
tively low  savings 
rates. 

Indeed,  as  the 
boomers'  share  of 
total  U.  S.  house- 
holds declines — by 
about  five  per- 
centage points 
from  1990  to  2010 
(chart) — the  share 
of  households 
headed  by  those 
65  and  over  (who 
tend  to  spend 
their  savings)  will  rise  by  the  same 
amount.  By  2010,  the  two  economists 
conclude,  demographic  shifts  by  them- 
selves will  probably  raise  the  personal 
savings  rate  to  only  4.9%  of  disposable 
income,  up  fi'om  4.1%  last  year.  This  is 
a  far  cry  from  the  8.5%'  of  the  early 
1970s. 

Cantor  and  Yuengeit  also  note  that 
baby  boomers  appear  to  be  richer  than 
their  parents  were  at  similar  ages,  sug- 
gesting that  their  need  for  additional 
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savings  may  not  be  as  pressing  as  some 
observers  have  claimed.  Moreover,  even 
if  the  boomers  suffer  future  cuts  in  so- 
cial security  benefits,  there's  no  guaran- 
tee they  would  respond  by  ch'amatically 
raising  their  savings  rate. 

None  of  this  belies  the  fact  that  the 
nation  as  a  whole  has  hml  its  economic 
health  by  spending  too  much  on  con- 
sumption while  saving  and  investing  too 
Little.  The  economists'  message  is  simply 
that  demogi'aphy  alone  is  unlikely  to 
solve  America's  serious  savings  shortfall. 


WHY  DO  PEOPLE 
REALLY  SAVE? 

Gift-giving  may  be  a  big  motive 

If  Americans  ai"e  to  be  induced  to  save 
more,  policymakers  need  to  under- 
stand savings  behavior.  And  as  a  study 
by  economists  William  G.  Gale  of  the 
Brookings  Institution  and  John  Karl 
Scholz  of  the  University  of  Wisconsin 
in  the  Journal  of  Economic  Perspec- 
tives suggests,  such  behavior  is  more 
complex  than  many  obsei-vers  imagined. 

The  original  life-cycle  theory  of  sav- 
ings, developed  by  Nobel  laureate  Fran- 
co Modighani,  was  that  people  accumu- 
lated assets  in  their  working  years 
mainly  so  that  they  could  consume  them 
in  retii'ement.  Back  in  the  1970s,  econo- 
mists began  to  realize  that  the  so-called 
bequest  motive — the  desire  to  leave 
wealth  to  one's  dependents  and  chil- 
dren— was  also  a  poweiful  stimulus  to 
salt  away  savings. 

Gale  and  Scholz  focus  on  another  as- 
pect of  the  savings  puzzle:  so-called  in- 
ter vivos  transfers,  or  transfere  of  assets 
between  hving  people.  While  some  be- 
quests ai'e  accidental — in  that  they  occur 
because  someone  died  eai'her  than  antic- 
ipated— all  inter  vivos  transfers  are  in- 
tended and  thus  a  clearer  departure 
fi'om  the  simple  life-cycle  model. 

Not  unexpectedly,  the  two  economists' 
analysis  of  household  financial  data 
found  that  most  of  such  transfers  in- 
volve gifts  to  children  or  gi-andchildren. 
But  they  also  found  that  inter  vivos 
transfers  (excluding  college  expenses) 
actually  represent  no  less  than  one-thii'd 
of  all  transfers  and  account  for  at  least 
20%  of  U.  S.  wealth. 

All  of  this  suggests  that  inter  vivos 
transfers,  like  bequests,  are  an  impor- 
tant motive  for  saving.  It  also  implies 
that  many  future  retirees  could  con- 
ceivably choose  to  reduce  their  gift-giv- 
ing if  they  find  their  savings  inadequate 
to  support  their  hfestyles. 


LOSING  GROUND 
AT  THE  TOP 

U.S.  executive  pay  is  lagging 


It  wasn't  too  many  years  ago  t 
U.  S.  managers  led  the  world  in 
size  of  their  paychecks.  But  in  1994, 
ports  a  Wyatt  Co.  survey,  U.  S.  n: 
agers  heading  up  $100  million  opt 
tions  took  home  less  than  t\ 
counterparts  in  a  number  of  countr 
including  Mexico.  (The  estimates  in 
chait  below  reflect  1994  exchange  ra 
so  Mexican  pay  is  no  longer  so  cush 

The  dollar's  decline  since  1986 
recent  U.  S.  pay  restraint  are  two  i 
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sons  why  U.  S.  managers  have  lost  n 
five  ground.  Another  is  the  econoi 
explosion  in  emerging  nations. 
Americans  still  have  one  edge:  Ti 
are  among  the  few  executives  who 
stock  options,  and  Wyatt  says  that  ai 
ing  this  to  the  tally  would  hit  U.  S.  cc 
pensation  closer  to  the  top  of  the  lis 


FINAL  PAYMENTS 
ON  THE  BAILOUT 

The  total  S&L  cost:  $150  billion 


The  savings  and  loan  scandal  tl 
occurred  after  Congress  rush 
through  legislation  in  the  early  19i 
to  provide  regulatory  relief  to  the 
leaguered  thrift  industiy  is  history.  I 
it's  worth  noting  that  the  Congressio; 
Budget  Office's  latest  estimate  of  t 
net  tab  for  the  cleanup  now  windi 
down  comes  to  some  $150  billion. 

By  comparison,  the  government  sp« 
$17  billion  last  year  for  family  suppo 
$10  billion  for  fann  price  supports,  a 
$7  billion  for  child  nutrition.  The  S 
debacle  hves  on  today  mainly  as  a  co 
ponent  of  the  national  debt.  Its  epita 
might  well  read:  "Legislate  in  has 
pay  the  tax  man  in  leisure." 
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A  MISSISSIPPI  TRAFFIC  JAM 


"One  of  the  things  that  bothered  me  where  I  used 
to  live  was  the  congestion.  There  were  a  lot  of 
people  living  and  working  in  a  small  area,  so  roads 
were  crowded,  there  were  many  accidents,  and 
getting  to  work  was  very  frustrating.  Fortunately, 
I  relocated  to  Mississippi.  Now  1  live  twelve 
minutes  "from  my  office,  and  1  consider  a  traffic 
jam  being  fourth  in  line  at  a  red  light.  It's  a  nice 
change.  There's  a  lot  to  be  said  about  quality  of  life. 
You  can  find  that  quality  here." 

George  Matthews,  COO 
Mississippi  River  Corporation 
Natchez,  Mississippi 


IS  BEING  FOURTH  IN  LINE  ATA  RED  LIGHT 


LESS  TRAFFIC  JAMS 
LESS  TRAFFIC  WHAMS 
LESS  TRAFFIC  DAMNS 


(800)340-3323 

B  U  S  I  N  ESS    H  O  T, L  I  N  E. 


MOVE  IT  TO 


34A-CA 


More  than  160  corporations  have  invested  over  $5  million  in  regional  theatre  through  the 
National  Corporate  Theatre  Fund.  Together,  they  help  support  one  of  America's  most  vital  and 
valued  cultural  resources  —  nonprofit  professional  theatre. 

Learn  how  your  corporation  can  help  insure  the  continued  vitality  of  the  regional  theatre  movement. 
You'll  be  in  good  company.  Two  million  theatregoers  support  these  theatres  and  recognize  the  corporate 
sponsors  who  have  demonstrated  their  commitment  to  our  nonprofit  professional  theatres. 

Contact  Michael  Wall.  Executive  Director,  National  Corporate  Theatre  Fund. 

U  Avenue  of  the  Americas.  Suite  2000.  New  York,  NY  1 001 3.  Telephone  (212)  387-5115. 

 National  Corporate  Theatre  Fund  

Actors  Tlieatre  ol  Louisville  •  American  Conservatory  Theater.  .San  Francisco  •  American  Repertory  Tiieatre.  Cambridge  • 
The  Cleveland  Play  House  •  Goodman  Theatre.  Chicago  •  Guthrie  Theater.  Minneapolis  •  Long  Wharf  Theatre.  New  Haven  • 
Old  Globe  Theatre.  San  Diego  •  Seattle  Repertory  Theatre  •  Trinity  Repertory  Company.  Providence 

34BICA 


GET  TESTED  AND  GET  EARLY  TREATMENT  FOR  HIV 


CALL  1-800-342-AIDS  •  CDC  NATIONAL  AIDS  HOTLINE 


'gSAN     FRANCISCO    AIDS     FOUNDATION     1993       PHOTOGRAPHED     BY     ANNIE  LEIBOVITZ 


MICHAEL   30  yeari  old.  Captain,  U  S 
Aif  Force  and  Veteran  of  the  Gulf  War 
Micfiael  learned  fie  was  HIV  positive 
two  years  ago 

CAROL  30  years  old,  specks  ond  writes 
about  living  w.tti  AIDS  Carol's  fiad  HIV 
for  several  years  she  was  diagnosed  with 
AIDS  two  years  ago  Carol  and  Michael 
plan  to  renew  their  wedding  vov^s  on 
their  10th  Anniversary 


34C-CA 


WE    FLY  THE  WORLD 


^  To  over  90  destinations  worldwide,  Malaysia 
Airlines  is  the  premier  choice. 

Spanning  the  skies  over  6  continents,  in  some 
of  today's  most  advanced  aircraft. 

Including  the  latest  747-400s  and  the  largest 
fleet  of  737-400S  outside  the  USA. 

You'll  experience  service  rated  among  the 
world's  ten  best  for  long  haul. 


And  the  finest  first  class  in  a  survey  of  31 
international  airlines. 

Small  surprise,  we  fly  more  people  than  any 
other  airline  from  Southeast  Asia. 

In  making  travel  a  pleasure  for  you,  the  sky's 
the  limit  for  Malaysia  Airlines. 

Across  6  continents,  graced  with  service  from 
the  heart  which  says,  you  mean  the  world  lo  us. 


Muluyna  Airlines  is  a  member  of  Continental  One  Fass    For  reservations  and  information,  call  your  favorite  travel  agent  or  Malaysia  Airlines  toll  free  :  800-42  1  8641 
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mY  PRICE  PRESSURES 
REN  T  SO  PRESSING  ANYMORE 


U.S.  ECONOMY 


PRICES  ARE  STILL 
RISING  MODESTLY 


Face  it.  Inflation  has  changed. 
And  with  the  economic  out- 
\  and  monetary  pohcy  still  focused  on  the  trade-off 
ween  inflation  and  gi-owth,  it's  time  to  take  a  closer 
<  at  why  price  pressm-es  in  the  1990s  are  different, 
at  shows  up  are  powerful  stmctural  shifts  in  compe- 
m,  consumer  behavior,  and  productivity  that  signal  a 
V  framework  on  which  to  hang  inflation's  hat. 
Certainly,  inflation  has  been  remarkably  tame  during 
i  expansion,  which  is  now  almost  four  years  old. 
"ough  the  month  of  January,  annual  consumer  infla- 
1  was  only  2.8%,  and  the  core  rate,  which  excludes 
often  erratic  pattern  of  energy  and  food  prices, 
od  at  a  gentle  2.9%  (chart). 

Inflation  just  isn't  supposed 
to  be  so  well-behaved  at  this 
point  in  the  business  cycle. 
Historically,  core  inflation 
would  have  already  hit  bot- 
tom and  started  its  rise  to  a 
new  peak.  On  average,  the 
core  inflation  rate  after  46 
months  of  expansion  has  been 
about  even  with  its  pace  at 
the  end  of  the  pi-evious  reces- 
sion. Core  inflation  in  January, 
vever,  was  about  half  of  its  5.3%  pace  at  the  end  of 
■  1990-91  downtuiTi. 

Certainly,  the  traditional  forces  that  have  enabled 
5inesses  to  hike  prices  in  the  past  are  starting  to  ap- 
ir.  Tighter  labor  markets  are  leading  to  faster  wage 
)wth.  Higher  capacity  use  raises  the  risks  of  produc- 
1  bottlenecks.  And  sti'onger  economic  gi"owth  around 
!  globe  has  pushed  up  commodity  prices. 

ESE  CYCLICAL  FORCES  are  why  inflation  is  ex- 
ited to  creep  higher  this  year  and  next.  Indeed,  the 
luary  consumer  price  index  rose  0.3%  from  De- 
nber,  while  the  core  index  jumped  0.4%.  That  per- 
mance  was  woi'se  than  expected.  It  was  fueled  by  a 
%  jump  in  apparel  prices  after  six  months  of  de- 
le,  and  a  0.6%  increase  in  transportation  costs,  re- 
nting an  upturn  in  airfares  and  another  large  gain  in 
to  finance  charges.  Housing  costs,  up  0.4%  in  Janu- 
/,  also  rose  faster,  partly  because  of  the  10.3%  rise 
postage  fees. 

But  other  powerful  stiaictm-al  forces  are  ovei-whelm- 
^  the  cychcal  pressures.  This  new  inflation  paradigm 
!ans  prices  in  this  upturn  will  peak  at  a  much  lower 
;e  than  their  high  of  5.5%  in  the  previous  expansion. 
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INDUSTRY  USES  MORE 
OF  ITS  CAPACITY 
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The  new  look  of  inflation  can  be  traced  to  changes 
in  how  the  U.  S.  does  business  and  shops,  and  how  it 
competes  with  foreign  rivals.  Most  important  is  Cor-po- 
rate  America's  push  to  lift  pr'oductivity.  Higher-  produc- 
tivity levels  have  restrained  the  growth  in  unit-la- 
bor costs  and  actually  lowered  them  in  the 
manufacturing  sector.  Better  output  per  hour  worked 
at  the  factory  also  means  that  every  rise  in  capacity 
use  yields  an  even  gr-eater  addition  to  output,  dimin- 
ishing the  risks  of  shortages  and  bottlenecks. 

Indeed,  better  efficiency  is 
why  increased  production  and 
rising  operating  rates  have  not 
yet  touched  off  the  usual 
wage-price  spiral.  Also,  the 
Federal  Reserve's  past  inter- 
est-rate hikes  may  be  star-t- 
ing to  slow  industrial  activity. 
Industrial  output  r'ose  0.4%  in 
January  after  gains  twice  as 
large  in  November  and  De- 
cember. In  manufacturing,  out- 
put rose  just  0.3%,  after  the  1%  increases  in  the  two 
pr'evious  months. 

Some  of  that  slowdown  might  have  been  caused  by 
an  excessive  buildup  of  inventories  at  the  end  of  last 
year.  However,  the  government's  inventory  data 
through  December  suggest  that  stock  levels  are  in  line 
with  sales.  Business  inventories  rose  0.2%  while  sales 
jumped  1.3%. 

But  despite  the  smaller  gain  in  output,  operating 
rates  for  all  industry  rose  to  a  15-year  high  in  January 
of  85.5%.  Rates  in  both  primary  and  advanced  pro- 
cessing have  surged  (chart).  But  because  companies 
are  more  efficient  now,  shortages  of  goods  have  been 
rare,  and  customers  have  not  had  to  accept  higher 
prices  to  get  supplies  delivered. 

LOWER  UNIT-LABOR  COSTS  have  also  given  busi- 
nesses some  room  to  absorb  rising  commodity  prices 
without  too  much  damage  to  the  bottom  line.  That's  im- 
portant because  stiff  competition  fr*om  both  domestic 
and  foreign  rivals  has  prevented  most  companies  fr-om 
passing  along  the  higher  cost  of  raw  materials. 

In  its  January  producer  price  index  r-eporl,  the  Labor 
Dept.  states  that  prices  for  finished  goods  rose  0.3%  last 
month,  but  the  figure  dips  to  just  0.2%  when  food  and 
energy  are  excluded.  Over  the  past  year;  the  core  ppi  is 
up  a  mere  1.5%.  That's  quite  a  contrast  to  the  17.4% 
jump  in  raw-material  prices  and  the  6%  price  hike 
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found  in  intermediate  goods  that  have  undergone  some 
processing. 

Businesses  would  have  less  trouble  passing  along 
price  hikes  if  not  for  the  striking  shift  in  consumer 
spending  patterns.  In  the  austere  '90s,  consumers  are 
simply  unwilHng  to  accept  price  hikes.  This  tightfisted 
behavior  was  fed  by  the  same  corporate  downsizing 
that  cut  labor  costs. 

Moreover,  there  are  many  more  demands  on  house- 
hold incomes  today — from  contributions  to  pension 
plans  to  higher  property  taxes  and  savings  for  childi*en's 
college  expenses.  And  the  budget  squeeze  will  grow 
tighter  this  year  as  past  Fed  tightening  boosts  the 
cost  of  carrying  credit-card  balances  and  the  monthly 
payments  for  adjustable-rate  mortgages. 

THE  NEW  AUSTERITY  might  not  have  gained  a  hold 
in  the  consumer  psyche,  though,  if  retailing  itself  had 
not  changed.  Consumers  now  can  feed  their  bargain- 
hunting  cravings  at  a  vastly  greater  number  of  dis- 
counters and  warehouse  outlets  than  they  could  in  the 
1980s.  Ten  years  ago,  there  were  755  Wal-Mart  Stores 
and  Sam's  Wholesale  Clubs.  Today,  almost  2,600  such 
stores  dot  the  retail  landscape. 

In  fact,  many  retailers  cited  discounting  as  a  reason 
foi"  the  lackluster  pace  of  sales.  Retail  sales  rose  0.2%  in 
both  December  and  January  (chart).  Merchants,  espe- 
cially department  and  apparel  stores,  had  to  cut  prices 
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CONSUMERS 
TAKE  A  BREATHER 
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to  move  goods  that  just  didn't  make  it  as  holiday  gif 
Past  Fed  tightenings  also  played  a  role  in  keepii 
shoppers  at  home.  Sales  in  January  were  weak 
interest-sensitive  items.  Car  sales  fell  0.6%  last  mont 
and  furniture  buying  dropped  0.7%.  This  sluggishne 
should  continue  throughout  1995  as  the  seven  ra 
hikes  since  February,  1994,  work  theii'  way  through  t 
economy.  As  hiring  and  income  growth  slow  this  ye 
consumers  will  be  even  more  resistant  to  price  hikej 

But  do  the  stractural  chang- 
es mean  that  the  Fed's  year- 
long inflation  fight  has  been 
wrong?  Even  Fed  Chairman 
Alan  Greenspan  noted  in  late 
January  that  the  CPi  overstat- 
ed actual  inflation  from  0.5% 
to  1.5%.  He  said  the  upward 
bias  meant  that  the  U.  S.  is 
near  price  stability,  but  he 
added:  "We  are  not  there  yet." 

Indeed,  the  Fed  is  concerned 
not  only  with  the  level  of  inflation  but  with  its  dii'ectii 
as  well.  That  is  why  poHcymakers  will  keep  this  econ| 
my  on  a  short  leash.  Their  strategy  will  work  to  ke- 
the  cyclical  forces  of  tight  labor  markets  and  goo^ 
shortages  at  bay.  The  new  inflation  pai'adigm  will  sim; 
enhance  the  Fed's  work  and  enable  the  U.  S.  to  enj 
the  best  inflation  decade  since  the  1960s. 
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RATES  MAY  KEEP  GOING  UP  DOWN  UNDER 


Higher  interest  rates  are  start 
ing  to  take  a  bite  out  of  Aus- 
tralia's rambunctious  economy — 
but  not  enough  to  preclude  more 
rate  hikes. 

The  economy  appears  to  have 
grown  a  robust  5.5%  in 
1994.  Since  mid-Au- 
gust, the  Reserve 
Bank  of  Australia  has 
lifted  cash  rates  three 
times,  totaling  2->4 
points,  to  7.5%,  in  an 
effort  to  forestall  infla- 
tion. Analysts  see 
booming  gi-owth  sub- 
siding by  the  second 
half  of  1995,  but  only  if 
the  RBA  boosts  rates  even  more. 

However,  given  that  hints  of 
slower  grovrth  are  already  crop- 
ping up,  the  timing  of  the  next 
rate  hike  is  a  bit  cloudier.  The 
jobless  rate  edged  up  to  9%  in 


A  COOLING  TREND 
IN  JOB  GROWTH 
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January  from  8.9%  in  December. 
Full-time  job  gi'owth  has  slowed 
from  its  recent  trend  (chart),  as 
have  job  ads.  In  December,  retail 
sales  fell  for  the  second  month  in 
a  row,  and  homebuilding  pei'mits 
dipped  for  the  fourth 
month.  A  key  leading 
indicator  has  been  de- 
clining, and  both  con- 
sumer and  business 
confidence  are  off 
their  recent  peaks. 

But  despite  these 
signs  of  slowing,  con- 
sumer spending  and 
business  investment 
outlays  will  continue 
to  power  the  economy  in  the  first 
half,  raising  the  rba's  concern 
about  faster  wage  growth.  Aver- 
age weekly  wages  in  the  quarter- 
ended  Nov.  30  rose  4.2%  from  a 
yeai"  ago.  That  was  the  fastest 


pace  in  nearly  four  years,  and 
some  of  the  larger  wage  negotia- 
tions were  not  settled  until  later. 

Moreover,  Treasurer  Ralph  Wil- 
Hs  recently  shook  the  financial 
markets  when  he  announced  there 
would  be  no  midterm  budget 
tightening,  as  the  markets  had  ex- 
pected. Willis  also  said  the  1995 
current  account  deficit  will  be 
some  45%  greater  than  originally 
forecast.  Indeed,  the  December 
gap  widened  17%,  to  a  record 
A$2.4  billion.  The  Australian  dol- 
lar, currently  at  74.7  U.  S.  cents, 
has  been  in  a  slide  for  two  weeks. 

But  the  government  may  be 
building  support  for  an  even  big- 
ger package  of  tax  hikes  and 
spending  cuts  in  its  May  9  bud- 
get. In  the  meantime,  though, 
that  leaves  policy,  solely  to  the 
RBA,  and  that  can  only  mean  high- 
er rates — perhaps  soon. 
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oftware  Minten 


CA9()s 


CA's  Computing 
Architcccure 
For  The  90s. 


John  Uberig,  CIO  of 
The  Royal  Canadian  Mint,  uses 
CA-ACCPAC  Plus  TO  DELIVER 

an"  AlXOUNTING  SOLUTION 
that's  RIGHT  ON  THE  MONEY.  1 


Domestic  and  foreign  circulation, 
numismatic  and  precious  metal  coins, 
tokens,  medals  and  trade  dollars. 
Gold  refining  and  bullion  production. 
The  Royal  Canadian  Mint  is  in  the 
business  of  making  money. 

And  Computer  Associates  helps 
them  save  it  with  ACCPAC  Plus, 
john  Uberig,  CIO  of  the 
Mint,  reports  "it  costs  far 
less  than  its  mainframe 
predecessor  and  has  a 
small  fraction  of  the 
maintenance  fees.  We  now  have  more 
efficient  financial  information  process- 
ing at  a  reduced  cost." 

ACCPAC  Plus  helps  the  Mint  be 
responsive  and  profitable.  "ACCPAC 
Plus  gives  us  the  ability  to  access, 
report  and  analyze  information  in  the 
system,  with  full  multicurrency 
capability  and  rapid  data  entiy.  The 
powerful  reporting  in  ACCPAC  Plus 
allows  access  to  the  financial  data  in  a 
more  complete,  understandable  and 
timely  fashion." 

ACCPAC  Plus 
also  enables 
prompt  invoicing 
and  payment 
processing.  All  of 
which  makes  for 


efficient  customer  service  and  supplier 
relations.  Yet  another  reason  why  the 
Mint  has  been  a  Computer  Associates 
customer  for  years. 

No  wonder  when  Mr.  Uberig  was 
asked  to  comment  on  ACCPAC  Plus, 
his  reply  was:  "It's  as  good  as  gold." 

jHSSOCIATES 

Software  supmior  by  design. 


« 1994  Computer  Associates  International,  Inc.,  Islandia, 
NY  11788-7000,  1-800-225-5224,  All  product  names  refer- 
enced herein  are  trademarl<s  of  their  respective  companies. 
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Microsoft's  rivals 
spoke,  and  the 
judge  listened.  Wil 
his  decision  stand' 
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licrosoft  Corp.  seems  to  have 
nally  met  its  match.  The  kno' 
out  punch  came  not  from  so:  " 
1  powerful  competitor  but  fr( 
District  Comt  Judge  Stanley  Sp 
kin.  On  St.  Valentine's  Day,  Sporldn  m 
sacred  the  consent  decree  the  Just; 
Dept.  reached  with  Microsoft  last  su 
men  The  result  of  years  of  governme 
investigation  into  Microsoft's  allegec 
monopolistic  practices,  the  decree  h 
been  decried  by  most  of  the  software 
dustry  as  ineffectual. 

In  the  end,  Sporkin  surprised  ]\ 
crosoft's  competitors  by  agreeing  wi 
them.  "This  certainly  is  good  news,"  sa 
Gordon  E.  Mayer,  ceo  of  Geoworks 
small  Alameda  (Calif.)  softwai-e  compai 
"If  the  object  is  to  increase  comj^etitit 
it  is  the  right  thing  to  do."  Adds  Steph 
M.  Case,  CEO  of  America  Online  In 
"What  I  think  is  being  said  [in  Sporki 
decision]  is  that  this  particular'  conse 
decree  didn't  go  far  enough." 
ON  A  LIMB.  Euphoria  over  the  Sporl*!; 
decision  may  be  short-lived,  howev( 
Scrambling  to  recover,  the  Justice  De] 
planned  a  Feb.  16  announcement  that  -fsm 
will  appeal  Sporkin's  decision.  If  the  d 
cision  is  overturned.  Justice  antitru 
chief  Anne  K.  Bingaman  will  reinsta 
the  consent  decree  she  negotiate 
"There's  a  good  ai-gument  that  the  cou 
exceeded  its  authority"  by  rejecting  t 
decree,  contends  Washington  antitru  ?«i 
lawyer  Joseph  Kattan.  Even  lawyers  w 
normally  would  be  against  Microsc 
agi'ee.  "I  approve  in  concept  with  wh 
[Sporkin]  is  saying,"  says  prominent  an 
ti-ust  lawyer  Maxwell  M.  Blecher.  B 
he  says  Sporkin  went  out  on  a  limb  1  Son 
trying  to  force  Justice  to  bring  mo 


charges  against  Microsoft.  "I  think  it  w 


be  I'eversed  on  appeal,"  he  says.  Justi 
seems  confident:  It  has  asked  that  the  a 
peal  be  expedited — meaning  a  decisic 
could  come  as  early  as  late  February. 

Still,  the  Sporkin  ruling  is  likely 
slow  the  juggernaut  apj^roach  of  Micr 
soft  ChaiiTnan  William  H.  Gates  III,  wl 
announced  plans  for  a  $1.5  billion  acquis 
tion  of  ftnancial  software  company  Inti,  ■& 


GATES:  Microsoft  lawyers  said  they 
wouldn't  renegotiate  a  consent  decre 
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just  weeks  after  the  consent 
•ee  was  announced.  Some  rival 
■utives  contend  that  the  litniicil 
ire  of  the  consent  decree  cin- 
ened — rather  than  chasteneti — 
2S.  Now  they  hope  for  a  deal 
,  gives  Gates  less  latitude, 
ideed,  the  Sporkin  opinion  may 
lire  more  rivals  to  push  for  a 
tling  of  the  Intuit  merger  and 
jr  measures  to  slow  Gates's 
■as  into  new  markets.  Justice's 
ew  of  the  Intuit  deal  is  likely 
)e  delayed  by  antitrast  issues 
way.  And  Justice  has  asked 
•e  companies,  including  Lotus 
elopment  Corp.,  to  comment  on 
merger  "The  issues  Judge  Spor- 

has  raised  about  Microsoft's 
•ket  position  and  industiy  domi- 
ce  are  real,"  says  Thomas  M. 
nberg,  general  coimsel  at  Lotus. 
5  positive  that  these  issues  will 
further  vented." 

n  rejecting  the  consent  decree, 
rkin  relied  heavily  on  ai-guments 
ed  in  an  llth-hour  protest  by 
2on  Valley  lavi^yer  Gaiy  L.  Re- 
k  on  behalf  of  anonymous  clients 
je  40).  In  a  highly  imusual  move 


WHY  SPORKIN  NIXED 
THE  MICROSOFT  AGREEMENT 


^  •  -  ■  -    -  '  •  The  judge 

contended  the  government  and  Microsoft  "have 
been  unable  and  unwilling  adequately  to  ad- 
dress certain  anticompetitive  practices"  the 
company  has  vowed  to  keep  using 

The  set- 
tlement didn't  adequately  define  how  Microsoft 


ly  to  continue  those  practices.  Fore- 
most among  the  supposed  tactics 
that  concerned  Sporkin  is  the  allega- 
tion that  Microsoft  preannounces 
products  that  aren't  ready  for  mar- 
ket to  keep  customers  from  buying 
similar  ones  from  competitors.  Jus- 
tice rejected  Sporkin's  arguments. 
And  it  contends  that  turning  over 
more  infonnation  about  its  Microsoft 
consent  decree — as  he  says  it 
should — would  jeopai'dize  futiu'e  set- 
tlements with  other  companies. 

If  Justice  loses  its  appeal,  its  op- 
tions in  cracking  down  on  Microsoft 
are  limited.  It  could  renegotiate  a 
new  consent  decree.  But  that  would 
requir-e  backpedaling  by  Bingaman 
and  Gates.  Microsoft  lawyers  have 
insisted  that  they  would  not  consid- 
er any  other  settlement,  and  Jus- 
tice pointed  out  in  a  Jan.  20  hearing 
before  Sporkin  that  after  fom-  yeai's 
of  investigation  by  the  ftc  and  Jus- 
tice, the  decree  was  the  best  case  it 
could  make.  Sporkin  tlii'ew  that  out 
after  a  few  weeks'  review. 

Justice  also  could  try  to  pi'ose- 
cute  the  case  in  comt.  But  even  if 
Justice  won  at  trial,  legal  experts 


jack  filed  a  friend-of-the-court    ^P^^Jd  ^e  made  to  comply  with  the  dea^  say,  it  would  probably  lose  on  ap 


;f  on  behalf  of  thi'ee  companies 
t  reftised  to  identity  themselves, 
jy  argued  that  Justice  should 
e  considered  the  fact  that  Mi- 
joft's  dominance- will  soon  go  way 
ond  operating  systems  because  it 

leverage  its  position  there  to 
aer  such  closely  related  mai'kets 
business  appHcations  and  net- 
'king,  home  software,  and  online 
vices.  In  short,  it  inight  largely 
e  control  of  the  Information 
)erhighway  (page  78). 
Vlicrosoft's  opponents  now  hopf 

government  will  take  steps  to 
ke  that  more  difficult,  if  not  im- 
isible.  "People  said  there  was 
hing  we  could  do  about  Micro- 
t,"  says  attorney  Reback.  "There 
and  we've  done  it  here.  Now  the 
istion  the  government  has  to  deal 
h  is:  How  do  we  want  the  Infor- 
tion  Superhighway  to  work?" 
Still,  Microsoft  is  fai-  fi-om  K.  O.'d. 
the  wake  of  Sporkin's  decision, 
:rosoft  executives  declined  to  say 
at  they  would  do  next.  But  the 
npany  has  issued  statements  strongly 
agi'eeing  with  the  opinion.  After  Jus- 
i  files  its  appeal,  Microsoft  is  likely  to 
ne  back  swinging,  and  tiy  to  help  Jus- 
3  get  the  decree  restoi-ed. 
In  his  45-page  opinion,  Sporkin  con- 
ded  that  the  decree  was  not  in  the 
5t  interest  of  the  public  for  various 


msWfiCiEMl  DETAILS  The  government  did 
not  provide  sufficient  details  about  its  agree- 
ment with  Microsoft 

f^AKKOW  SCOPE  The  settlement  should  have 
been  more  far-reaching 


BINGAMAN:  Her  best  deal  wasn't  good  enough 


reasons  (tiible).  But  the  big  smprise  is  his 
insistence  that  Justice  should  have 
brought  more  chai-ges  against  Microsoft. 
He  rejected  the  decree  in  part  because 
Justice  "was  unable  and  unwilling  ade- 
quately to  addi-ess  certain  anticompetitive 
practices"  that  the  decree  did  not  men- 
tion. Fuither,  he  said,  Microsoft  w^as  Uke- 


peal.  Preannouncing  products  is 
common  industry  practice,  and 
couits  in  the  past  have  failed  to  de- 
ter other  companies — IBM,  for  ex- 
ample— fi'om  such  tactics.  And  no 
couit  has  ever'  successfully  impeded 
a  company  dominant  in  one  mai'ket 
fi'om  taking  over  another — making 
the  ai'gTjment  that  Microsoft  is  in 
danger  of  taking  over  the  Informa- 
tion Highway  a  dubious  one.  "Those 
kinds  of  predictions,  wiiile  plausible, 
are  so  uncertain  that  an  appellate 
comt  would  be  veiy  nervous  about 
buying  it,"  says  William  E.  Kovacic, 
an  antitmst  law  professoi-  at  George 
Mason  University. 
MICRO-BASHING?  Much  of  the  soft- 
ware industiy  would  be  happy  just 
getting  an  ailing  of  then'  giievances 
against  Microsoft.  Software  compa- 
nies chai-ge,  for  example,  that  Micro- 
soft requii'es  them  to  disclose  their 
own  product  j^lans  in  order  to  get 
early  access  to  its  operating  sys- 
tem, then  takes  their  ideas  and  an- 
nounces competing  products.  They 
also  claim  that  Microsoft  will  cut  them  off 
from  information  if  they  publicly  com- 
plain. A  public  trial,  says  one  executive, 
"may  change  the  public  image  of  Micro- 
soft" as  a  gTeat  American  company. 

But  those  charges  have  always  been 
murky.  If  Bingaman  could  not  find 
enough  evidence  in  a  nonpublic  investiga- 
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twn,  would  a  public  tiial  do  any  better? 
So  fai;  few  livals  are  coming"  fomard 
with  public  allegations  against  Micr'osoft, 
allegedly  feanng  r'etaliation.  And  some 
companies  think  the  charges  are  over- 
blown. "There's  so  much  rhetoric  and  so 
little  fact  to  support  these  ar-goiments," 
says  Symantec  Corp.  President  Gordon 
E.  Eubanks,  "that  close  sci-utiny  would 
pi-obably  reveal  poor  business  decisions 


by  competitors,  rather  than  a  conspiracy 
by  Microsoft,  is  the  problem." 

If  its  appeal  of  the  Sporkin  decision 
fails,  Justice's  final  option  would  be  to 
drop  its  case  altogether.  But  if  the  con- 
sent decree  was  a  disapjwintment  to  com- 
petitors, that  would  be  considered  a  dis- 
aster So,  rivals  are  left  to  hope  that, 
whatever  happens,  the  rising  intensity 
of  criticism  of  Microsoft's  dominance  will 


cause  it  to  moderate  its  push  into  r 
mai'kets.  "Microsoft  will  change  its  beh 
ior  in  order  to  avoid  possible  confror 
tion,"  predicts  Mayer.  Wishful  thinkii' 
Perhaps.  But  Judge  Sporkin  has  ham 
a  potent  ai-gument  to  those  who  thou 
Microsoft  was  unstoppable. 

By  Richard  Brandt  in  San  Frandi 
with  Catherine  Yang  in  Washmgtm,  c 
Amy  Coriese  in  New  York 


Pres 


THE  AHAGK  DOG  WHO  TOOK  A  CHUNK  OUT  OF  MICROSOFT 


!o  sei 


ton 


One  Saturday  last  summer,  Gary 
L.  Reback  turned  on  the  TV  in 
search  of  morning  cartoons  for 
his  kids.  Instead,  he  found  Attorney 
General  Janet  Reno  and  Anne  K. 
Bingaraan,  head  of  the  Justice 
Dept.'s  antitrust  unit.  They  were  an- 
nouncing an  accord  ending  the  gov- 
ernment's proti'acted  incjuiry  into 
the  business  practices  of  Microsoft 
Corp.  The  settlement  was 
"toothless,"  thought  Reback, 
doing  little  to  protect  dozens 
of  his  Silicon  Valley  clients 
from  what  he  believed  were 
the  giant's  illegal  tactics.  In- 
sists Reback:  "What  Micro- 
soft is  doing  tears  at  the  fab- 
ric  of  Silicon  Valley." 

At  first,  Reback  simply 
stewed.  Then,  in  December, 
he  read  transcripts  of  the 
hearings  before  District 
Court  Judge  Stanley  Sporkin 
into  the  merits  of  the  con- 
sent decree.  Encouraged  by 
the  judge's  tough  questions, 
Reback  led  an  llth-hour 
campaign  to  familiai'ize  Spor- 
kin with  his  view  of  how 
Microsoft's  power  threatens 
smaller  Silicon  Valley  rivals. 
And  he  seems  to  have  made  his 
mark:  The  language  of  Sporkin's 
decision  largely  echoes  Reback's 
arguments. 

ENEMY  NO.  1.  The  boyish-looking 
Reback  probably  doesn't  strike  most 
people  as  the  type  who  could  best 
powerful  Microsoft.  But  at  4.5,  he 
could  hardly  have  been  better  pre- 
pared for  the  case.  Born  and  raised 
in  Knoxville,  Tenn.,  he  worked  his 
way  through  Yale  University  as  a 
computer  progi-ammer — a  job  that 
forever  hooked  him  on  technology. 
In  1974,  Reback  earned  his  law  de- 
gree at  Stanford  University.  He 
started  out  practicing  antitrust  law 


in  Washington,  but  in  1981  returned 
to  California  to  specialize  in  technol- 
ogy and  the  law. 

Since  then,  Reback  has  handled 
his  share  of  noteworthy  corporate 
battles.  He  defended  Borland  Inter- 
national Inc.  in  a  copyright-infringe- 
ment suit  that  Lotus  Development 
Corp.  won  in  1993.  (The  case  is  now 
on  appeal.)  He  also  helped  Borland 


REBACK:  The  lawyer  enraged  top  trustbusters 


and  Cadence  Design  Systems  Inc. 
win  Justice  Dept.  approval  for  ma- 
jor acquisitions. 

In  taking  on  Microsoft,  Reback 
began  by  circulating  transcripts  of 
Sporkin's  first  hearing  to  companies. 
Subsequently  inundated  with  calls 
from  griping  software  outfits,  he 
signed  on  three  of  them  and  filed 
papers  to  Sporkin  outlining  industry 
opposition.  But  he  did  so  solely  un- 
der his  own  name,  not  those  of  his 
clients,  who,  Reback  says,  are  as 
frightened  of  Microsoft  as  "witness- 
es at  a  Mafia  hit."  So  Reback,  a 
partner  at  the  Palo  Alto  (Calif.)  law 
firm  of  Wilson,  Sonsini,  Goodrich  & 


Rosati,  has  become  pubhc  enemy 
No.  1  to  Microsoft. 

Reback  hasn't  just  incited  the  en- 
mity of  Microsoft  ceo  William  H. 
Gates  III.  At  a  hearing  in  January, 
Bingaman  was  so  enraged  by  Re- 
back's  comments  about  the  Justice 
Dept.'s  ineptitude  that  she  pounded 
her  fist  against  the  lectern  in  defend- 
ing her  case.  But  that  hasn't  cowed 
Reback  one  bit.  "The  people 
in  Washington  ar-e  wholly  ig- 
norant of  how  Silicon  Valley 
works,"  he  says.  "We  don't 
think  the  Antitrust  Div.  was 
tough  enough  to  stand  up  to 
Micr-osoft,  so  we  have  to." 
ON  GUARD.  What  do  Justice's 
antitrust  attorneys  think 
about  Reback?  At  a  Jan.  20 
hearing,  they  argued  that  he 
is  an  interioper  whose  com- 
plaints came  months  after 
the  end  of  the  60-day  com- 
ment period  allotted  by  law. 
They  say  his  allegations  have 
been  thor'oughly  pi'obed — 
and  rejected.  Even  in  the 
softwar-e  industry,  support 
for  Reback's  efforts  is  far 
from  univer-sal.  "He's  writing 
that  brief  to  get  his  name  in 
the  papers,"  says  one  industry 
source.  J.  Paul  Grayson,  president  of 
softwai'e  maker  Micrografx  Inc.,  says 
he  is  irked  that  an  issue  he  thought 
was  settled  is  now  up  in  the  air. 
Overall,  Grayson  says,  Micr-osoft 
has  been  good  for  the  software  in- 
dustry because  it  estabhshed  strong 
standar'ds. 

Whatever  his  motives,  Reback 
now  has  emer-ged  as  the  legal  pro- 
fession's chief  Microsoft  watcher. 
From  now  on,  it  seems,  anyone  with 
a  complaint  against  Microsoft  will 
know  who  to  call. 

By  Richard  Brandt 
in  Palo  Alto,  Calif. 
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'ENATOR 
\NGERFIELD? 

y  Pressler  may  be  in  over 
head  in  the  telecom  wars 

je  gets  no  respect.  Think  of  Lany 
j Pressler  (R-S.D.)  as  the  Rodney 

I  Dangei-field  of  the  U.  S.  Senate.  It's 
/  to  see  why:  Despite  winning  a 
des  Scholarship  and  earning  a  Har- 
i  law  degree  (though  twice  failing 
South  Dakota  bar  exam),  he's  prone 
iloopers.  In  his  current  crusade  to 
off  pubhc  TV,  for  instance,  he  has 
ned  that  the  Corporation  for  Public 
adcasting  spends  75%  of  its  budget 
3verhead.  The  real  figure  is  4.5%. 
South  Dakotan  colleague  in  the  Sen- 
Democrat  Thonr  as  A.  Daschle,  once 
ed  about  Pressler:  "A  Senate  seat  is 
n'ible  thing  to  waste." 

ime  to  cut  the  comedy.  As  the  new 
rman  of  the  Senate  Commerce  Com- 
:ee,  Pressler,  52,  is  now  one  of  the 
t  important  people  in  Congi-ess.  Just 
the  U.  S.  communications  giants:  In 
second  half  of  1994,  outfits  from 
T  to  HBO  anted  up  $475,859  for  his 
S  election  war  chest.  The  reason: 
ssler  is  in  chai'ge  of  shepherding  the 
[•haul  of  the  60-year-old  telecommmii- 
ons  law  that  limits  competition  in 
converging  telecom,  entertainment, 
information  industries.  The  changes 
mH  overeee,  says  foiTner  GOP  Senator 
vard  H.  Baker  Jr,  who  is  now  the 
^-distance  industry's  head  lobbyist, 

II  affect  more  people  and  more  dol- 
than  almost  anything  else  you  can 

ceive  of  for  this  Congress." 
'he  Senate  looks  to  be  the  key  bat- 
.round  for  shaping  dereg"ulation.  Last 
r's  proposal  sailed  thi-ough  the  House 
)re  getting  derailed  in  a  highly  paiti- 
Senate.  This  year.  House  telecom 
committee  Chairman  Jack  Fields  (R- 
..)  is  hammering  out  a  bipartisan  bill, 
ich  he  expects  to  have  ready  by 
rch.  But  the  Senate  remains  conten- 
is.  Partisan  bickering  already  is 
aking  out.  And  there  have  been 
rp  disagreements  even  within  the 
3ublican  Party  over  when  local  phone 
ipanies  should  be  allowed  into  long- 
:ance  calling  and  over  how  much  rate 
ef  cable-TV  operators  should  receive. 
LLER  CHESS.  Aftei'  a  month  of  negoti- 
)ns  with  fractious  colleagues,  Pi'ess- 
unveiled  a  GOP  measure  on  Feb.  1 
t  would  let  local  calling  companies 
.er  the  long-distance  market  three 
irs  after  its  passage.  Democrats 
intered  with  a  much  more  restric- 


Larry  Pressler 


BORN  Mar.  29,  1942,  in  Humboldt,  S.D. 

EDUCATION  Graduated  Phi  Beta  Kappa 
in  1964  from  University  of  South  Dako- 
ta. Rhodes  Scholar.  Master's  in  govern- 
ment and  law  degree  from  Harvard. 

MILITARY  SERVICE  Army  lieutenant,  Viet- 
nam 1966-68. 

POLITICAL  CAREER  TWo  terms  in  House, 
1974-78.  Elected  to  Senate  in  1978.  Ran 
brief  campaign  for  President  in  1980. 

PERSONAL  Drives  John  Deere  tractors 
for  fun,  attends  Bible  classes. 

five  version  on  Feb.  15.  Now  comes 
the  horse  trading.  And  telecom  compa- 
nies lack  confidence  in  Pressler's  ability 
to  facilitate  matters.  He  "makes  Quayle 
look  like  Kissinger,"  carps  an  industry 
executive  who  has  spoken  to  Pressler  at 
length. 

Pressler  has  no  illusions  about  the 
difficulty  of  getting  the  Senate  to  agi"ee. 
"It's  like  playing  a  game  of  chess  with 
several  playei-s  and  any  one  of  them 
can  checkmate  at  any  point,"  he  says. 


At  least  he  has  been  able  to  bring  the 
warring  gop  factions  together.  One 
camp,  consisting  of  Senate  Majority 
Leader  Bob  Dole  (R-Kan.)  and  Sena- 
tor's Bob  Packwood  (R-Ore.)  and  John 
McCain  (R-Ariz.),  favor-s  immediately 
letting  the  Bells  enter  the  long-distance 
business.  Another-,  including  Pr'essler 
and  Senators  Tr-ent  Lott  (R-Miss.)  and 
Ted  Stevens  (R-Alaska),  wants  to  re- 
str-ain  the  Bells  until  their  monopolies 
end  so  that  they  can't  unfairly  subsi- 
dize competitive  ventures. 
ROOM  TO  MOVE.  Swallowing  har-d,  Pr-ess- 
ler  agreed  to  a  measure  that  would  let 
long-distance  companies  into  local  mar- 
kets in  one  year-  and  the  Bells  into  long 
distance  after-  thr-ee.  The  bill  also  would 
abolish  most  cable-r-ate  regulation. 

But  the  next  step  will  be  a  lot 
tougher.  The  Democr-ats'  proposal 
would  continue  to  regulate  cable  rates 
and  would  free  the  Bells  to  enter  new 
businesses  only  when  they  can  pr-ove 
that  they've  removed  potential  barrier's 
to  competition.  But  ther'e  may  be  r-oom 
for  compromise.  Severing  the  cable 
part  of  the  gop  measur-e  would  help. 
And  to  assuage  long-distance  car-rier-s, 
lawmakers  could  extend  the  date  for 
the  Bells'  entry  into  long  distance  by  a 
year  or  so. 

What's  unclear  is  whether  Pr-essler 
can  cut  such  a  deal.  His  efforts  to  get 
the  long-distance  carriers  and  Baby 
Bells  to  resolve  their  differ-ences  have 
gone  nowher-e.  Washington  insider-s  say 
that  Pr-essler  is  consider-ed  a  loner,  not 
known  for  working  with  other  lawmak- 
ers. He  has  sponsored  virtually  no  sig- 
nificant legislation  during  his  two 
decades  in  Congress. 

What's  more,  Pr'essler's  fragile  ego 
makes  him  war-y  of  Democr'ats  he  must 
bar'gain  with,  especially  when  he  thinks 
they'r-e  usurping  his  prerogatives  as 
chairman.  At  a  gathering  in  December, 
for  instance,  he  was  miffed  when  Vice- 
Pr-esident  Al  Gor'e  launched  the  feds' 
first  air"waves  auction  without  noting  it 
was  a  GOP  idea.  "It  was  emban-assing  to 
be  on  the  stage,"  Pressler  says. 

Lobbyists  also  wony  about  Pr-essler-'s 
penchant  for  shooting  from  the  lip.  He 
tur-ned  an  offhand  comment  by  a  Bell 
Atlantic  Cor-p.  executive  into  fir-m  inter-- 
est  in  buying  the  Cor-por-ation  for-  Pubhc 
Broadcasting,  j^r-ompting  the  phone  com- 
pany to  distance  itself  fr-om  the  idea 
quickly  when  Pressler  mentioned  it  on 
Face  the  Nation. 

Luckily,  Pressler  has  some  powerful 
alHes  on  his  side.  Dole,  House  Speaker 
Newt  Gingrich  (R-Ga.),  and  the  high- 
tech-oriented Wliite  House  all  ar-e  push- 
ing for-  telecom  legislation.  With  that 
kind  of  backing,  Pressler  may  not  need 
respect  to  succeed. 

By  Mark  Lewyn  in  Washington 
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TAX  POLICY 


THE  GOP'S  TAX  CUTS 

ARE  FALLING  OFF  THE  TABLE 

The  public  is  cool-and  even  business  is  unenthusiastic 


GINGRICH:  Al 

that  changes 


A curious  thing  is  hap- 
pening to  the  huge 
individual  and  corpo 
rate  tax  cuts  that  are  a 
centerpiece  of  the  House 
GOP's  Contract  With 
America:  Despite  all  the 
goodies,  support  among 
business  and  the  general 
public  is  downright  tepid. 
Many  corporate  execu- 
tives say  they'd  much 
rather  see  Congr-ess  cut 
the  deficit  than  taxes; 
they  figure  lower  inter- 
est  I'ates  produced  by  deficit  reduction 
would  be  more  helpful  than  a  modest 
drop  in  taxes.  That's  one  reason  Senate 
Republicans  are  rapidly  losing  interest 
in  ambitious  tax-cutting. 

As  a  result  of  the  shift,  lawmakers 
may  have  to  retool  key  provisions  of  the 
$200  billion  revenue  bill — which  would 
cut  taxes  on  capital  gains,  expand  indi- 
vidual retirement  accounts,  provide  a 
more  generous  depreciation  schedule  for 
business,  and  hand  most  families  a  $500- 
per-child  tax  credit.  Even  House  Speak- 
er Newt  Gingiich  (R-Ga.),  chief  author  of 
the  contract,  hints  that  changes  may  be 
afoot.  "I  don't  know  of  any  backing  down 
or  backing  off  at  all  yet,"  he  says,  but 
adds:  "None  of  the.se  bills  have  to  neces- 
sarily ])ass  as  written." 

How  will  things  turn  out?  The  family 
tax  credit  and  the  individual  capital-gains 
cut  will  still  pass  the  House,  alrliough 


CONTRACT  BLUES 


are  ajoot 


the  $120  billion  child  cred- 
it could  well  be  trimmed 
or  delayed  as  Republicans 
stinggle  to  find  spending 
cuts  needed  to  finance  it. 
Now  slated  to  go  to  fami- 
lies earning  $200,000  or 
less  beginning  in  1996,  the 
credit  could  be  phased  in 
or  offered  only  to  those 
with  a  lower  income. 
Plans  to  index  capital 
gains  for  inflation  and  cut 
the  rates  in  half  may  sur- 
vive  the  House,  but  the 
Senate  is  likely  to  be  less  generous  with 
either  the  rate  cut  or  indexing. 

Business  provisions  of  the  contract 
are  in  worse  trouble.  The  cut  in  corpo- 
rate capital-gains  taxes — now  estimated 
to  cost  at  least  $16  billion  over  five 
years — faces  growing  opposition.  And 
the  new  depreciation  system  for  capital 
equipment  may  be  dumped.  House 
Ways  &  Means  Committee  Chairman 
Bill  Archer  (R-Tex.)  says  the  provision 
"has  little  oi'  no  support  from  the  people 
who  supposedly  would  benefit  the  most." 

That's  true  for  much  of  this  bill. 
While  Cor])orate  America  rarely  passes 
up  a  chance  to  latch  on  to  tax-cut  bills, 
it  has  shown  little  enthusiasm  for  this 
one.  And  polls  show  that  60%  of  the 
public  would  prefer  that  Congi'ess  cut 
the  deficit  rather  than  trim  taxes.  In 
recent  hearings  around  the  country. 
House  Ruda:et  Committee  memhei's 


M 1 


DO 
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have  heard  the  same  message.  One  i 
son  may  be  deep  public  skepticism  O' 
whether  they'll  evei-  see  the  benefits 
the  proposed  tax  breaks.  "People  dc 
support  it  because  they  don't  beli( 
it,"  says  political  analyst  Kevin  Philb 

In  the  business  community,  there 
some  pockets  of  strong  support — bai 
ers  and  stockbrokers  are  pushing  hi 
for  generous  new  ira  deductions 
natural-resource  companies  love  cor 
rate  capital-gains  tax  cuts.  But  for 
most  part,  business  is  going  throi 
the  motions  merely  as  a  courtesy  to 
GOP  majority  in  Congress.  "We're 
ing  good  soldiers,"  says  one  veteran  c 
porate  lobbyist.  "But  the  truth  is,  tb 
ain't  a  whole  lot  in  this." 
"NO  PRESSURE."  For  many  compani 
other  issues  in  the  Republican  contri 
take  precedence  over  tax  cuts.  For 
stance,  the  National  Association  of  Mi 
ufacturers  has  set  regulatory  and  le 
reform  as  its  top  priorities,  with  t 
cuts  well  down  on  their  wish  hst. 
late  January,  the  U.  S.  Chamber  of  Co 
merce  polled  its  members  on  their  leg 
lative  goals  and  got  much  the  same  i  [sl 
sponse.  Of  their  top  20  priorities,  t 
items  ranked  12th,  14th,  and  15th,  w  W 
behind  such  issues  as  unfunded  mi  -'lis 
dates,  papei-work  reduction,  and  the  b  «f 
anced-budget  amendment  to  the  Cc 
stitution.  Says  one  Senator  who  strong 
backs  tax  cuts:  "If  you  ask,  they  s  tefthi 
they  strongly  support  it,  but  they  doi  l;itti 
care  if  you  do  it.  There's  no  pressu  s-gw 
from  business  to  cut  their  taxes." 

The  conti-act  makes  some  deficit-cc#iiimit 
scious  execs  downright  uncomfortab 
As  much  as  Katherine  M.  Hudson,  chltiiigs 
executive  of  Milwaukee-based  industr  te 
products  maker  W.  H.  Brady  &  Co.,  Mk 
tax  breaks,  she  wants  spending  cuts 
come  first:  "We  need  some  sort  of  defi 
reduction  in  place  so  that  tax  cuts  doifeii  ci 
make  the  overall  situation  worse  l-m 
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s  in  its  Contract  With  Mnerica, 
i  measures  is  eroding 


-th( 


WHAT  THE  CONTRACT  PROMISED 

Establish  a  $500-per-child  tax 
credit  for  families  earning  $200,000 
or  less 

'  Cut  the  capital-gains  tax  in  half 
and  index  it  for  inflation 

Set  a  new  business  depreciation 
scheme  as  an  incentive  for  capital 
investment 

P-  Expand  IRA  eligibility 


CONTRAGT 
WITH 

America 

THEB0U)PL.\NBy 

Kep,  NewtCinorich.  Re?.  D»ck  AiLvitx 
AND  THE  House  REpLiBucxNs 

TO  CitANfiK  THE  NaITO-N 


LEGISLATION  THAT  NOW  IS  LIKELY  TO  PASS 

>  The  credit  may  be  phased  in  or 
limited  to  families  with  a  lower  qual- 
ifying income 

■>  The  rate  cut  could  be  scaled  back 
or  indexing  could  be  watered  down 


.  The  scheme  likely  will  be  dropped; 
business  is  pushing  for  relief  from 
the  alternative-mmimum  tax  instead 


Some  version  should  pass 
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"he  American  Business  Conference, 
ich  represents  fast-gi'owing  midsize 
ipanies,  also  favors  a  capital-gains 
.  But  ABC  President  Ban-y  K.  Rog- 
i  prefers  that  Congress  tackle  con- 
aption-based  reform  instead  of  fin- 
ing ai'ound  the  edges  of  the  tax  code, 
would  much  rather  they  do  this 
d  of  thinking  in  a  broader  package," 
says. 

Representatives  of  big,  capital-inten- 
i  industries  are  even  less  enthusiastic. 
;  depreciation  plan,  for  example,  was 
•posed  to  be  a  boon  for  such  busi- 


nesses. But  for  companies  that  are  con- 
stantly purchasing  equipment,  the  cost- 
recoveiy  proposal  creates  big  problems. 
Gripes  one  lobbyist:  "You're  always  in  a 
cash-flow  crisis  under  this  thing." 

Some  businesses  would  rather  see 
Congress  water  down  the  altemative- 
minimum  tax,  which  often  hammers  com- 
panies when  profits  sUde.  Archer  seems 
sympathetic.  "We  need  to  try  to  find 
some  way  to  ameliorate  the  negative  im- 
pact of  the  AMT  on  job  creation,"  he  says. 

But  financing  amt  relief  might  be 
tricky.  Under  the  curious  rules  of  budget 


accounting,  dropping  the  depreciation 
proposal  would  cost  $18  billion  over  five 
year's.  So  companies  can't  trade  the  plan 
for  AMT  rehef.  One  option:  Companies 
would  forgo  unused  amt  deductions  in 
return  for  futui-e  elimination  of  the  tax. 

Still,  the  bottom  line  is  clear:  So  long 
as  business  and  the  public  ai'e  cool  on  tax 
cuts,  much  of  the  gop  package  could  fade 
away  by  the  time  a  bill  reaches  Presi- 
dent Clinton's  desk  next  fall. 

By  Howard  Gleckman,  with  Richard 
S.  Dunliam  in  Washington  and  Richard 
A.  Melcher  in  Chicago 


IRPORATE  PROFITS 


r  DOESN'T  GET 
LOT  BEHER  THAN  THIS 

uporate  earnings  were  up  a  sizzling  41%  last  year 


outhwood  J.  "Woody"  Morcott  had 
kgood  reason  to  crow  on  Feb.  13 
"when  he  announced  Dana  Corp.'s 
)A  results.  Earnings  for  the  year 
nped  78%,  to  $228  million— Dana's 
■gest  annual  increase  ever.  Sales  were 
21%,  to  $6.6  billion.  Morcott,  the 
opany's  chief  executive  officer,  attrib- 
!S  the  auto-parts  company's  hot  per- 
mance  to  global  expansion  and  ris- 
;  productivity.  What's  more,  Morcott 
predicting  that  this  year  will  be  even 
iter  than  last. 

As  it  turns  out,  though,  Dana's  eam- 
fs — good  as  they  are — weren't  a 
xAe  lot  above  the  norm.  According  to 
■iliminary  data  compiled  for  business 
iek's  quarterly  scorecard  of  corjjorate 
rnings  for  900  companies,  profits 
tertax  income  from  continuing  opera- 
ns  before  extraordinary  items)  were 

an  enonnous  41%  last  year.  That's 
i  biggest  jump  since  business  week 
gan  compiling  such  data  back  in 
73 — and  it  came  on  a  sales  increase  of 
it  9%.  Fourth-quarter  earnings  leaped 
7c — the  biggest  rise  since  1988's  sec- 
d  quarter — on  an  11%  increase  in 
ies.  "This  is  the  best  profit  environ- 
int  by  my  reckoning  in  about  20 
ars,"  says  Carmine  J.  Grigoli,  chief 
rtfolio  strategist  at  Nomura  Secur- 
2S  International  Inc. 
3  BUMP.  Why  the  stellai"  perfomiance 

Corporate  America?  Capacity  util- 
ition,  at  85.5%,  is  at  its  highest  level 
ice  1979.  That's  largely  because  com- 
nies  have  chosen  to  eke  out  every 
ill  they  can  from  existing  plants  rath- 

than  invest  in  new  ones.  Detroit's 
K  Three  auto  makers,  for  instance, 
e  using  overtime  to  help  juice  output 

the  max.  Another  example  is  the 
?el  industry.  Buoyed  by  the  strong 
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ANNUAL  PERCENTAGE  CHANGE  IN 
CORPORATE  PROFITS  FOR  A  SAMPLE 
OF  900  OR  MORE  COMPANIES 


economy,  it  operated  at  93%  of  capacity 
last  yean 

Corporate  resti-ucturings  also  are  con- 
tinuing to-  give  profits  a  major  bump. 
Manufacturing  productivity  jumped  4.6% 
last  year,  while  wages  only  rose  2.3%. 
IBM's  turnaround 
alone  added  seven 
points  to  the  busi- 
ness week  1994  prof- 
it number;  the  in- 
crease would  decline 
to  34%  if  Big  Blue 
were  excluded  from 
the  list.  DuPont  Co. 
also  is  reaping  the 
benefits  of  years  of 
restructuring  and 
sharp  spikes  in  the 
price  of  basic  chemi- 
cals. DuPont  cut 
costs  to  the  tune  of 
$3  billion  per  year.  In 
the  fouith  quarter,  its 
profits  nearly  dou- 
bled, to  $644  million, 
excluding  extraordi- 
nary items,  on  sales 
that  were  up  9.6%,  to 
$10.1  billion. 

Another  company 
where  restructuring 
is  starting  to  pay  off 
big  is  Westinghouse 
Electr-ic  Corp.  Heavy 
cost-cutting  and  a 
strong  international 
focus  helped  propel 
the  company's  power- 
gener-ation  and  refiig- 
er-ated-tr-ansportation 
businesses  to  a  dyna- 
mite fourth  quarter. 
That  helped  boost 


WOW 
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Why  such  a  stellar 
performance? 
Overtime  is 
juicing  output  to 
the  max,  and 
manufacturing 
productivity 
is  continuing 
to  soar 


the  overall  company's  1994  net  to  $77 
million  on  revenue  that  was  flat  at  $8.9 
billion — vs.  a  $326  miUion  loss  last  year. 
"We  fundamentally  changed  how  we  do 
business,"  says  Fredr'ic  G.  Reynolds, 
Westinghouse's  chief  financial  officer. 
"We're  now  competitive,  and  we're  win- 
ning in  the  marketplace."  Prospects  for 
1995  look  good  as  well:  As  of  January, 
Westinghouse  had  a  mammoth  order 
backlog  of  $10.4  billion,  up  5%  from  a 
year  earlier. 

SOME  LAGGARDS.  Of  course,  not  all  com- 
panies ar"e  seeing  profit  hikes.  For  one, 
heightened  competition  cut  profits  at 
usually  stellar  Southwest  Airhnes  Co. 

by  47%  in  the  fourth 
quarter;  to  $20.3  mil- 
lion. And  doubts  are 
rising  about  some 
hitherto  booming  in- 
dustries: For  in- 
stance, analysts  are 
fretting  about  steel 
pr-ofits  because  a  $30- 
per-ton  price  hike 
on  flat  rolled  steel 
instituted  on  Jan.  1 
shows  signs  that  it 
may  not  hold. 

What's  the  progno- 
sis for  1995?  Mar-ket 
strategists  expect 
profits  to  continue 
growing  in  the  first 
quarter  of  the  year 
and  are  optimistic  for 
the  full  year-.  Grigoli 
expects  earnings  for 
companies  in  the 
Standar'd  &  Poor's 
500-stock  index  to 
jump  by  19%  this 
year.  That  would  be 
an  excellent  r-esult — 
except  by  comparison 
with  the  colossal  suc- 
cess of  1994. 

By  Lori  Bongior- 
no  in  New  York, 
with  Stephen  Baker 
in  Pittsbiirgh  and 
Joseph  Weber  in 
Ph  iladelphia 
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By  Mike  McNamee 


GIVE  MEDICARE  A  STRONG  DOSE  OF  MANAGED  CARE 


proach  would  be  managed-care  sys- 
tems, which  provide  moi'e  services 
for  less  money  than  does  traditional 
Medieai'e. 

Managed  care's  ability  to  limit 
health  spending  is  constantly  improv- 
ing. In  1994,  private  companies  saw 
their  health-benefit  costs  per  employ- 
ee fall  by  1.1% — the  fu'st  drop  in  two 
decades,  according  to  benefits  consul- 


When  Virginia  A.  Mai'hefka  re- 
tired from  Digital  Equipment 
Corp.  in  1992,  she  took  a  step 
stunning  to  Washington's  lobbyists 
for  the  elderly:  She  dropped  her  tra- 
ditional health  insurance  and  joined  a 
health  maintenance  organization.  "I 
knew  eventually  I  would  need  the 
kind  of  services  I  get  from  an  HMO," 
explains  Mai'hefka,  who's  a  foiTner 
software  buyer  in  Clin- 
ton, Mass. 

Her  HMO,  Fallon  Com- 
munity Health  Plan,  pays 
for  pi-eventive  checkups, 
blood-pressure  medicines, 
and  a  dietician  to  help 
her  control  her  diabetes. 
Therefoi-e,  when  she 
turned  65  in  November, 
Mar-hetka  refused  to  even 
consider  abandoning  Fal- 
lon for  the  standard  Med- 
icare insui'ance  package, 
which  wouldn't  covei'  all 
those  extra  services  she 
needed. 

LOST  LOVE.  Mrs.  Marhef- 
ka,  please  drop  a  line  to 
Washington.  For  the  capi- 
tal's health  and  budget 
experts,  it's  an  article  of 
faith  that  seniors  so  love 
Medicare  they  wouldn't 
tolerate  the  shghtest 
change.  So,  while 
Medicare's  tnast  fund  is 
going  broke,  politicians 

LTmrlltSeTa:!"  kind  of  services  I  get  from  an 

ings  fi-om  doctors'  and 
hospitals'  fees.  That  ap- 
proach would  barely  dent 
Medicai-e's  soaring  costs,  let  alone  of- 
fer hope  of  controlling  the  federal 
budget. 

Instead  of  tinkering,  Congress 
should  overhaul  Medicare — now.  Its 
models  should  be  the  Federal  Em- 
ployees Health  Benefits  Progi'am  and 
the  pioneering  benefit  schemes  of 
such  companies  as  Digital  and  Xerox 
Corp.  Congi'ess  should  replace  Medi- 
care with  a  system  of  vouchers  that 
seniors  could  use  to  choose  any 
health  plan  that  meets  federal  stan- 
dards for  quality  and  service.  Most 
likely  to  prevail  under  such  an  ap- 


SAYING  NO  TO  MEDICARE  ii  I  knew 
eventually  I  would  need  the 


HMO»» 


VIRGINIA  MARHEFKA 


tants  A.  Foster  Higgins  &  Co.  Some 
of  the  savings  came  from  a  dramatic 
rise  in  managed-care  enrollment.  But 
leading  HMOs  also  are  rooting  out  in- 
efficient treatments  and  promoting 
preventive  medical  practices  that 
promise  to  keep  costs  on  a  slow 
track  in  the  future. 

No  insurer  is  ripei-  for  such  chang- 
es than  Medicare.  Its  benefits  pack- 
age— state-of-the-ait  for  1965 — "pro- 
motes blank-check  medicine," 
suggests  economist  Linda  A.  Berg- 
thold  of  the  health  consulting  firm 
Lewin-VHI  Inc.  Under  Medicare,  it's 


easier  to  collect  for  a  stay  in  the  hos- 
pital than  for  sei'vices  that  would 
prevent  hospitalization.  The  Medicare 
plan  lacks  such  basics  as  prescrip- 
tion-drug covei'age  and  a  cap  on  out- 
of-pocket  costs. 

Medicare's  own  attempts  to  pro- 
mote HMOS  haven't  made  managed 
care  widely  available  or  attractive: 
Only  9%  of  Medicare's  33  million  en- 
rollees  are  in  hmos,  and 
more  innovative  pre- 
ferred-provider plans  are 
available  only  as  an  ex- 
periment in  15  states. 
And  under  Medicare's 
pricing  system,  the  bulk 
of  managed-care  savings 
go  to  the  HMO — not  to 
the  government. 
PLAY  OR  PAY.  Medicai-e 
vouchers  would  offer  sen- 
iors a  clear  choice:  If 
they  want  expensive,  un- 
coordinated fee-for-ser- 
vice  medicine,  they  can 
simply  pay  the  price. 
Most  beneficiaries  would 
probably  decide  to  give 
cheaper  managed-care 
plans  a  tiy.  That  could 
cut  Medicare's  double- 
digit  spending  growth 
rates  in  half,  says  econo- 
mist J.  D.  Kleinke  of  the 
Baltimore-based  health- 
researcher  HCIA  Inc.— 
trimming  at  least  $250 
bilhon  off  the  $1.9  trilhon 
Medicare  bill  between 
now  and  2002. 

Are  America's  politi- 
cians up  to  such  an  over- 
haul? "We  ai'e  going  to  rethink  Medi- 
cai-e  from  the  gi-ound  up,"  House 
Speaker  Newt  Gingiich  told  the 
American  Hospital  Assn.  on  Jan.  30. 
However,  GingTich's  lieutenants  ai'e 
focusing  on  minimal  changes  in  premi- 
ums and  benefits.  If  the  Republicans 
want  to  achieve  I'eal  savings^ — and  to 
improve  the  health  care  that  the  eld- 
ei'ly  receive — they  should  be  as  bold 
as  Vii'ginia  Marhefka  and  throw  out 
an  obsolete  and  out-of-control  system. 


McNam.ee 
issues. 


follows  health-care 
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Yikes!  They're  busy  passing  over  500  legislative 
changes  a  year  that  can  affect  your  business.  But  for  the 
250,000  employers  (both  large  and  small)  who  count  pn 
us,  keeping  up  with  this  frantic  pace  is  a  breeze. 

-  Because  we're  ADP,  the  people  who  stay  on  top  of 
these  regulatory  changes  for  you.  So  you  don't  have  to 
waste  time  doing  it  yourself.  And  you  never  have  to 
worry  about  whether  you're  meeting  the  latest  laws. 


From  PICA  rate  changes  to  the  taxability  of  benefits  to 
keeping  payroll  updated  for  year-end  reporting,  if  a  new 
law  impacts  payroll,  employee  recordkeeping  or  human 
resource  management,  ADP  makes  it  easier  on  you.  No 
recalculating,  no  reprogramming,  no  risk. 

So  call  for  a  free  subscription  to  our  newsletter  and 
to  see  how  we  can  help  you  manage  change.  Because 
while  you're  reading  this,  they're  writing  more  laws. 


1  800  CALL  ADP  ext.  327 


T     PAY  S     TO      H  I  R  E     U  S  ^ 
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PEOPLE 


UP  FROM 

THE  CEREAL  AISLE 

Ex-bag  boy  Ron  Burkle  is  building  a  supermarket  empire 


R 


I  on  Burkle  was  just  13  when  he  be- 
,gan  bagging  gi-oceries  at  his  dad's 
[store.  He  stayed  with  the  gToceiy 
business,  soaking  up  eveiy  detail.  But 
16  years  later,  after  working  his  way 
up  to  vice-president  of  a  local  chain,  it 
was  his  tum  to  get  bagged:  After  bun- 
gling a  $100  million  buyout  of  the  com- 
pany— despite  persuading  WaiTen  Buffet 
to  take  a  50%  interest — Burkle  says  he 
was  fired  on  the  spot. 

Burkle's  early  stumble  only  whet- 
ted his  appetite  for  action.  "Get- 
ting fired  was  the  best  thing  that 
ever  happened  to  me,"  he  says 
now.  He's  right.  Today,  Ronald 
Burkle,  now  42,  has  emerged 
as  a  new  power  broker-  in  the 
rapidly  consolidating 
supeiTnai-ket  industry. 
On  Feb.  6,  his  Los 
Angeles-based  Yucai- 
pa  Cos.  announced  an 
agi'eement  to  acquire 
Dominick's  Finer 
Foods  Inc.,  a  Chicago 
chain  of  101  super- 
markets, for  $750  mil- 
lion. That  deal  comes 
on  the  heels  of  a  $1.5 
billion     merger  of 
Ralphs  Groceiy  Co.,  a 
168-store  California 
chain,  with  Burkle's 
other  Southern  Cali- 
fornia holdings. 
CONFIDENCE.  All  told, 

Burkle   has   rapidly   - 

built  a  $9  billion  supermarket  empire 
of  570  stores  in  five  states.  His  passion 
for  operations  and  his  confident  pitch- 
manship  have  enabled  him  to  comj^lete  a 
string  of  megadeals  while  risking  rela- 
tively little  of  his  own  money.  Instead, 
he  relies  on  backing  fr-om  the  likes  of 
Leon  Black  and  George  Soros.  Black's 
Apollo  Advisers  put  up  $100  million  in 
cash  to  help  finance  the  Ralphs  deal; 
Bankers  Tnast  Co.  signed  on  to  peddle 
$2  billion  of  debt. 

Investors  say  they  have  confidence 
in  Burkle  because  he  is  as  well  versed 
in  the  ins  and  outs  of  gr-ocer-y-distribu- 
tion  systems  as  he  is  at  hawking  a 
complex  five-tranched  lbo.  "Ron  is  both 
a  very  good  businessman  and  a  very 


good  salesman.  That's  rare,"  says  Stan- 
ley Druckenmiller,  managing  director 
of  Soros  Fund  Management,  which 
plunked  $50  million  into  an  earlier  Bur- 
kle deal. 

Burkle  describes  his  company  as  a 
"hybrid  leveraged-buyout  operation." 
Like  an  LBO  fund,  Yucaipa  takes  a 
healthy  transaction  fee — $20  million  in 
the  Ralphs  deal.  But  Burkle  also  sticks 
to  what  he  knows  and  immerses  him- 
M      self  in  day-to-day  operations.  "We 
%'     don't  run  this  business  from  a 
f- 


spnice  up  the  fading  chain  in  the  mi 
of  California's  worst  recession 
decades.  Meanwhile,  he  began  expand 
his  Food  4  Less  warehouse  stor 
About  20%  larger  than  regular-  stor 
the  51  warehouses  have  automated  ra 
ing  systems,  allowing  manufacturers 
bypass  costly  distribution  centers. 

The  str-ategy  seems  to  be  workii 
Yucaipa,  a  private  company,  report 
combined  operating  cash  flow  of  $] 
million  in  1994,  a  25%  increase  from  t 
year  before.  Debt  has  climbed  to  $ 
billion,  but  the  cash  stream  consisten 
doubles  debt-service  payments.  And 
equity  offering  sometime  in  the  next 
to  24  months  should  i-aise  more  cash 
pay  off  debt  and  fund  expansion 

Bm-kle's  next  step:  converting  the  i 
pha  Beta  stores  and  several  small 
chains  into  Ralphs  stores,  to  comp« 
head-on  with  Southern  California's  o1 
two  supermar-ket  titans,  Luc 
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BAGGING  GROCERIES 

Yucaipa's  major  acquisitions 


STORES 


PRICE 

MILLIONS 


1995 

DOMINICK'S 

CHICAGO 

101 

$750 

1994 

RALPHS 

LOS  ANGELES 

168 

$1,500 

1994 

SMIHY'S 

PHOENIX 

28 

$138 

1991 

ALPHA  BETA 

LOS  ANGELES 

142 

$271 

1989 

BOYS  MARKETS 

LOS  ANGELES 

51 

$375 

DATA  COMPANY  REPORTS 


CAPTAIN  MUNCH:  Burkle  can't  believe  his  good  fortune 


boar-dr-oom,"  says  Geor'ge  Golleher;  pr-es- 
ident  of  Yucaipa's  Food  4  Less  Inc.  chain. 

The  mor-ning  after  the  Los  Angeles 
riots,  for  instance,  Bur-kle  was  on  the 
phone  with  union  leader-s,  assiuing  them 
he  intended  to  rebuild  three  dozen 
South  Central  stores.  In  exchange  for 
keeping  workers  on  the  payr'oll,  Bur-kle 
got  the  unions  to  pitch  in  for  health 
benefits,  saving  Burkle  $2.50  an  hour 
on  each  of  2,400  wor'ker-s.  And  the  un- 
ions agr-eed  to  let  Biu'kle  assign  wor-ker-s 
such  as  meatcutter's  to  cleanup  duty. 

Burkle  br-oke  into  the  super-market 
big-time  in  1991,  buying  142  rundown 
Alpha  Beta  Co.  stor-es  for  $270  million 
from  American  Stor-es  Co.  He  raised 
$50  million  in  a  private  placement  to 


Stores  Inc.  and  Vons  Cos.  Some  dea 
makers  wonder  how  long  he  can  kee 
expanding.  "Ron  has  done  a  good  jo  '! 
bootstrapping  his  way  up,"  says  one  ac 
viser.  "But  when  you're  leveraged,  yo 
can  always  lose." 

Bur-kle  isn't  worried.  Last  year,  h 
purchased  a  $20  milhon  Beverly  Hillf^i 
mansion  where  he  hosts  gala  fund-rais 
ers  for  politicians  and  local  charities.  A 
his  bir-thday  party  for  Willie  Browr 
speaker  of  the  California  Assembly,  Bar 
bra  Str-eisand  showed  up.  Bill  Clinto: 
dr-opped  by  at  a  fund-r-aiser  for  Diann 
Feinstein.  "Sometimes  I  pinch  myself, 
says  Burkle  of  his  meteoric  rise.  Ni 
more  bagging  for  this  grocer. 

By  Eric  Schine  in  Los  Angele. 


fas 
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IIS  IS  WHAT 

IE  FGC  HAD  IN  MIND 

iiority  tax  breaks  helped  build  a  mini-empire 


hen  W.  Don  Coi-nwell  left  Gold- 
man, Sachs  &  Co.  in  1988  to  build 
his  own  media  empire  ft'om  the 
mid  up,  he  had  more  than  a  few 
■■  going  for  him.  Comwell  boasted 
i  rs  of  investment  banking  experi- 
and  a  modest  nest  egg  to  put  up 
i].)ital.  Wealthy  friends — including 
:  iiey  Vernon  Jordan  and  talk-show 
Oprah  Winfrey — invested,  too. 
'hat  Cornwell  is  African  American 
il(!  have  posed  a  major  hurdle  to  en- 
ireneurship  in  many  other  industries, 
in  broadcasting,  his  race  qualified 
f(.ir  a  Fedei'al  Commimications  Com- 
Mun  tax  break  meant  to  encourage 
rity  ownership  of  broadcast  proper- 
rhat  helped  him  build  a  vigorous 
company  called  Granite  Broad- 
:iig  Corp.,  which  now  owns  seven 
-'ations  in  such  midsize  markets  as 
-tin,  Tex.,  and  San  Jose,  Calif. 
007  IN  THE  DOOR.  The  tax  break  is 
same  one  that  has  caused  a  fire- 
TB  on  Capitol  Hill.  At  issue:  Viacom 
.'s  planned  $2.3  biUion  sale  of  its  ca- 
-TV  properties  to  black  entrepreneur 
ink  Washington.  The  regulation  al- 
s  a  seller  to  defer  capital  gains  on  a 
i  to  a  minority  in  hopes  of  making 
h  deals  more  attractive.  But  in  the 
com  deal,  it  meant  that  one  of  the 
ion's  biggest  companies  could  reap 
much  as  a  $600  million  tax  break, 
■n  though  Washington  owms  only  21% 
;he  acquiring  company  and  is  backed 
giant  Tele-Communications  Inc. 
Republicans  in  Congress  are  outraged 
what  they  see  as  the  cynical  abuse  of 
system.  So  on  Feb.  8,  the  House 
ys  &  Means  Committee  voted  to  kill 
:  program.  The  full  House  votes  on 
)  matter  as  soon  as  Feb.  21,  and 
ny  legislators  are  pronouncing  the 
:  break  a  goner. 
iVhatever  you  think 
the  Viacom  deal  or 
!  FCC  progi'am  itself, 
A^ever,  it  clearly  has 
lieved    its  stated 
rpose  in  Cornwell's 
;e:  Granite  has  been 
mashing  success.  On 
b.  15,  amidst  all  the 
icom-induced  Sturm 
d  Drang,  Cornwell 
lounced  that  operat- 
f  cash  flow  swelled 
7o  in  1994,  to  $25 


NOT  TAKEN  FOR  GRANITE 
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million,  on  revenue  of 
$68  million.  The 
stock  has  doubled  in 
the  past  year,  to 
around  7%.  Says  t\ 
station  broker  Brian 
E.  Cobb  of  Media 
Venture  Partners: 
"He  has  earned  the 
respect  of  other 
broadcasters." 

Cornwell  says  the 
tax  credit  was  criti- 
cal to  his  early 
deals — mostly  as  a 
way  for  an  upstart  to 
get  in  the  door. 
Those  first  buys, 
though,  weren't  ex- 
actly bargains.  De- 

Fcc!  GrLm[e"'plici  ^^0,000  broadcast  properties  were 

more  than  13  times 
operating  cash  flow 
for  a  Duluth  (Minn.) 
station  and  10  times 
cash  flow  foi-  a  Peor- 
ia (111.)  station  in  1988,  while  similar 
properties  were  selling  at  about  8.5 
times,  says  broker  Cobb.  "In  [anyone's] 
fii'st  deals,  it's  hai'd  to  get  a  serious  sell- 
er to  consider  you,"  notes  Lazard 
Freres  &  Co.  analyst  James  P.  Gorman, 
who  follows  the  company. 

The  debate  in  Washington  stems  from 
a  string  of  cases  like  the  Viacom  deal  in 
which  minorities  appeared  to  be  used 
as  fronts  for  large  corporations  such  as 
TCI,  only  to  be  bought  out  later.  Corn- 
well,  on  the  other  hand,  has  won  ku- 
dos as  a  hands-on  operator  who  boosts 
profitability,  usually  by  beefing  up  local 
newscasts  and  ad  i-evenues.  He  has  nev- 
er sold  a  station  and  intends  to  keep 
buying  until  Granite 
liits  the  FCC  limit  of  14 
stations.  "Our  compa- 
ny should  be  the 
poster  boy"  to  illus- 
trate how  the  tax 
break  should  work, 
he  says. 

Cornwell's  clout 
means  that  his  compa- 
ny will  likely  keep 
growing  no  matter 
what  happens  to  the 
tax  break.  In  a  pend- 
ing $54  million  acqui- 


4nn  1978,  only  0.5%  of  the 


owned  by  minorities'!^ 

—  W.  DON  CORNWELL,  Granite  Broadcasting  Corp. 


sition  of  a  station  in  Kalamazoo,  Mich., 
Granite  is  getting  a  $7  miUion  to  $10 
million  break  on  the  pmx-hase  price.  But 
Comwell  could  easily  pay  the  difference 
if  Congress  overrules  the  FCC. 

And  a  likely  acquisition  of  a  Buffalo 
station  later  this  year  owes  purely  to 
Cornwell's  dealmaking  skills.  In  1993, 
when  broadcast  values  were  depressed. 
Granite  paid  Piudential  Secui'ities  Inc. 
$7.5  million  for  Pru's  45%  equity  stake 
in  the  abc  affiliate.  Granite  also  got  a 
$29  miUion  note  Prudential  was  hold- 
ing on  the  propeity,  wliich  is  collateral- 
ized by  the  remaining  55%  of  the  equity. 
If  the  majority  partner  defaults,  as  is 
widely  expected,  Granite  will  control  a 
station  valued  at  about  $110  million. 
SAVING  DIVERSITY.  So  why  does  Com- 
well care  what  happens  in  Congress? 
He  would  pi-efei-  to  keep  any  financial 
advantage  he  has,  of  course.  But  it's 
more  than  that.  "When  the  FCC  pro- 
gi-am  began  in  1978,"  he  notes,  "only 
0.5%  of  the  10,000  broadcast  properties 
were  owned  by  minorities."  Now,  the 
nimiber  is  2.9%.  "To  me,"  Comwell  says, 
"the  harm  is  in  the  broader  sense:  Di- 
vei'sity  is  going  to  go  away"  if  the  tax 
break  dies.  It's  up  to  Congress  to  decide 
if  that's  important. 

By  Elizabeth  Lesly  iyi  New  York 
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MARKETING 


EYEWAY 
ROBBERY? 

Contact-lens  wearers  pay 
through  the  nose  for  drops 

You  would  expect  to  pay  more  per 
ounce  for  a  product  in  a  small  pack- 
age than  a  large  one.  But  8,  18, 
even  24  times  more? 

Such  are  the  steep  markups  consum- 
ers pay  for  several  brands  of  contact 
lens  drops.  The  tiny  eye-drop  bottles 
contain  the  same  ingi'edients  as  much 
larger  solution  bottles  sold  by  the  same 
companies,  but  are  labeled  differently 
and  cany  astronomical  pei-ounce  prices. 
"GRAND  SLAM."  Take  Bausch  &  Lomb 
Inc.'s  Sensitive  Eyes  Drops,  which  retails 
for  about  $5.65  per  1 -ounce  container. 
The  liciuid  inside  is  identical  to  Bausch  & 
Lomb's  Sensitive  Eyes  Saline  Solution, 
which  costs  half  as  much  ($2.79)  for  a  12- 
oz.  bottle.  Similarly,  OptiFree  Rewet- 
ting  Drops  made  by  Nestle  S.  A.'s  Alcon 
Laboratories  Inc.  ($6.99  for  -A  oz.)  is  iden- 


IDENTICAL  PRODUCTS,  DIFFERENT  PRICES 


BAUSCH 
&LOMB, 


SIZE:  12  DZ. 
PRICE:  $2.79 
COST/OZ.:  S0.23 


SIZE:  1  oz. 
PRICE:  $5.65 
COST/OZ.:  $5.65 

tical  to  Opti-Free  Rinsing,  Disinfecting  & 
Storage  Solution  ($6.99  for  12  oz.). 

The  scale  of  the  differential  amazes 
some  marketing  experts.  "This  seems 
to  be  the  grand  slam  of  finagling,"  says 
Jack  Trout,  a  consultant.  "It's  not  only  a 
sneaky  way  to  make  money,  but  it's 
lousy  marketing,  the  type  of  thing  that 
backfir-es . . .  when  it's  made  public." 

So  far,  it's  not  public  at  all.  A  Bausch 
&  Lomb  consumer  help-line  representa- 
tive told  an  anonymous  caller  that  Sen- 


sitive Eyes  saline  and  drops  "are  sum 
but  the  levels  of  concentration  vary' 
though  a  B&L  spokeswoman  later  c( 
ceded  that  the  two  products  "share  t 
same  chemical  formulation."  An  Ale 
consumer  representative  told  a  cal 
that  its  Opti-Free  drops  and  disinfecti 
solution  are  identical. 
DROP  ZONE.  To  be  sure,  manufacture 
couldn't  market  their  large-solution  b 
ties  as  eye  drops  even  if  they  wan 
to.  The  Food  &  Ding  Administrat 
requires  all  eye  drops  to  be  labeled 
such,  and  sold  in  small  bottles.  The  F 
is  concerned  that  contact  lens  wear 
might  drop  the  bigger  saline  bottles 
their  eyes,  or  might  mix  them  up 
similar-sized  bottles  of  toxic  cleanser. 

But  that  doesn't  explain  why  the  t 
eye  drop  bottles  cost  so  much.  Part 
the  reason,  says  Bausch  &  Lomb,  is  tl 
making  the  drops  costs  substantia 
more  per  ounce  because  of  smaller  p 
duction  runs.  But  perhaps  there's  a  s' 
pier  reason:  Profit.  Lens  solutions  c 
average  operating  margins  of  32%,  sa 
Jill  Topkis,  analyst  at  C.J.  Lawren 
Deutsche  Bank  Secmities.  And  mar 
on  Eye  Di-ops  likely  are  higher — ince 
tive  enough  to  set  eye-popping  prices 
By  Mark  Maremont  in  Bos 
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LEGAL  AFFAIRS 

SEE  YOU  IN 
CHINESE  COURT 

U.  S.  companies  are  fighting 
pirates  on  their  home  turf 

Knockoff  books,  pirated  software, 
black-market  videocassettes — 
they're  at  the  heart  of  the  U.  S. 
government's  trade  fracas  with  China. 
But  as  negotiators  scramble  to  avert 
the  imposition  of  sanctions  on  Feb.  26, 
some  U.  S.  companies  ai'e  Cjuietly  pursu- 
ing plans  of  their  own. 

Slowly,  gingerly,  they're 
sampling  China's  fledgling  le- 
gal system.  In  the  past  year, 
American  businesses  includ- 
ing Walt  Disney,  Microsoft, 
and  Harcouit  Bi-ace  have  filt  ^ ; 
as  many  as  25  copyright-in - 
fiingement  lawsuits  in  China's 
two-yeai'-old  Intellectual  Pro])- 
erty  Tribunal  of  the  Beijinsj 
Intermediate  People's  Court. 

The  companies  expect  lit- 
tle meaningful  relief  to  come 
from   this   legal  offensive. 


move  represents  an  important  step  out- 
side diplomatic  channels  for  deterring 
piracy.  "We  never  had  any  illusions  that 
if  we  spent  zillions  of  dollars  bringing 
cases,  we  could  stop  the  piracy,"  says 
Eric  H.  Smith,  president  of  the  Wash- 
ington-based International  Intellectual 
Property  Alliance  (iipa).  "But  part  of 
our  strategy  is  to  test  the  system." 

Eighteen  of  the  25  cases  have  been 
brought  in  Beijing  by  the  Business 
Software  Alliance  (bsa)  on  behalf  of 
Microsoft,  Lotus  Development,  and  Au- 
todesk. The  BSA  says  that  it  will  file 
several  more  copyright  actions  within 
weeks  in  cities  such  as  Shanghai,  Shen- 
yang, and  Chengtu. 

At  fo-st,  results  from  the  legal  strate- 


:y  1 


gy  were  promising.  Last  June,  follo' 
a  fluriy  of  lawsuits,  22  Beijing  offici 
and  U.  S.  company  representatives  rai' 
ed  six  major  computer-software  deale 
to  seize  evidence.  Since  then,  the  case 
have  "crawled  along  at  a  snail's  pact- 
says  Valerie  Colboum,  Microsoft  Corp 
Hong  Kong-based  attorney. 
PALTRY  PENALTY.  So  far,  indeed,  Di 
ney's  copyright  case  is  the  only  one  I 
get  a  decision  out  of  the  new  cour 
Last  August,  it  ruled  that  two  chi 
dren's-publishing  companies  had  illegaj 
ly  sold  magazines  featming  Disney  cha| 
acters.  But  the  issue  of  monetarj 
damages  is  unresolved. 

Chinese  officials  say  they're  crackin' 
down  on  counterfeiters.  And  a  chief  aii 
of  the  ongoing  trade  talks  i 
persuading  China  to  simplif 
legal  procedures  available  t' 
foreign  interests.  But  tw 
trademark-infringement  cai 
es  lead  U.  S.  companies  t 
wonder  how-  much  progres 
they  can  expect.  Both  Disne 
and  Microsoft  have  prevailej 
in  those  actions.  But  the  acti; 
al  awards,  $91  and  $2,600  re 
spectively,  will  hardly  dete 
luture  wTongdoing. 

By  Linda  Himelstein  ii 
New  York,  with  Pete  Engar] 


Nonetheless,  they  say,  the  FACE  VALUE:  Disney  won  a  ruling  against  unauthorized  use    dio  in  Hong  Kong 
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We  have  the  edge  you  need  to 
stay  on  course  for  retirement. 


The  Principal  Edge® 

There  are  lots  of  ways  to 
reach  the  kind  of  retirement  you 
want.  But  which  financial  direction 
do  you  take?  How  do  you  stay 
on  course? 

The  Principal  Financial  Group"  has  all 
^     the  tools  you  need,  from  mutual  funds  to 
annuities,  life  insurance  to  IRA's.  And,  The 
PrincipaP  services  more  401  (k)  plans  than  any 
other  life  company. 

With  over  a  century  of  experience,  we  can  guide 
you  safely  and  securely  to  your  financial  destination. 
For  more  information,  call  1-800-986-EDGE(3343). 


the]2 

Your  edge  on  the  future: 


Financial 
Group 


roducts  and  services  offered  through  Principal  Mutual  Life  Insurance  Company  (The  Principal)  and  its  subsidiaries.  Mutual  funds  disthbuted  through  Princor 
inancial  Services  Corporation,  a  registered  broker  dealer  (prospectus  available  upon  request).    ©1994  Principal  Mutual  Life  Ins.  Co.,  Des  Moines,  lA  50392-0150 
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TEXTILES 


A  GOMPAKY  THAT  KNOWS 
HOW  TO  PUT  OUT  A  FIRE 

Mter  a  disaster,  Milliken  kept  itself-and  a  town-in  business 


"TERRIBLE  PROBLEM":  Tlic  blu.:('  /r/pcd  out  a  key  carpet-niak / ug  fuctlit if 


After  23  years  at  Milliken  &  Co., 
Jean  Railey  suddenly  finds  herself 
working  the  third  shift,  inspecting 
carpets — a  task  she  left  behind  years 
ago.  The  victim  of  another  corporate 
downsizing?  Hardly.  Bailey  took  up  her 
new  job  Feb.  6 — six  days  after  she 
watched  her  workplace  burn  to  the 
ground.  The  La  Grange  (Ga.)  plant 
flared  on  Jan.  31,  and  two  weeks  later 
600  of  the  plant's  720  employees  had 
new  positions  at  Milliken  facilities,  some 
as  far  away  as  Britain  and  Japan. 

The  scene  seems  out  of  place  in  this 
era  of  restractui'ing  and  benefit  cutbacks. 
Many  companies  would  use  a  disaster 
such  as  the  La  Grange  fii"e  as  an  ojjpor- 
tunity  for  wiite-offs  and  rationalizations. 
Not  Milliken.  Its  response  to  the  inferno 
at  a  key  production  plant  demonstrates 
the  payoff  fi'om  effective  disaster  plan- 
ning and  strong  customei'  ties.  It's  also  a 
poweiful,  if  anachronistic,  image  of  small- 
town Southern  patei-nalism — a  company 
taking  care  of  its  company  town. 
OPPORTUNITY.  La  Grange,  population 
30,000,  is  a  place  that  te.xtOes  have  dom- 
inated from  the  time  of  the  Civil  War. 
Since  the  1960s,  textile  money  has  paid 
to  build  half  of  every  new  church  in 
town,  much  of  La  Grange  College,  and 
the  county  government  offices.  Closely 
held  Milliken,  with  $1  billion  in  sales 
worldwide,  accounts  for  one  in  five  jobs. 
Tt  was  Milliken's  Live  Oak/Milstar 


complex — which  finishes  carpet  from 
eight  other  factories  in  town — where  the 
fire  stalled  at  2  p.m.  on  Jan.  31,  engulfing 
the  plant  in  an  horn*.  Alarms  rang  as  far 
away  as  Lanett,  Ala.  And  an  m-gent  call 
soiuided  at  Milliken's  Spaitanbm-g  (S.  C.) 
headquarters,  where  Chairman  Roger 
Milliken  was  hosting  a  meeting  of  the 
company's  lOO-pereon  contract  sales  force. 
Company  officials  raced  to  telephones, 
vainly  urging  the  U.  S.  Forest  Service 
to  drop  fire-killing  chemicals  on  the 
plant's  roof.  Soon,  however,  Milliken 
learned  the  loss  would  be  total.  "We  have 

a  temble  problem,"  the  79-   ^   _ 

year-old  grandson  of  founder 
Seth  Milliken  told  his  sales 
reps.  "It's  also  a  tremendous 
opportunity." 

The  opportunity:  to  show 
customers  just  how  good  a 
supplier  Milliken  could  be. 
Two  planeloads  of  Milliken 
brass  left  Spartanburg  that 
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LA  GRANGE 


Milliken  quickly 

found  new  jobs 
for  some  600  of  the 
plant's  720  workers 


afternoon  for  La  Grange.  Over  the  r 
four  days,  salespeople  worked 
phones,  contacting  all  2,000  custon 
who  might  be  affected.  Getting  the 
out  was  critical.  "Obviously,  our  ( 
petitors  were  going  to  be  out  there, 
ing  everybody  Milliken  is  out  of  b 
ness,"  says  employee  Robert  Baird. 

That  evening,  at  Milliken's  behest, 
Pont  Co.  had  environmental  special 
fi-om  seven  states  en  route  to  La  Grai 
And  by  3  a.m.,  company  officials  had 
ganized  30  teams  of  Milliken  employ 
to  cover  every  concern,  from  persor 
to  I'econstmction.  Reports,  complete  v 
timetables,  were  due  to  Chief  Opei 
ing  Officer  Thomas  Malone  by  noon 
HEARTBREAKER.  The  next  afternoon, 
Milhken  emjjioyees  gathered  at  the 
Grange  College  gym  foi-  what  many 
ured  was  their  last  company  meeti  i  Hea 
"I  can't  sit  at  home.  I  have  to  get  b 
to  work,"  fretted  Greg  Barnes,  a 
month  Milliken  worker.  Malone  told 
crowd  he  was  devastated  by  the  k 
"I'm  a  gi'itty  businessman,  but  this  t  h 
my  heart  out,"  he  said  later.  Mak  fe 
promised  jobs  for  as  many  as  possi 
and  immediate  unemployment  bene 
for  the  rest.  A  ripple  of  excitement  :  ^ 
tlirough  the  g^Tn  when  Malone  said 
company  would  fly  some  production  e  ■■■ 
ployees  to  work  temporarily  at  the  cc 
pany's  factory  in  Wigan,  England. 

Milliken  decided  to  fiy  more  than  j  „ 
workers.  To  reduce  delays,  it  chart^ei  'j' 
planes  to  send  semifinished  carpeti  ''f 
to  the  Wigan  plant,  essentially  a  twin  ''Kll 
the  defunct  La  Grange  property.  1  5|6ar, 
fire  wiped  out  five  weeks  of  invento  ik 
but  Milliken  promised  to  meet  delivt  Sflji 
deadlines  for  whatever  critical  needs 
could  and  refer  customers  it  could  y^.- 
serve  to  other  suppliers.  La  Grang  '.^^^ 
plants  worked  around  the  clock  to  ma  ' 
up  lost  time.  Two  days  after  the  fi 
one  of  the  company's  biggest  co 
mercial  accounts  placed  a  $250,C  •'i*!' 
or-der — a  vote  of  confidence  tl  Bake 
rallied  the  town.  Ilm 
A  week  later,  the  j  this 
Grange  High  School  ba  l^.^ 
serenaded  the  fii'st  gro  ^^^^ 
<?■    of  London-bound  emplc 
ees  as  they  boarded  a  b  i. 
to  take  them  to  the  Atlal 
ta   airport.  Jean  Rail 
*      watched  as  her  son-in-la 
Milliken  dye  mixer  Philip  Wilkersc' 
left  for  his  fii-st  trip  abroad.  "Ever 
tiling  went  like  clockwoi'k,"  Railey  saj 
"But  I  don't  tliink  I  know  anybody  W. 
doubted  for  a  minute  that  it  wouldn't 
that  way."  In  La  Grange,  Ga.,  that's  st 
the  way  things  work. 

By  David  Greising  hi  La  Grange,  G 
 i 
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H  A  BOOK  LAYING  OUT  HIS 

ncial  wisdom  on  the  best- 
ir list,  investor-deity  War- 

Buffett  has  never  had  so 
ly  eyes  on  him.  And  on 
1. 14,  the  Omaha  billionaire 
e  Buffett-watchers  moi-e 
igle.  His  Berkshire  Hath- 
ly  holding  company  said  it 

raised  its  stake  in  Amer- 
i  Express  to  9.8%  from 
%  at  the  start  of  the  year 

had  purchased  an  8.3% 
!rest  in  Pittsburgh's  pnc 
ik.  He  also  sought  permis- 
fi  to  buy  more  AmEx 
res.  As  usual,  Buffett 
ildn't  say  vi^hy.  Still,  word 
is  filings  sent  the  stocks  of 
Ex  and  pnc  higher  and 
rked  a  modest  rally  in 
er  finance  stocks. 


MACAHACK 

I  'idence  of  a  slowing  econo- 

i  f.  Consumer  stocks  are  up. 

1 18  Morgan  Stanley  Consum- 
Stock  index  is  up  6.5% 

I  is  year,  versus  4%  for  the 
)w  Jones  industrials.  Lead- 
s  include  McDonald's,  up 
1.5%;  Rubbermaid,  up 
U%;and  Wal-Mart  Stores, 
)  12.4%.  These  companies 
)n't  boom  in  a  slow  econo- 
y — but  they  do  tend  to 
ow,  while  cyclicals  such  as 
irmakers  and  homebuilders 
ow.  Investors  started  selling 
'clicals  and  buying  house- 
)ld-name  consumer  stocks 
te  in  1994. 


INDEX  OF  CONSUMER 
GOODS  STOCKS 


)^  I '  I ' ' '  -  J 1 .  1 1 1  
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IMPLANTS:  ANOTHER 
DOW  GETS  BURNED 

THERE  ARE  STILL  BIG  BUCKS 

to  be  made  in  silicone  breast- 
imj)lant  litigation — despite  the 
$4.2  billion  settlement  reached 
last  year  between  manufac- 
tui'ers  and  thousands  of  plain- 
tiffs. On  Feb.  15,  a  Houston 
jury  ordered  Dow  Corning 
and  Dow  Chemical  to  pay  a 
couple  $5.23  million— the 
woman  got  $4.23  million,  her 
husband  the  rest — after  it 
found  the  safety  of  the  devic- 
es had  been  "misrepresented." 
The  verdict  is  the  fii-st  time 
Dow  Chemical,  which  owns 
50%  of  Dow  Corning  and 
must  pay  20%  of  the  award, 
has  been  held  liable  in  an  im- 
plant case.  Now,  lawyers  are 
eyeing  Dow  Chemical  as  a 
new  deep  pocket  to  pick.  The 
company  asked  to  be  di'opped 
from  the  judgement. 

JOE  HILL, 
MEET  THE  NEWT 

LABOR  LAWS?  A  REPUBLICAN 

Congress?  Not  in  the  same 
breath.  GOP  legislators  want 
to  scrub  the  nation's  labor 
mles,  which  they  paint  as  out- 
dated and  inflationary.  Their 
blitz  began  on  Feb.  15  when 
committees  in  both  Houses 
held  hearings  to  attack  the 
64-year-old  Davis-Bacon  Act, 
wliich  critics  say  makes  Uncle 
Sam  pay  union  wages  on  con- 
struction jobs.  Lawmakers 
also  aimed  at  a  rule  that  sets 
minimum  wages  on  federal 
service  contracts.  The  Admin- 
istration opposes  the  changes, 
saying  the  measures  help 
maintain  fair  wages — but  the 
President  stopped  short  of 
promising  a  veto  if  Congress 
repeals  the  laws.  "He'd  have 
to  see  what  the  law  says,"  a 
Labor  Dept.  aide  says. 


THE  COMDEX  SHOW'S 
NEW  SHOWMAN 

HE  KEEPS  (;()L\G  AND  GOING: 

On  Feb.  14,  Japan's  Masayo- 


HEADLiNER:  STEPHEN  HANKSi 


FILLING  BILLAGEE'S  LOAFERS 


The  Boise  bombshell 
dropped  on  Feb.  9:  After 
years  of  uninspiring  re- 
sults at  Morrison  Knud- 
sen,  free-spending 
CEO  William  Agee 
was  out.  Ste- 
phen Hanks,  44, 
is  in — for  now. 

Hanks,  named 
interim  ceo,  is  . 
a  Morrison  lifer 
who  spent  10 
years  toiling  in  the 
legal  department  before 
Agee  joined  the  company 
in  1988.  Then,  Hanks  won 
a  string  of  promotions,  be 
coming  one  of  Agee's  clos- 
est allies. 

In  the  wake  of  the  boar 
revolt  that  forced  Agee's 
departure.  Hanks'  old 
friendship  seems  a  liabil- 
ity. His  main  asset:  He 
knows  the  company,  "and 


d 


he  has  been  dealing  with 
the  banks,"  says  director 
Zbigniew  Brzezinski.  Mor- 
rison's banks  have 

threatened  to  pull 
$225  million  in 
loan  covenants. 
And  Hanks  will 
^  have  to  fend  off 

;y  two  sharehold- 
%  er  lawsuits. 

The  new  ceo 
.  has  also  restored 

regular  staff  meet- 
ings and  is  bringing  back 
to  Boise  some  of  the  oper- 
ations that  Agee  had  de- 
centralized. 

Many  Morrison  employ- 
ees are  happy  to  have  an 
insider  running  the  show, 
but  some  want  a  ceo  with 
engineering  expertise.  So 
far,  directors  aren't  tipping 
their  hand. 

Bij  Dori  Jones  Yang 


shi  Son  picked  up  another  tro- 
phy. The  37-year-old  billion- 
aire entrepreneur,  president 
of  high-tech  publisher  Soft- 
bank, agTeed  to  buy  the  annu- 
al Comdex  computer  show 
and  16  smaller  ones  for  $800 
million  from  Interface  Group. 
Last  fall.  Son  paid  $202  mil- 
lion for  the  trade-show  unit  of 
Ziff-Davis  Publishing  after  a 
failed  $1.6  billion  bid  for  the 
whole  company.  Son  made 
his  fortune  selling  Japanese- 
language  PC  magazines  and 
software  packages  to  his  in- 
formation-hungry country. 
But  he's  eager  to  play  a  big- 
ger role  in  the  U.  S.  comput- 
er market. 


LABOWTOTELEDYNE: 
I'LL  BE  BACK 

WHX  CHIEF  RONALD  LABOW 

has  spent  months  eyeing 
Teledyne  and  its  juicy  $860 
million  of  overfunded  pen- 
sion assets.  Now,  rebuffed  in 


a  $22  per  share,  $1.2  billion 
bid  for  the  conglomerate, 
LaBow  has  made  clear  his 
plan  to  launch  a  proxy  battle. 
It  could  get  ugly:  LaBow 
hopes  to  persuade  disgrun- 
tled investors  to  elect  a  slate 
of  four  hand-picked  candi- 
dates to  Teledyne's  board  at 
the  Apr.  26  annual  meeting, 
giving  him  a  majority.  His 
goal:  the  "sale  or  merger  of 
Teledyne  to  the  highest  bona 
fide  bidder."  Like,  say,  Ronald 
LaBow. 

ETCETERA... 

m  Five  big  airlines  cut  com- 
missions to  travel  agents. 
One  big  agency  sued. 

■  ITT  keeps  dumping  assets. 
The  latest  financial  units  went 
to  GE  Capital  for  $350  million. 

■  Piper  Jaffray  will  pay  $70 
milhon  to  investors  in  a  deriv- 
ative-laden bond  fund. 

■  Saatchi's  saga  persists:  The 
agency  can't  stop  founder 
Maurice  fi'om  starting  a  rival. 
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EAGLE  VISION  TSi  is  engineered  to  stir 
emotions  yoLi  haven't  felt  inside  a  car  in  yearAsensit 
see  what  we  mean,  take  The  Eagle  Test  Dt  ifakes, 
md  experience  its  style,  technology,  perform^jsion- 
and  mood-altering  capabilities  firsthand.  i|(is« 


Feel  the  excitement  of  its  214  horsepc  wdins 


YEARS  AGO,  YOU  EXPERIENCED  PASSION  IN  THE  BACKSEA'H 


4  live  high-output  V6.  And  the  control  of  its  For  a  thorough  demonstration,  schedule  an 

I  sensitive  steering,  four-wheel  anti-lock  appointment  to  take  The  Eagle  Test  Drive.  And, 

I  br  akes,  and  available  performance-tuned  for  the  first  time,  experience  true  passion  while 


Mision.  Even  Vision's  roomy  cab-forward  you  have  both  hands  on  the  steering  wheel. 


R.  ISN'T  IT  TIME  YOU  EXPERIENCED  IT  IN  THE  FRONT  SEAT? 


2-TEST-EAGLE  (1-800-283-7832)  to  get  product  infoiniation,  literature,  retailer  location,  current  IVISRP,  even  a  video  on  how  to  take  a  test  drive.  Always  wear  your  seat  belt. 
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KM,  SUN,  MICROSOFT,  NOVELL,  YOU  NAME  FT.  TED  MiffSUSHlTA: 
IS  QUALIFIED  TO  SERVICE  JUST  ABOUT  ANY  SYSTEM. 

INCLUDING  YOURS. 
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SOFMARE  S^BVI€ES- NETWORK  MANAGEMENT- HARDWARE  SERVICES -SYSTEMS  MANAGEMENT- HELP  DESK- CONSULTING -NETWOR 


Ted  Matsushita  -  Computer  Systems  Engineer 


(gl9yr>  Hewlett-Packard  (  *<.mpany 


He's  one  of  over  17,500  HP  service 
specialists  worldwide.  And  no 
matter  what  hardware,  software 
or  network  your  system  consists 
of,  Ted  and  his  team  are  there  to 
take  care  of  it. 

Whatever  services  you  need,  you'll 
find  HP  Service  and  Support  has 


little  to  do  with  our  hardware.  And 
eveiytMng  to  do  with  your  system. 

HP  works  on  your  side. 


HEWLETT^ 
PACKARD 


Service  and  Support 


Vashington  Outlook 


OWEN  ULLMANN 


/HY  GREENSPAN 
OULD  BE  UNSINKABLE 


Vith  the  '96  campaign  in  full  ciy  and  the  challengers 
jockeying  for  position,  the  smart  money  is  bucking 
the  conventional  wisdom  and  betting  on  the  incumbent. 
,  not  Bill  Clinton.  Alan  Greenspan. 

The  Federal  Reserve  Board  chairman's  term  expires  on 
r.  2,  1996,  just  eight  months  before  Election  Day.  The 
ing  creates  a  dilemma  for  President  Clinton  and  an  oppor- 
ity  for  Greenspan.  White  House  aides  say  Chnton  would 
■  the  chance  to  name  his  owti  Fed  boss  to  replace  Green- 
1..  who  has  hiked  interest  rates  seven  times  in  a  yeai'.  But 
iton  stands  little  chance  of  naming  a  Democrat  to  the 
\  erful  post,  which  must  be  confirmed 
a  GOP-run  Senate  that's  fast  writing 
Clinton  as  a  lame  duck.  "The  Repub- 
ns  may  refuse  to  hold  hearings  until 
■r  the  election,"  says  ex-Fed  Gover- 
Wayne  D.  Angell,  Bear,  Stearns  & 
'<  chief  economist  and  advisei'  to  Sen- 
Majority  Leader  Bob  Dole  (R-Kan.). 
Aliat's  Clinton  to  do?  Fed  officials  and 
n  some  Presidential  advisers  believe 
1  be  forced  to  name  Greenspan  to  a 
•(1  four-year  teiTn — or  keep  the  central 
iker  on  until  after  the  election,  when 
iton  or  his  successor  will  have  the 
It  to  name  a  new  Fed  boss.  Fu'st  cho- 
by  Ronald  Reagan  in  1987,  Greenspan  was  renominated 
George  Bush  in  1991,  but  his  confinnation  was  delayed  by 
Democratic-controlled  Senate  for  sLx  months.  Fed  insiders 
diet  a  similar  stall  next  year  if  Clinton  decides  to  dump 
'enspan.  "The  Republicans  smell  blood,"  says  one. 
EWLOBS.  For  his  part,  the  savvy  Fed  chairman,  who 
\vs  eveiy  sign  of  wanting  to  stay  put,  is  doing  what  he  can 
:nake  the  President  feel  comfortable.  Although  a  lifelong 
'  conservative,  Greenspan  has  been  bonding  with  the  Clin- 
Democrats  from  the  Administration's  first  days.  Remem- 
him  sitting  next  to  the  First  Lady  during  the  1993  State 


HILL  CHAT:  Greenspa 
fans  John  Kasich  an 


of  the  Union  address?  He  often  played  tennis  with  former 
Treasury  Secretai-y  Lloyd  M.  Bentsen.  And  recently,  he  did  a 
hard  sell  for  the  Pi-esident's  first  Mexico  rescue  package. 

But  he  hasn't  forgotten  his  gop  fiiends.  On  Jan.  10,  he  gave 
them  a  belated  Christmas  gift:  a  painless  way  to  cut  the 
budget  $30  billion  a  year  Noting  that  the  consumer  piice  in- 
dex overetates  inflation,  Greenspan  told  Congi-ess  that  a  recal- 
culated CPi  would  cut  cost-of-living  hikes  for  Social  Security 
and  curb  income-tax  exemptions  that  rise  with  inflation.  Al- 
though he  has  long  favored  changing  the  index,  it  was  the 
first  time  the  Fed  chief  put  a  price  tag  on  the  savings. 

Democrats  saw  it  as  a  blatant  boost  to 
the  GOP,  straggling  to  find  $1.3  trillion  to 
balance  the  budget  by  2002.  "Shameless 
politicking,"  snaps  one  Clintonite. 
WHO  ELSE?  Even  if  Clinton  were  deter- 
mined to  make  a  change,  however,  he 
lacks  choices  who  could  pass  muster  with 
Greenspan's  many  fans  in  the  financial 
markets.  Tr-easuiy  Secretaiy  Robert  E. 
Rubin,  an  ex-Wall  Streeter,  has  told 
friends  he's  not  interested.  Ti-easuiy  Un- 
der Secretary  Lawrence  H.  Summers, 
at  40,  is  considered  too  young — plus  Con- 
gress blames  him  for  not  anticipating 
the  Mexico  crisis.  The  markets  distrast 
Fed  Vice-Chairman  Alan  S.  Blinder  as  an  inflation  dove. 
New  York  Federal  Resei've  Bank  Pr-esident  William  J.  McDo- 
nough  has  the  credentials,  but  Clinton  doesn't  know  him. 

With  no  obvious  successor  in  the  wings,  the  President 
could  do  worse  than  stick  with  Greenspan,  who  has  managed 
a  strong  economy  during  Clinton's  tenure.  If  Greenspan 
keeps  the  expansion  going  at  a  moderate  pace  without  rising 
inflation  for  another  year,  the  President  might  even  win 
praise  for  staying  the  course.  And  that's  certainly  a  better 
outcome  than  losing  a  nasty  fight  with  the  Senate  and  letting 
a  Republican  President  choose  the  next  Fed  chaiirnan. 


ti  (right)  with  GOP 
d  Pete  Domenici 


CAPITAL  WRAPUP 


UAYLE'S  NEW  QUEST 

Dan  Quayle  may  have  pulled  out  of 
le  RepubHcan  Presidential  contest, 
at  don't  assume  the  former  Vice- 
resident  will  be  sitting  on  the  side- 
nes  throughout  1996.  Associates  say 
e's  likely  to  run  for  governor  of  Indi- 
la  next  year.  Popular  Democratic 
overnor  Evan  Bayh,  whose  second 
irm  expires  in  '96,  can't  succeed  him- 
ilf.  Quayle,  previously  cool  to  the 
lb,  now  sees  it  as  a  way  to  stay  polit- 
ally  viable  for  a  future  race  for  the 
/'hite  House. 


BANK  REFORM  HOLDUP 

►Bankers'  hopes  of  winning  legisla- 
tion to  gain  more  access  to  the  secur- 
ities business  are  dimming.  Although 
GOP  leaders  have  introduced  bills  to 
repeal  Depression-era  laws  separat- 
ing commercial  and  investment  bank- 
ing, opponents  are  working  hard  to 
ambush  the  legislation.  One  example: 
Insurance  agents  are  seeking  a  Sen- 
ate amendment  to  retain  state  laws 
that  bar  banks  from  insurance  sales. 
Such  a  provision  would  undercut  bank 
support  and  kill  reform. 


LABOR  GOES  iT  ALONE 

►Several  labor  unions,  miffed  over 
the  Democratic  National  Committee's 
dismal  grassroots  campaign  last  fall, 
may  organize  their  own  effort  to  re- 
capture the  House  from  the  GOP  next 
year.  The  $2  million  drive,  led  by  ser- 
vice worker  and  government  employ- 
ee unions,  would  target  Republicans 
who  won  close  races  in  '94.  Unions 
would  set  up  networks  of  citizen  acti- 
vists who  would  publicize  lawmakers' 
votes  on  such  issues  as  the  minimum 
wage  and  Social  Security. 
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A  swarm  of  scandals  could 
change  the  imperial  style  of 
corporate  bosses  and  their 
political  cronies 

It  should  have  been  Edouard  Bal- 
ladur's  day  of  glory — the  formal 
launch  of  the  French  Prime  Minis- 
ter's seemingly  unstoppable  cam- 
paign for  France's  presidency.  But  as 
journalists  jaimned  a  Paiis  hotel  on  Feb. 
13  to  hear  Balladur  intone  his  sleep-in- 
ducing plans  for  an  ailing  nation,  far 
more  compelling  political  dramas  were 
unfolding  elsewhere. 

In  Lyon,  a  media  glare  inaugurated 
the  trial  of  a  local  businessman  accused 
of  lavishing  gifts  on  French  luminaries 
to  help  the  career  of  his  father-in-law, 
Lyon  Mayor  Michel  Noir,  also  a  defen- 
dant. In  Grenoble,  a  judge  refused  to 
free  the  city's  mayor,  in  jail  since  Octo- 
ber pending  a  slush-fund  probe.  And  in 
Paris,  key  Balladur  ally  Interior  Minis- 
ter Charles  Pasqua  was  embroiled  in  a 
kickback  scandal.  So  Balladur  got  only 
fifth  billing  on  the  nightly  newscast,  well 
behind  these  updates  on  les  affaires. 
That's  what  the  French  are  calling  the 
many  bribery,  political  financing,  and 
self-enrichment  scandals  that  have 
dogged  many  politicians  and  executives 
for  a  year. 

NO  LETUP.  The  scandals  are  just  part  of 
the  problems  afflicting  France,  where 
eveiything  from  comiption  chai'ges  to 
high  jobless  rates  suggests  that  corpo- 
rate and  government  institutions  are 
adrift.  The  turaioil  raises  doubts  about 
the  leadership  of  France's  ruling  elite, 
which  until  now  was  tnjsted  to  run  the 
countiy  with  no  need  for  jiublic  account- 
ability. Faced  with  the  obvious  necessity 
foi'  change,  France's  elitist  system  "is 
still  resisting,"  says  Yves  Meny,  a 
Fi-ench  political  scientist  and  author  of  a 
book  on  corruption.  But  he  expects  crit- 
icism of  France's  dense  concentration 
of  power  to  mount. 

There's  certainly  no  letup  in  the  bad 
news.  Banking  giant  Credit  Lyonnais  is 
in  need  of  its  second  government  bailout 


in  less  than  a  year.  Despite  efforts  of 
France's  best  financial  minds  to  stanch 
the  losses,  some  $18  billion  in  bad  loans 
continue  to  hobble  the  company.  Just 
one  day  after  Bahadur's  speech,  tele- 
com blue  chip  Alcatel  Alsthom  had  to 
deny  another  allegation  of  corporate 
misbehavior — that  a  subsidiary  over- 
billed  a  French  electric  utility.  The  com- 
pany is  already  facing  charges  that  it 
massively  overbilled  France  Telecom 
Group.  Meanwhile,  as  the  Fi-ench  read 
about  corporate  bailouts  and  allegations 
of  wTongdoing,  the  economy  as  a  whole 
is  only  meekly  recovering,  with  jobless- 
ness at  a  stubbornly  high  12.6*%'. 
OLD  BOYS.  Although  the  French  are 
worried  about  their  jobs,  they  have  not 
yet  erupted  in  anger  at  their  elected 
officials  over'  les  affaires,  as  happened  in 
Italy  last  yeai'.  Partly  that's  because  no 
top  national  leader  has  been  tainted, 
and  probes  have  produced  few  actual 
indictments — even  though  three  Cabi- 
net members  have  resigned  and  several 
coipoi'ate  biggies  have  been  questioned. 
Yet  indictments  and  trials  seem  certain. 
The  trial  unfolding  in  Lyon  is  a  precur- 
sor. Defendant  Pieii'e  Botton,  a  phai-ma- 
cy  executive,  admits  he  spent  $2.8  mil- 
lion on  vacations  and  favors  for  nearly  a 
dozen  of  France's  elite,  including  the 
country's  top  TV  anchor-man.  But  he  de- 
nies illegally  using  his  company's  money 
to  fund  this  largesse. 

A  thorough  courlr'oom  exposure  of 
how  France's  elitist  system  oper-ates 
could  pr'ovide  a  much-needed  jolt  to  Gal- 
lic complacency.  Liberals  ar-e  hoping  for 
a  debate  on  how  all  these  pr-oblems — 
kickback  scandals,  failed  gover-nment 
bailouts,  poor  economic  performance — 
connect  with  each  other  within  the 
French  system  of  dirigisme.  Guided  by 
this  inter-ventionist  policy,  the  national 
gover'nment  has  long  exerted  far'  mor'e 
economic  and  social  contr'ol  than  is  pos- 
sible in  most  of  the  worid's  developed 
economies. 

Dirigisme  has  provided  the  sense  of 
pr-otection  and  order  the  Fr-ench  cherish. 
Yet  it  also  blurs  lines,  fair-ly  begging 
industry  to  curry  favor  "Business  and 
politicians  are  in  cahoots,"  says  Antoine 


Gaudino,  a  private  Fr-ench  fi-aud  invei 
gator-.  That's  tr-ue  especially  at  local  k 
els.  Obser-vers  aren't  surprised  that  t 
companies  that  provide  water  and  oth 
mimicipal  ser-vices  have  been  at  the  c< 
ter  of  several  probes — Generale 
Eaux  and  Lyonnaise  des  Eaux-Dumi 
Crusading  magistrates,  meanwhile, 
probing  dozens  of  such  questional 


Why  France 
Is  Adrift 

The  scandals  are  just  part  of 
country's  problems.  With  the 
covery  anemic,  joblessness  re 
at  a  stubbornly  high  12.6%.  Be 
are  loaded  with  bad  loans.  All 
disturbs  the  French,  long  usee 
trusting  a  technocratic  elite 
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is,  throwing  light  on  how  France 
ks. 

tn  the  international  level,  the  cozy 
aections  fostered  by  the  country's 
tectionist  model  are  highlighting 
nce's  competitiveness  problem.  Such 
ingements  may  have  been  accept- 
'  in  a  closed  economy  managed,  in 
lemic  Meny's  words,  by  "a  network 
xtremely  competent  people  that  has 
it  difficulty  in  adapting  itself  to  the 
rnationalization  of  the  world  econo- 
"  The  country's  airline,  computer, 
com,  and  other  protected  industries 
-n  doomed  unless  the  French  open 
their  system  to  let  market  forces 
•k. 

'ranee  made  strides  towards  chang- 
its  system  in  the  1980s  but  never 
ipleted  the  process.  Yet  rival  Ger- 
ly  has  stalled  to  accelerate  its  trans- 
nation  imder  the  pressures  of  unifica- 
1  antl  competition  from  Asia  and  the 
Says  Philippe  Claude,  a  French 


IGH  MAGISTRATES  Judge  Renaud 
luymbeke  is  investigating  illicit 
cal  contributions 


venture  capitalist  at  Atlas  Ventui-e:  "The 
speed  of  change  outside  of  France  is 
accelerating  quickly." 

Meanwhile,  the  French  keep  making 
protectionist  noises  that  seem  increas- 
ingly out  of  place,  as  other  Europeans 
commit  to  deregulating  and  opening 
their  economies.  For  example,  at  a  re- 
cent meeting  in  Bordeaux,  European 
culture  ministers  shot  down  a  French 
proposal  to  impose  quotas  on  U.S.  mo- 
vies anfl  television  progTams. 
THWARTED  EFFORTS.  France— and  Eu- 
rope— need  a  strong  leader  in  Paris  to 
move  the  country  away  from  protec- 
tionist leanings  and  clean  up  the  cor- 
iTiption.  Yet  so  fai;  the  evidence  is  scant 
that  Balladur  is  that  leader. 

Sure,  he's  firmly  pro-European,  and 
he'll  fight  to  protect  the  franc — key  to 
monetary  union.  He's  also  privatizing 
French  industiy.  But  he  has  continued 
the  wasteful  Fi'ench  penchant  for  subsi- 
dizing weak  "national  champions"  such 


▼  DIRIGISME  State  support  of 
companies  such  as  Credit 
Lyonnais  leaves  France 
unready  to  compete  globally 


<  SPECIAL  INTERESTS 

Government  finds  itself 
paralyzed  by  demands 
from  students,  unions, 
and  other  beneficiaries 
of  state  spending 
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as  computer  maker  Groupe  Bull,  Air 
France,  and  especially  Credit  Lyonnais. 
He's  also  a  pushover  for  special  inter- 
ests. In  late  1993,  he  fu-ed  Air  France's 
chau-man  for  resisting  strikers'  demands. 
In  Febiuary,  he  cancelled  a  planned  re- 
form of  French  technical  schools  after 
students  took  to  the  streets.  That  bodes 
ill  for  selling  French  opinion  on  needed 
social  and  fiscal  change,  says  Albert 
Merlin,  an  economist  at  glassmaker 
Saint-Gobain. 

It's  still  possible  Balladur  could  grap- 
ple forcefully  with  France's  problems, 
once  he  has  an  electoral  mandate  of  his 
own.  Backers  say  he'll  continue  nudging 
France  toward  free  markets  and  will 
tackle  deficits  seriously.  Yet  his  new 
progi'am  seems  skimpy.  To  create  jobs — 
his  top  goal — he  would  switch  some  wel- 
fare costs  from  employers  to  taxpay- 
ers, boost  training,  and  encourage 
part-time  hiring.  "These  aren't  mea- 
sures— they're  measurettes,"  says  Phi- 
lippe de  Villiers,  a 
right-wing  splinter  can- 
didate for  the  presiden- 
cy. Other  French  politi- 
cians don't  have  much 
more  to  offer. 

The  siege  of  scandals 
may  yet  lead  to  basic 
"WIBHH     change.  The  govern- 
hH     ment  has  outlawed  cor- 
\      .^mmrf      porate  political  giving. 

Shareholder  activist 
Colette  Neuville  thinks 
a  mood  of  accountabil- 
ity will  spread  in 
France,  where  corpo- 
rate brass  often  act 
like  minor  deities.  Says 
Bernard  Liautaud,  the 
o2-year-old  chief  of 
Business  Objects,  one 
of  France's  few  suc- 
cessful high-tech  start- 
ups: "Wlien  executives 
fail,  they  should  not  re- 
bound to  another  com- 
pany, like  in  musical 
chairs,"  a  game  played 
repeatedly  in  France 
Inc. 

Yet  old  habits  die 
hard.  It  may  take  more 
serious  affaires  than 
have  surfaced  so  far, 
along  with  setbacks  out 
in  the  global  market- 
place, before  France's 
new  rulers  decide  to 
make  a  clean  break 
with  business  as  usual. 
This  is  a  crucial  year 
for  France. 

By  Stewart  Toy,  with 
Gail  Edmondson  arid 
Bill  Javetski,  in  Paris 
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CEMEX:  SOLID 
AS  MEXICO  SINKS 

Its  global  reach  and  fierce  cost-cutting  are  helping  it  to  weather  the  crisis 
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orenzo  Zambrano  sits  in  his  office 
in  Monterrey,  Mexico,  and  plugs 
his  IBM  ThinkPad  into  a  desktop 
I  port.  As  CEO  of  Cementos  Mexica- 
nos  (Cemex),  he's  checking  up  on  his 
company's  international  operations.  Al- 
though Cemex'  main  product  is  a  basic 
commodity,  its  information  system  is 
definitely  high-tech.  With  a  keystroke, 
Zambrano  calls  up  a  bar  chart  plotting 
the  previous  day's  erratic  performance 
of  a  kiln  in  Venezuela  and  projects  it  on 
a  big-screen  TV  set.  He  groans. 

But  another  keystroke  produces  a 
smile.  The  gi'aph  of  Kiln  No.  1  at  Bal- 
cones,  the  New  Braunfels  (Tex.)  plant 
purchased  last  fall  from  competitor  La- 
farge-Coppee,  shows  that  its  downtime 
has  shiimk  to  5%  from  more  than  20% 
when  Cemex  bought  it  last  fall.  "And 
this  was  a  plant  that  was  supposed  to 
be  very  well-nm,  by  a  French  compa- 
ny," Zambrano  says,  a  bit  smugly. 
BIG  SMILE.  The  maximum  performance 
being  scjueezed  out  of  Cemex'  far-flung 
organization  helps  explain  why  the  com- 
pany is  weathering  Mexico's  peso  de- 
valuation and  ensuing  economic  crisis. 
Since  taking  over  as  ceo  10  years  ago, 
Zambrano  has  helped  Cemex  extend  its 
reach  into  2(i  countries  and  accjuire  ce- 
ment production  facilities  in  six,  includ- 
ing Spain,  Venezuela,  and  the  U.S.  This 
year,  the  company  is  expected  to  cross  a 
major  milestone:  non-Me.xican  operations 
will  account  for  519(  of  the  company's  $;3 
billion  in  annual  sales.  That's  why,  de- 
spite being  head  of  Latin  America's 
most  heavily  leveraged  company,  Zam- 
brano is  smiling.  "It  will  be  tough  for 
our  Mexican  operations  but  not  for 
Cemex  as  a  whole,"  he  says. 

Investors,  including  foreigners  who 
held  an  estimated  20%  of  Cemex  stock 
before  the  devaluation,  have  been  taking 
a  show-me  attitude.  Cemex  shar-es,  trad- 
ed in  Mexico  City  and  over  the  counter 
in  New  York  as  American  depositary 
receipts,  plummeted  to  $3.33  in  mid- 
Febraaiy,  down  fi'om  $9.40  at  the  end  of 
November  (chart).  The  plunge  reflected 
doubts  about  Cemex'  ability  to  meet 


jjayments  on  its  $3.2  bil- 
lion hard-currency  debt. 
"I  was  tremendously 
worried  at  fu'st,  until  I 
ran  through  their  num- 
bers and  saw  it  was  fea- 
sible to  service  the 
debt,"  says  Roberto  Car- 
rillo,  who  tracks  Cemex 
for  Baring  Securities 
Inc.  in  Mexico  City. 
"These  guys  know  what 
they're  doing — they 
know  how  to  finance 
things."  Baling  still  rates 
Cemex  as  a  "buy." 

Helping  Cemex  ride  out  the  turbu- 
lence are  the  savvy  moves  it  made  in 
anticipation  of  a  peso  devaluation.  Last 
Sei)tember,  for  example,  it  issued  a  $400 
million  convertible  bond  at  just  4.25% 
interest  to  recycle  short-term  debt  to  a 


CEMEX  IS  ONE  OF  THE  ^ 
WORLD'S  FOUR  DOMINANT 
CEMENT  COMPANIES 


THE  PLUNGE  IN 
CEMEX  SHARES 
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more  manageable  thn  Iambi' 
year  maturity. 

But  it  is  the  cushi  smi 
of  rising  hard-curren  sdate 
revenues  from  abro;  fUSJ 
(chart)  that  is  giving  i  usion 
vestors  the  most  con  .Jei 
dence  that  Cemex  w  lial 
be  able  to  handle  tl  aguf 
debt  piled  up  by  Zai  awt 
brano  in  his  global  oi  At 
reach.  This  year,  Cemd  « 
expects  that  a  shrinkii;  jajV 
$580  million  cash  flo  ^cist- 
from  Mexican  operatiorj 
down  from  $800  million  in  1994,  will  l|  iVal( 
offset  by  a  rising  $430  million  flow  fro  ijuii; 
abroad,  up  from  $230  million  in  199  |At 
Brags  CFG  Gustavo  Caballero:  "Our  c  «  m 
versification  strateg^y'  has  worked."  5^ 
Of  course,  it  could  not  protect  Cem(  ^^ 
against  a  complete  meltdown  of  tl  ^ee 
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<  an  economy.  But  if  Zambrano  can 
the  course,  his  coni])any  will  i-e- 
;  ( 'oiporate  Mexico's  coming  of  age. 
^i^an  companies  were  challenged  to 

.iiie  world-class  competitors  by  for- 
President  Carlos  Salinas  de  Gor- 

>  opening  of  the  economy  to  foreigTi 
If  and  investment. 
Zambrano  was  among  the  handful 
•ntrepreneurs  who  responded  aggTes- 
seeing  open  markets  as  an  op- 
l  unity,  not  a  threat.  "We  knew  we 

in  become  an  international  company 
-ui-vive,"  he  says.  He  had  become 
i  iif  Cemex  in  1985  at  41,  after  earn- 

a  Stanford  MBA  and  climbing  the 
jiorate  ranks  for'  18  years.  Although 

Zambi'ano  clan  owns  ai'ound  30%  of 
i  rx'  stock,  it's  not  a  family-nm  com- 
ix,  and  he  is  the  only  member  of  his 
ii'-diate  family  working  in  it. 
)FITS  JUMP.  Zambrano  launched  his 
}a!ision  campaign  by  first  snapping 
smaller  Mexican  cement  companies, 
t  what  catapulted  Cemex  into  the 

league  was  a  $1.8  billion  move  into 
lin,  where  Zambrano  grabbed  two 
inish  cement  companies  in  1992  at 

piices  and  combined  them  into  the 
1  lily's  biggest,  Valenciana  de  Cemen- 
.  ( 'ost-cutting  and  stepped-up  sales 
yielded  a  handsome  payoff:  Last 
ir,  Valenciana's  net  pi'ofit  jumped  to 
>.'>  m.illion,  up  from  $37.7  million  in 
i:!.  After  digesting  Valenciana,  Zam- 
iiio  moved  to  strengthen  Cemex' 
■-i-nce  in  Latin  America  last  April 
1  laying  $320  million  for  60%  of  Vene- 
'lan  rciiifiit  niakcr  WiiccniiK, 


CEMEX'  GLOBAL 
OUTREACH... 


NEW  BREED 

Zambrano  is 
among  a 
handful  of 
Mexican 
business 
leaders  who 
view  open 
markets  as  an 
opportunity^,  not 
I  threat 


COMPANY/ 

COUNTRY 

YEAR 

PURCHASE  PRICE 

IN  MILLIONS 

VALENCIANA  SPAIN 

1992 

$1,840 

VENCEMOS  VENEZUELA 

1994 

$320 

BAYANO  PANAMA 

1994 

$60 

BALCONES  U.S. 

1994 

$105 

PRODUCTORA  NACIONAL  Pending  $12 
NICARAGUA 

...HAS  REDUCED  ITS  DEPENDENCE 
ON  THE  MEXICAN  MARKET 


ABILLIONS  OF  DOLLAR: 


DATA:  CEMEX 


As  a  result  of  all  these  mo\'es,  Cemex 
has  become  an  influential  player  in  a 
gToup  that  shapes  the  terms  of  competi- 
tion in  many  markets.  The  club,  led  by 
Swiss-based  Holderbank,  includes 
France's  Lafarge-Coppee  and  Italy's 
Italcementi  as  well  as  Cemex.  The  key 
battlegi'ound  will  be  the  emerging  mar- 
kets, where  the  Mexican  gToup  has  real 
strengths.  In  Asia,  for  example,  Cemex 
is  stei^ping  up  exports  with  orders  for  2 
million  tons  in  1995  from  Taiwan,  Thai- 
land, and  Indonesia. 

Underpinning  these  moves  is  Cemex' 
competitive  cost  structure  and  high 
worldwide  operating  margin  of  26.8%, 
much  better  than  rivals'  average  of  less 
than  10%.  Zambrano  sent  a  23-member 
"workout"  team  to  Spain  to  slash  Va- 
lenciana's costs.  And  last  October,  Zam- 
luviiiii  iiiili'.ished  the  team  on  Cemex  in 
Mexico.  It  quickly  identi- 
fied .$85  million  in  annual 
cost  savings. 

A  key  to  Cemex'  com- 
petitiveness is  its  online 
information  system.  It 
links  all  of  Cemex'  offices 
in  Mexico  and  abroad  via 
a  network  of  satellite 
dishes,  leased  lines,  and 
microwave  communica- 
tions. Zambrano,  who 
travels  with  his  Think- 
Pad, and  all  other  execu- 
tives can  obtain  details  on 
any  of  Cemex'  worldwide 
operations.  The  system  is 
crucial  in  managing  Ce- 
mex' i-esponses  to  market 
conditions.  Referring  to 
Cemex'  Caribbean  opera- 
tions, comjjetitor  Gerald 
Essl,  president  of  San 
Antonio-based  Texas  Le- 
high Cement  Co.,  says: 
"It's  just  phenomenal,  the 
network  they  have  and 
the  flexibility  of  where  to 
bring  in  product,"  he 
says. 


It  is  this  increasingly 
sophisticated,  globalized 
operation  that  Cemex 
argues  is  giving  it  the 
means  to  pay  its  mostly 
dollar  debt.  With  a  pro- 
jected cash  flow  of 
around  $1.1  billion  this 
year,  Cemex  faces  .$470 
million  in  interest  pay- 
ments and  .$690  million 
due  on  principal,  plus 
$160  million  in  operat- 
ing cash  require- 
ments— a  total  of  more 
than  $1.3  billion.  But  to 
cover  these  needs, 
Cemex  has  .$330  million 
cash  on  hand,  $60  million  in  shoit-term 
investments,  and  $500  million  in  commit- 
ted lines  of  credit. 

It  helps,  too,  that  cfo  Caballero  spent 
the  past  two  years  extending  Cemex' 
debt  to  maturities  averaging  4.5  years, 
up  from  2  years  when  he  began.  "In 
Mexico  unfortunately,  it's  always  wise  to 
be  liquid  and  in  a  defensive  position 
when  there's  a  change  of  government," 
Zambrano  notes.  To  further  shore  up 
its  finances,  Cemex  is  discussing  with 
Citibank  and  J.  P.  Morgan  &  Co.  a  roll- 
over of  existing  "swap"  loans  totaling 
$350  million  that  are  backed  by  shares 
of  Cemex  and  a  Mexican  subsidiary. 
And  Caballero  is  looking  at  ways  to 
bon-ow  against  $500  million  of  assets  of 
U.  S.  subsidiary  Sunbelt  Corp. 

Although  major-  expansion  moves  ar-e 
now  on  hold,  Zambr'ano  hopes  to  r-etur'n 
as  soon  as  possible  to  building  Cemex' 
global  pr'ofile,  even  acr-oss  the  Pacific. 
Cemex'  Hong  Kong  office  is  studying 
sever-al  ventures  in  China.  "We'll  be 
thei'e,  one  way  or  another;  in  the  next 
two  year-s  at  most,"  Zambrano  says. 
SOME  SKEPTICS.  Such  single-minded  vi- 
sion i-eflects  thr-ee  gener-ations  of  Zam- 
brano commitment  to  Cemex.  Founded 
in  1906  under'  another-  name,  the  compa- 
ny was  r-eor-ganized  in  1920  by  Zambr'a- 
no's  grandfather-.  When  Zambr-ano  r-e- 
tur-ned  fr-om  Stanford  to  join  the 
company,  he  had  to  overcome  skepti- 
cism: "People  said  I'd  be  a  disaster  be- 
cause I  was  a  family  member-."  He 
quickly  pr-oved  himself.  Of  the  doubt- 
ers, he  says  drily:  "I  fir-ed  a  few-  people 
in  the  fii-st  few  months." 

Now,  Zambr-ano,  a  lifelong  bachelor-,  is 
enjoying  the  r-ewar-ds  of  success  with 
expensive  hobbies  such  as  collecting 
Fer-r-aris  and  Latin  American  art.  If  he 
can  navigate  Cemex  thr-ough  Mexico's 
crisis,  he'll  be  able  to  enjoy  more  than 
just  a  fancy  lifestyle.  He'll  be  able  to 
say  he  fir-mly  established  Mexico's  first 
tr-ue  multinational  on  the  worid  stage. 

By  Geri  Smith  in  Monterrey  and 
John  Pearson  in  New  York 


BUSINESS  WEEK  /  FEBRUARY  27,  1995  59 


E^rything  A  CEO  Should  Know 
About  Data  Storage: 


1.  In  1994,  SO'y^i  of  youi"  computer  hardw  aiv  hudgelw  a^  spent  on  it.  2.  By  tlie  end  of  the  decade,  you'U  spend  70%  on  it. 


///.■  FMC  logo.  Symmeinx,  Hjrmmnx.  Cmmplex  and  THh  STORAOt  ARCHITECTS  are  imdcmarks  of  EMC  Corporaiwn.  Uikr  irjdciiuirks  urt  ihe  properly  of  iheir  reipeiiive  mviiers. 


EveiTthing  An  IS  Manager  Sh^ 
1        CNowThatThe  CEO 

Knows  The  I^  OnThe  Left):  j 


1  here  is  an  avalanche  of  information  now  running  tlirough  your 
niipany.  It  is  growing.  2. The  more  information  your  company 
cates,  the  more  information  your  company  needs.  3.  It  s  now 
u^her  than  ever  to  distribute,  manage,  store  and  protect  the 
iiigrity  of  your  information.  4.  Successful  companies  are  reorganizing 
icmselves  around  the  competitive  use  of  information.  5.  Chances  are, 


I'lui'ispuw  Savings 


TradidonaJ 

Sio 

-age 

r 

and  environmental  costs.  12.  Our 
systems' quicker  response  times  im.prove 
customer  service,  transaction  process- 
ing and  overall  employee  efficiency. 
13.  Only  EMC  is  able  to  offer  the  best 
storage  technologies  first  because  of 


our  competition  is  using  storage  to  gain  competitive  advantages,  our  MOSAIC:  2000  architecture.  This  allows  us  to  get  the  latest 
Jot  just  to  save  money  but  to  make  money  and  to  increase  market    storage  solutions  to  you  faster,  so  your  information  is  always  being 

accessed  faster  and  protected  better  tlian  your  competitors'  information. 


tWa»|    NT    I  Vines  ■    OS/2   ■  HP/UX  ■  SunOS  I  Solaris  I    AIX    ■  SVR4  . 


I 


Traditional 
Storage 


EMC 


14.  Since  were  always  first  to  market,  our  customers 
get  competitive  advantages  their  competitors  don't. 

15.  Without  compatibility  problems.  16.  Our  systems 
get  information  into  employees'  hands  faster  than 

hare.  6.  For  instance,  by  storing  tlieir  information  in  central  locations,  ever  before,  allowing  tiiem  to  use  that  information  to 
ompanies  are  moving,  managing  and  controlling  their  information   make  your  company  more  successful.  17.  Our 
nore  efficiently  than  before,  and  getting  tl:eir  products  to  market  faster,   systems  not  only  pro\'ide  faster  access,  d:e\ 
'.  The  Garmer  Group  reports  that  roughlv  half  of  machine-readable    ensure  that  the  information  is  secure,  and       ,,   ,  r 

r     f  o    .  Imeracuve  Kespome  I  ime 

lata  now  reside  on  desktops.  How  well  your  company  uses,  leverages  always  available.  18.  Case  in  point;  Symmetrix,  "/"'/"•«™™' 

and  protects  its  open  client/server-based  information  the  world's  fastest  and  most  highly  available  mainframe  storage 

will  determine  its  performance.  8.  EMC  is  tiie  leader  in  system.  19.  Harmonix,  a  midrange  storage  system  that  makes  an 

data  storage  and  retrieval  systems.  We  focus  all  of  AS/400  scream.  20.  And  Centriplex,  the  first  mainframe  class, 

our  resources  on  this  one  area,  getting  the  best  tech-  centralized  storage  designed  specifically  for  open  environments, 

nologies  to  you  first,  giving  you  an  edge  no  one  else  21.  Our  customers  are  experts  at  getting  more  value  out  of  their 

has.  9.  With  the  highest  performance,  capacity  and  mainframe,  midrange  and  client/server  storage  systems.  Because  an 


ZPU  Utilizaimi 


Before  After 
EMC  EMC 


availability,  our  systems  will  increase  your 
profits,  increase  your  market  share,  make 
your  customers  happier  and  ensure  the 
integrity  of  your  information.  10.  EMC 
systems  maximize  the  performance  and 
\'alue  of  your  CPUs,  your  network  and  your  software 
like  no  otiier  storage  available,  extending  the  useful  life 
of  a  CPU  by  several  years.  11.  We  package  best-of-breed 
cache,  disk  and  memory  technologies  in  a  way  tiiat  has 
revolutionized  DASD- helping  you  manage  information 
better  while  drastically  reducing  floor  space  requirements 


ForOpt'H  Sy^ieiits. 


Syiimic!nx'"For 
Mainlrdmc  Shops. 


EMC  storage  system  isn't  just  passive  storage. 

22.  It's  part  of  a  dynamic  strategy  for  growth. 

23.  It  isn't  a  commodity.  24.  It's  a  value  center. 
25.  It's  a  competitive  weapon.  26.  It's  why 
EMC  is  a  highly  profitable  Fortune  500 
company  and  the  world  leader  in  storage 
solutions,  producing  only  one  tiling:  Storage. 

27.  Call  1-800-424-EMC2  ext.  136  and  learn 
how  EMC  can  help  you  use  information  to 

/  improve  your  company's  performance. 

28.  As  well  as  vour  own. 


COMPEirnVENESS  IS  IMPROVED  BY  A  E\CTOR  OF  EMC 


THE  STORAGE  ARCHITECTS 


'01995  EMC  Corporation.  All  rights  reserved. 


Intejnational  Bus^^^ 


MEXICO 


THE  VACUUM  AT  THE  TOP 

IS  GEniNG  DOWNRIGHT  SCARY 

Zedillo's  paralysis  is  speeding  Mexico's  collapse 


GLEE  IN  GUADALAJARA:  The  PAN's  Cdrdenas  celebrates  his  victory 


Two  weeks  after  the  U.  S.  cobbled 
together  a  $50  bilhon  rescue  plan 
for  Mexico,  the  crisis  seems  far 
from  ovei'.  President  Ernesto  Zedillo 
Ponce  de  Leon's  political  moves  are  baf- 
fling both  foreign  investors  and  his  own 
people.  Voters  showed  their  anger  with 
Zedillo  when  they  voted  on  Feb.  12  to 
oust  his  ruling  Institutional  Revolution- 
aiy  Party  from  the  governorship  of  the 
important  state  of  Jalisco. 

While  Zedillo  salvaged  a  measure  of 
respect  by  pi'omising  to  uphold  the  victo- 
ry of  Alberto  Cardenas  of  the  center- 
right  National  Action  Party  (PAN),  that 
isn't  checking  the  fall  of  his  prestige  or 
the  collapse  of  Mexico's  economy.  Zedil- 
lo seems  paralyzed  over  how  he  will  use 
the  American  money  and  how  he  plans 
to  restructure  Mexico's  decaying  financ- 
es. Talk  is  cb'culating  in  Zedillo's  govern- 
ment of  putting  Mexico's  monetary  poli- 
cy under  the  control  of  a  so-called 
cuiTency  board,  in  effect  taking  econom- 
ic policy  out  of  his  hands.  "We  are  on 
the  verge  of  seeing  the  economy  ex- 
plode into  pieces,"  says  Sergio  Raiinond- 
Kedilhac,  the  dean  of  Mexico's  leading 
business  school,  the  Pan  American  In- 
stitute of  Higher  Business  Studies. 


Indeed,  the  business  community  was 
rocked  on  Feb.  15  by  Giupo  Sidek's  de- 
fault on  $19.5  million  in  corporate  lous. 
Sidek,  a  major  tourism  developer  and 
steel  producer,  has  $100  million  in  dollar- 
denominated  commercial  paper  coming 
due  in  the  next  two  months  and  a  total 
of  $980  million  in  dollar-denominated 
debt.  Fears  of  other  defaults  shook  the 
stock  market,  which  was  already  plenty 
jitteiy  over  nmiors  that  Banca  Serfi'n, 
Mexico's  third-largest,  was  under  pres- 
sure. Another  ramor,  later  denied,  had  it 
that  Central  Bank  Governor  Miguel 
Mancera  was  about  to  resign. 

All  this  makes  the  markets  veiy  ner- 
vous. The  peso  and  the  bolsa  are  testing 
their  lows,  and  interest  rates  are  soar- 
ing. On  Feb.  15,  rates  on  28-day  Mexi- 


"We  are  on  the  verge 
of  seeing 
the  economy 
explode  into  pieces" 


can  treasury  bills  jumped  5%,  to  40'] 

Business  is  grinding  to  a  halt  as  e 
pectations  of  a  severe  recession  begin 
bite.  Construction  is  dead.  New-trud 
sales  plunged  by  86%  in  January,  arl 
bus  sales  fell  by  66%,  according  to  tlj 
National  Association  of  Bus,  Truck 
Tractor  Producei's.  Mercedes-Benz  shil 
its  two  plants  for  three  weeks  in  Jani] 
ary,  and  Gmpo  Dina  plans  to  shut  do 
production  for  60  days  this  year. 

Many  other  sectors  of  the  econo: 
are  preparing  for  the  worst.  Companii 
involved  in  services,  tourism,  and  tri 
got  a  shock  when  nafinsa,  the  natioi 
development  bank,  told  the  Nationi 
Association  of  Credit  Unions  this  w& 
that  it  was  cutting  off  government  cr( 
it  to  the  thousands  of  small  and  mei 
um-size  businesses  they  represent, 
QUICK  FIXES.  Executives  are  pleadin] 
for  Zedillo  to  come  out  of  his  shel 
Jorge  Arganis,  president  of  the  Mexica 
Engineering  Society,  says  Zedillo  mus 
act  to  keep  thousands  of  businesse 
from  going  bankrupt.  "He  must  do  wha 
the  U.S.  did  after  the  crash  of  1929- 
put  people  to  work  by  spending  wha 
little  money  they  have  on  public  work 
l)i'ojects,  road  repair — anything,"  Arga 
nis  says.  "Zedillo  is  frightening  inves 
tors — they  must  see  us  working." 

Zedillo's  advisers  explain  that  b 
must  negotiate  the  details  of  the  rescm 
package  with  the  U.S.  before  disclos 
ing  his  intentions.  But  delay  is  sparkin| 
unease,  even  in  his  inner  circle.  Realiz 
ing  how  low  the  government's  credibilit; 
has  sunk,  aides  to  Zedillo  are  ponderinj 
quick-fix  measures  that  before  woul( 
have  been  unthinkable.  At  least  one  o 
the  vice-governors  of  the  central  bank  i:t: 
said  to  be  pushing  for  the  adoption  of 
currency  board,  an  independent  givu\\' 
that  would  fix  Mexico's  exchange  rate  ui. 
ai'ound  five  pesos  to  the  dollai"  and  in  ot:. 
feet  put  Mexico's  monetary  policy  ii 
Washington's  hands.  Steve  H.  Hanke,  ;i. 
currency  board  theoretician  at  John;! 
Hopkins  University  in  Baltimore,  sayi 
the  idea  is  being  considered  in  Mexiccj 
at  the  highest  levels  of  the  central  bant 
and  in  the  government.  Hanke  gives  it  £ 
better  than  50%  chance  of  being  imple 
mented.  Some  Wall  Street  professional 
favor  a  cun'ency  board  because  it  would 
promise  a  stable  exchange  rate  and  a 
more  certain  repayment  of  investors. 

But  most  analysts  think  that  Mexico 
is  too  complex  to  be  cured  by  magic 
bullets.  What's  wanted  is  a  sensible  pro- 
gram and  sound  leadership  from  Zedillo. 
The  former  may  be  in  the  works,  but 
there's  little  sign  of  the  latter. 

By  Geri  Smith  in  Mexico  City,  with 
Stanley  Reed  in  New  York 
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"Tou  don't  know  where  your 
i|ext  office  will  open  up.  You 
on't  know  where  your  next 
eal's  going  to  be.  You  don't 
now  where  in  the  world 
ou'll  have  to  be  tomorrow. 


no 
lies  the 


Whether  you're  staffing  the  new 
office  in  lyiinsk,  signing  the  con- 
tract in  Bombay,  or  exploring 
opportunities  in  those  places 
where  the  ink  is  barely  dry  on  the 
trade  agreement,  Lufthansa  can 
make  you  feel  at  home,  virtually 
anywhere  in  the  world.  Together 
with  our  partner  airlines,  we  fly  to 
over  200  cities,  in  90  countries  on 
six  continents.  So  wherever  you 
have  to  be  tomorrow,  chances  are 
we  fly  there  today. 


Lufthansa 


Accrue  or  redeem  mites  in  either  Lufthansa  Miles  &  More"' 
or  United  Mileage  Plus*  when  you  fly  on  Lufthansa  flights 
or  flighte  operated  by  our  global  partner.  United  Airtinn. 


.4^ 


Is  ste  more  loyal  to  your  competitt 
tiianntie  is  to  you? 


Relationship  marketing.  Frequent  customer  programs. 
Companies  spending  millions  building  customer  loyalty  i 

A  lot  of  which  they  could  be  saving.  If  only  they  knew 
more  about  the  people  they're  marketing  to.  I 

For  instance,  if  an  airline  knew  that  15%  of  its  best  | 
customers  racked  up  twice  as  many  miles  on  anotlier  earner,  ; 
think  how  it  could  change  the  way  they  market  to  them.  ; 

If  a  soft  drink  company  knew  which  customers  in 
specific  neigliborhoods  of  every  city  wanted  which  product, 
think  how  it  could  impact  distribution  and  promotions. 

There's  no  doubt  about  it.  Customer  information  can  I 
be  the  most  powerful  tool  a  company  has.  ' 

And  of  all  the  information  companies  out  there,  we're 
the  one  that  best  unites  the  strengths  of  both  computing  | 
and  communications  in  our  solutions.  I 

Our  Get  TT,  Move  IX  Use  IT'"  Customer  Focused 
Solutions  are  already  at  work.  Helping  one  of  the  world's  | 
largest  retailers  understand  customer  buying  habits  by  store.  •[ 
So  they  can  stock  what  people  want  most,  while  reducing 
out-of-stock  occurrences  and  markdowns. 

Helping  banks  mininiize  the  time  and  expense  of  loan 
approvals.  Reducing  processing  time  to  as  little  as  15  minutes,  : 
while  cutting  out  up  to  25%  of  the  cost.  Helping  phone  I 
companies  cross-sell  services  and  identify  new  opportunities. 

There's  a  Customer  Focused  Solution  tailored  to  your 
industry  And  your  company 

Call  1  800  579-5722.  We'll  tell  you  more  I 


ASSiT  Customer 
Focused  Solutions. 
Turning  information 
into  understanding. 


Now  that  NCR  and  AT&T  are  one,  computing 
and  communications  have  come  together  to  help  you 
get,  move,  and  use  information. 


^ATSiT 


Global  Information 
Solutions 


International  Business 


CANADA 


MEANWHILE,  TO  THE  NORTH, 
NAFTA  IS  A  SMASH 

The  pact  has  sharply  boosted  U.S. -Canada  trade-and  growth 


Critics  of  the  North  American  Free 
Ti-ade  Agreement  (NAFTA)  have 
been  having  a  field  day  since  the 
Mexican  peso  hit  the  sl\ids.  But  at  best, 
they're  only  half  right.  Even  as  Mexico 
hunkers  down,  trade  and  investment 
between  the  U.S.  and  Canada  is  ex- 
ploding. No  wonder  President  Clinton  is 
eagerly  packing  his  woolens  for  a  state 
visit  to  Ottawa  on  Feb.  23-24.  The  visit 
should  offer  Clinton,  who  once  consid- 
ered .\AFTA  his  top  foreign  policy  ac- 
complishment, a  chance  to  recoup. 

But  Clinton's  first  state  visit  to  Can- 
ada will  be  far  more  than  congratulato- 
ry speeches.  Sure,  trade  between  the 
U.S.  and  Canada  hit  $260  billion  last 
year,  up  50%  since  1988,  when  the  U.  S. 
and  Canada  signed  a  ft-ee-trade  agr-ee- 
ment  that  laid  the  groundwork  for 
NAFTA.  Now,  both  sides  are  eager  to 
tear  down  barriers  that  still  stand  in 
the  way  of  even  greater  trade.  U.  S. 
and  Canadian  negotiators  are  racing  to 
complete  a  far-reaching  "open  skies" 
aviation  agi'eement,  wliich  Clinton  hopes 
to  sign  on  Feb.  24.  Beyond  that,  both 
sides  are  hoping  to  make  progress  in 
resohdng  trade  disputes  over  eveiything 
from  U.  S.  limits  on  Canadian  wheat  to 
Canada's  decision  to  yank  a  U.  S.-owned 
country-music  TV  station  off  the  air. 
MILLIONS  FOR  MINIVANS.  Already,  a 
surge  of  investments  is  linldng  corpora- 
tions on  both  sides  of  the  border  as 
never  before.  The  change  is  driven  in 
part  by  the  cheap  Canadian  dollar, 
which  has  plunged  to  just  71(?,  down 
from  a  high  of  89c  in  1991.  In  autos, 
for  example,  it  now  costs  "20%  to  25% 
less  to  assemble  a  car  in  Canada  than  in 
the  U.S.,"  says  David  Adams,  director 
of  policy  for  Canada's  Motor  Vehicle 
Manufactui-ers'  Assn. 

Such  savings  have  the  Big  Three 
pumping  billions  into  Detroit  North. 
Ford  Motor  Co.  of  Canada  has  spent 
more  than  $700  million  to  revamp  its 
plant  in  Oakville,  Ont.,  to  produce  Wind- 
star  minivans.  And  Ford  is  spending  an 
additional  $1.5  bOlion  to  upgi'ade  its  On- 
tario tmck  and  engine  plants.  Thanks  to 
similar  investments,  Chrysler'  Canada 
I<td.  last  year  produced  a  i-ecord  695,000 


vehicles  in  Canada — including  most  of 
its  minivans  and  LH  models.  In  all,  Ad- 
ams figures,  Canadian  auto  plants  now 
assemble  17%  of  all  the  vehicles  pro- 
duced in  the  U.S.  and  Canada,  even 
though  Canada  accounts  for  less  than 
10%  of  the  North  American  market. 


completed  its  $390  million  purchasej 
Monti'eal-based  Canstar  Sports  Inc., 
world's  largest  producer  of  hocl| 
equipment. 

The  pace  of  cross-border  deals  nl 
even  increase.  Last  year,  U.S.  comj 
nies  spent  a  near-record  $3.9  billionj 
make  113  accjuisitions  in  Canada, 
consultants  kpmg.  That  was  matched  I 
the  record  $4  billion  that  Canadian  eel 
panies  spent  to  do  127  U.  S.  deals.  OvI 
all,  private  investment  between  the  t| 
countries  hit  $;j1  billion  last  year-  {cha 
NONSTOP  SERVICE.  A  big  step  tow^ 
expanding  trade  will  be  the  open-si 
accord.  It  would  r-eplace  a  1966  pact| 
r*esti"ictive  that  almost  two-thirds  of  i 
100  lar-gest  U.  S.  cities  don't  enjoy  nd 
stop  air  service  to  Canadian  cities.  T 


Nati 


CANSTAR,  THE 
HOCKEY-GEAR 
MAKER,  WAS 
BOUGHT  BY  NIKE 


Meanwhile,  the  over-all  siu'ge  in  Cana- 
dian business  investment  has  created 
some  big  opportunities  for  U.  S.  machin- 
ery makers.  Last  year,  U.  S.  exports  of 
machine  tools  to  Canada  mor-e  than  dou- 
bled, to  a  r-ecord  $380  million.  Business 
was  even  better  for  Giddings  &  Lewis 
Inc.,  the  largest  U.  S.  toolmaker,  whose 
shipments  to  Canada  tripled,  while  or'- 
der's  jumped  fivefold. 

The  low  dollar  also 
is  making  it  easier  for 
U.S.  companies  to 
snap  up  juicy  Cana- 
dian targets.  On  Feb. 
7,  Silicon  Gr-aphics  Inc. 
announced  it  will 
spend  .$365  million  to 
buy  Toronto-based  Al- 
ias Research  Inc., 
which  developed  the 
software  used  to  cre- 
ate the  special  effects 
in  Jurassic  Park.  And 
on  Feb.  13,  Nike  Inc. 


GROSS-BORDER 
INVESTMENT  JUMPS 


■90  '91 
ABILLIONS  OF  DOLLARS 
DATA;  U  S,  COMMERCE  DEPT  .  BUSINESS  WEEK  ESTIMATES 


current  pact  doesn't  even  allow  nonsti 
flights  between  Ottawa  and  Washin 
ton.  By  one  estimate,  the  number  i 
passengers  on  scheduled  flights  betwe(| 
the  two  nations  would  mor-e  than  do 
ble,  to  19  million  a  year,  after  the  thre 
year-  phase-in  period. 

With  relations  so  cordial,  Canada  w 
ar-gue  during  the  Clinton  visit  for  elir 
inating  antidumpir 
suits  from  nafta.  A 
ter  all,  with  the  U.I | 
and  Canadian  econij'f 
mies  integrated 
never  before,  it  mak( 
about  as  much  sent 
to  char-ge  Canadiar. 
with  dumping  in  th 
U.S.  as  it  would  t 
charge  OMo  companit 
with  dumping 
Pennsylvania. 

By  'Williatn  C.  Si 
monds  in  Ottawa,  wit 
bureau  reports 
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Driver-  and  itasseiigci-sidc  sii|i|)l(-inriilal  icstraiiit  system 
(air  hag  and  knee  bolster) 

Four-wheel  |)ower-assisted  ilisc  hrakes  with 
anti-lock  hraking  system  (AliS) 

Side  Impact  Protection  System  (SII'S) 

Daytime  l{iinnin<;  Lights 

Klectronic  (llimate  (lontrol  (("K(l-free) 

8-way  |M»wer  adjuslaidc  driv<'i  "s  and  front  iKissengcr  seats 
with  .'i-|)osition  memor\  on  driver's  seat 
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Power  slide/tilt  'Aass  sunroof 
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For  more  information 

an()  a  free  vi()eo, 
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2.9  litei-.  6-cvlinder.  light  alloy.  24-valve  engine 

]|cctionicall\  coiitiolled  f-speed  automatic  transmission 
with  selcclalilc  shift  modes  (  Kconom v/Sport/Winler ) 

Automatic  Locking  Differential 

MacPherson  sti  iil  independent  fiont  suspension 

Multilink  indcp<-ndcnt  rear  suspension 

I'ower-assisted  r  ack  and  pinion  steering 

Alloy  wheels  and  all-season  l  adial  liies 

Four-yeai/.lO.OOO-mile  new  vehicle  warranty 

24-hour-  ()n-Call  r-oadside  assistance 


Drive  safely. 
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EPUBLIGANS  MAY  HURT  TAIWAN 
Y  TRYING  TO  DO  IT  FAVORS 


s  if  a  tlireatened  trade  war  and  squabbles  over  human 
1  irights  and  missile  trafficking  weren't  causing  enough  trou- 
'  Ible  in  U.  S.-China  relations,  a  new  flashpoint  is  about  to  ig- 
i.  Congressional  Republicans  and  some  Democrats  are 
ssing  President  Clinton  for  wanner  ties  with  Taiwan,  the 
iming  island  of  21  million  off  China's  coast  that  Beijing 
siders  a  renegade  province.  Taiwan  has  suffered  near-pari- 

status  in  Washington  since  1979,  when  the  U.  S.  officially 
ognized  Beijing  as  the  only  legitiinate  Chinese  government. 
3ut  now,  GOP  leaders  think  it's  time  to  i-eward  Taipei  for 

progress  it  has  made  toward  democ- 
y.  Taiwanese  President  Lee  Teng-hui's 
lire  to  visit  his  alma  mater,  Cornell 
:  iversity,  this  spring  presents  the  per- 
t  opportunity.  While  Clinton  marginal- 
eased  curbs  on  Taiwan  last  fall,  he 
icifically  reiterated  a  longstanding  U.  S. 
1  on  visits  by  Taiwan's  president.  Re- 
olicans  say  that  unless  Clinton  lets 
9  visit  Lake  Cayuga's  shores,  they'll 
vrite  immigi-ation  laws  or  the  Taiwan 
lations  Act  to  ovenide  him. 
.ITARY  ACTION?  Clinton  has  probably 

himself  up  for  yet  another  embar- 
ising  foreign  pohcy  flip-flop.  But  more  than  the  President's 
eady  low  prestige  is  at  stake.  China  would  see  a  Lee  vis- 
'as  violating  an  explicit  promise,"  says  Harry  Harding,  a 
ina  scholar  at  George  Washington  University.  Even  so, 
ijing  might  hold  its  ire  in  check.  But  if  Republicans  push 
)  far  and  whip  up  Taiwan's  independence  movement,  that 
ght  pi-ovoke  military  action  by  China's  leaders,  who  are  on 
ye  as  Deng  Xiaoping  fades  from  the  scene.  China  has  nev- 
renounced  the  use  of  force  against  Taiwan  if  the  island  foi- 
Jly  proclaims  its  independence.  So  instead  of  doing  Taiwan 
"avor,  GOP  hard-liners  would  be  jeopardizing  its  prosperity 
d  the  region's  stability. 

A  big  tUt  towai-d  Taiwan  could  also  halt  wiiat  appeai-s  to  be 


CLOUT:  Will  Taipei  provoke  Beijing  '; 


a  recent  softening  of  Beijing's  usually  tough  tone  toward 
Taipei.  In  a  Chinese  New  Year's  speech.  President  Jiang  Ze- 
min raised  the  possibility  of  visiting  Taiwan  and  emphasized 
the  need  for  peaceful  reunification. 

So  Washington's  tough  task  is  to  improve  relations  with 
Taipei  without  going  over  the  line.  The  U.  S.  is  caught  in  a 
tug-of-war  between  Beijing  and  Taipei.  Taiwan's  ruling  par- 
ty is  being  pressed  by  the  pro-independence  Democratic 
Progressive  Party.  With  Taiwan  presidential  elections  loom- 
ing in  early  1996,  Lee  needs  to  show  he's  boosting  the  is- 
land's international  standing.  His  gov- 
ernment is  underwriting  a  lavish 
lobbying  campaign  in  Washington  to 
drum  up  support  for  his  visit  as  well  as 
Taiwanese  membership  in  the  U.  N. 
American  business,  eyeing  juicy  infra- 
stracture  contracts  in  Taiwan,  also  wants 
diplomatic  concessions. 

The  Administration  would  prefer  to 
try  to  accommodate  Taipei's  ambitions 
thi'ough  less  controversial  measures  such 
as  pushing  for  Taiwan's  membership  in 
the  World  Bank.  The  hope  is  that  main- 
land  China  and  the  Taiwanese  will 
achieve  some  sort  of  mutual  acceptance.  Already,  trade  be- 
tween the  two  countries  is  booming  to  the  point  that  Taiwan 
has  proposed  dropping  its  ban  on  direct  shipments  to  China. 
Taiwan's  China  Airlines  is  mulling  removing  the  national  flag 
fr'om  its  planes  in  anticipation  of  eventual  direct  flights  to  the 
mainland.  "The  economic  imperatives  are  so  strong  that  they 
are  likely  to  find  a  way"  to  get  along  "unless  someone  makes 
a  stupid  mistake,"  says  John  S.  Wadsworth  Jr.,  chairman  of 
Morgan  Stanley  Asia  Ltd.  But  with  congressional  Republicans 
turning  up  the  heat,  the  risk  is  that  such  tentative  moves  to- 
ward accommodation  could  go  up  in  smoke. 

By  Amy  Barms  in  Washington,  with 
Margaret  Dawson  in  Taipei 


GLOBAL  WRAPUP 


VARBURG  AGAINST  THE  WALL 

-  Sir  David  Scholey,  acting  CEO  of 
).  G.  Warburg  Group  PLC,  faces  an  un- 
•nviable  task  as  he  ti'ies  to  pull 
Britain's  leading  investment  bank  out 
if  its  nosedive.  Scholey,  who  took 
iver  after  the  resignation  of  the  Earl 
Claims,  must  either  prune  Warburg 
vay  back  or  search  for  a  partner  that 
vould  provide  the  kind  of  clout  it 
loped  to  get  from  its  failed  merger 
vith  Morgan  Stanley  Group  Inc. 

Retrenchment  will  further  bruise 
norale,  but  that  is  the  course  Scholey 


seems  to  be  steering.  Scholey  may 
trim  or  dump  such  operations  as  its 
U.  S.  trading  and  research  unit  or  its 
European  securities  distribution  arm. 
Scholey  denies  he's  retrenching:  "We 
will  continue  to  build  the  business, 
though  on  a  smaller  scale  than  if  the 
Morgan  deal  had  been  completed." 

Merging  may  be  a  better  plan. 
While  Scholey  denies  he's  talking  to 
other  potential  partners,  suitors  are 
circling,  including  Germany's  Dres- 
dner  Bank.  And  American  players 
without  a  big  European  presence 
could  be  interested. 


Scholey  faces  a  tough  balancing  act: 
cutting  costs  without  triggering  more 
defections.  In  early  February,  War- 
burg lost  its  co-heads  of  equity  capital 
markets  to  Deutsche  Bank's  Morgan 
Grenfell  Group  PLC.  Uncertainty  over 
bonus  levels,  possible  layoffs,  and  di- 
vision cuts  could  accelerate  the  depar- 
tures and  reduce  the  price  the  bank 
could  get  for  itself.  Yet  if  Scholey 
doesn't  slash  away  enough,  profits 
will  continue  to  drop.  That's  why 
many  analysts  doubt  Warburg  can 
stay  independent  for  long. 

By  Julia  Flynn  in  London 
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Marketing 


RETAILiNG 


THESE  ADS  HAVE 
WINDOWS  AND  WALLS 

Flagship  stores  for  brand  names  are  booming 


The  new  OshKosh  B'Gosh  Inc.  store 
on  Manhattan's  Fifth  Avenue  has 
plenty  of  the  tyke-size  blue-and- 
white-striped  ovei'alls  the  company  is 
famous  for.  But  it  also  has  lavish  dis- 
plays of  OshKosh  shoes,  undei-wear,  and 
even  toy  bears,  items  you're  not  likely 
to  find  in  even  the  largest  department 
stores. 

And  that's  the  idea.  OshKosh  is  just 
one  of  a  i-aft  of  manufacturers  that  are 
opening  their  own  flagship  stores.  Pow- 
erhouse brands  such  as  Nike,  Speedo, 
and  Levi's,  widely  earned  by  retailers 
large  and  small,  now  have  entire  stores 
devoted  to  their  labels.  Department  and 
specialty  stores  typically  carry  just  60% 
of  a  line — and  sometimes  much  less — 
but  these  captive  stores  have  it  all. 

Why  this  new  breed  of  company 
store?  The  consolidation  of  department- 
store  chains  has  left  manufacturers  with 
fewer  stores  to  sell  to.  And  profit- 
staived  retailere  have  been  pushing  theii' 
own  competing  private-label  brands. 
Above  all,  though,  these  new  stores  are 
a  kind  of  hfe-size,  interactive  ad,  meant 
to  boost  brand  awar-eness  for  the  makei-s 
of  eveiything  from  aj^pai'el  to  electronics. 
"For  manufacturei-s,  it  used  to  be  'should 
I  open  a  retail  store?'  Now,  it's  'how- 
many  should  I  open?' "  says  Kate  A. 
Murphy,  a  retail  consultant  with  Fitch 
Inc.,  an  OMo-based  business  consultancy. 
THEATRICS.  The  single-label  stores  give 
consumers  a  chance  to  see  the  entire 
line  arrayed  the  way  the  designers  in- 
tended. Although  most  make  a  little 
money  and  a  few  ai'e  sol- 
idly profitable,  the  goal 
here  is  marketing  and 
old-fashioned  brand- 


8RAND-NAME  SHOWCASES 


STORE  NAME 


on  Manhattan's  Madison 
Avenue,  and  Sony 
Corp.  opened  a  Chica- 
go store  in  1991.  But 
the  captive  stores  are 
now  spreading  quickly 
(table).  Most  are  glitzy, 
theatrical  showcases  de- 
signed to  play  off  of  a 
brand's  image.  The 
New  York  OshKosh 
store  features  a  giant 
wooden  train  station 
meant  to  evoke  the 
brand's  I'oots  in  making 
overalls  for  engineers. 
Nathalie  Berger,  visit- 
ing from  Paris,  stopped 
in  the  store  recently  as 
she  strolled  down  Fifth 
Avenue.  "It's  wonder- 
ful, very  different  from 
Paris,"  she  says. 

Nike  Inc.  has  sprinted  full  speed 
ahead  with  Nike  Town,  now  in  four 
U.  S.  locations,  including  a  68,000-square- 
foot  behemoth  in  Chicago.  Part  high- 
tech sports  museum,  part  fitness  theme 
par'k,  the  Chicago  store  includes  a  bas- 
ketball court  and  video  theater.  Nike 
cares  more  that  visitors  to  Nike  Town 
cany  away  fond  memories  of  the  br-and 
than  a  new  pair  of  sneakers. 

Authentic  Fitness  Corp.'s  Speedo 
stores  sport  mannequins  that  appear  to 
be  diving  from  swimming-pool-tiled  ceil- 
ings. The  48  Speedo  stores  average 
sales  of  $450  a  square  foot,  above  man- 
agement's initial  target 
of  $425.  "We're  in  busi- 
ness to  make  money," 
says  Linda  J.  Wachner, 


WHAT  A  DIVE: 


SjX  ,  ,/m 


NO.  OF 


STORES 

building,  not  establishing    the  chief  executive  of 


a  new' profit  center  "It's 
a  showcase  store,"  says 
Paul  Lowry,  vice-presi- 
dent for  retailing  at  Osh- 
Kosh. "We  e.xpect  it  will 
make  a  profit,  but  that 
was  not  the  object." 

The  idea  isn't  com- 
pleti'ly  new.  Clothing  de 


Speedo  Authentic  48 
Fitness  Stores 

Original  Levi's  Stores  16 
&  Dockers  Shops 


Nike  Town 
OshKosh  B'Gosh 


signers  have  long  operat-    ^^_^_®_^*^^_^^"^1^PL^_^^^^^^  ship  stores  boost  brand 


ed  image-building  shops 


give  more  space  to  their  wares.  T 
stores  also  give  them  a  way  to  stay 
direct  touch  with  customers.  Based 
requests  from  store  customers,  for  e: 
ample,  OshKosh  may  revive  the  littli 
girl  sizes  that  it  dropped  a  few  yearj 
ago  after  its  retailer's  insisted  that  shop;  j, 
per's  thought  of  OshKosh  as  only  fof, 
toddlei-s.  I  i;i 

Big  i-etailer-s  seem  i-esigned  to  th^k 
competition  so  far.  Levi  Strauss  openeli 
a  6,000-squar'e-foot  Original  Levi's  Stor  i'i 
directly  across  the  street  from  Bloorr. 
ingdale's  in  Manhattan,  but  Bloomie' 
says  the  store  attr-acts  a  different  kini 
of  shopper  and  has  had  no  impact  on  it 
sales.  Another-  thing  that  helps  paeif 
retailers:  The  flagships  sell  at  full  lis 
price — no  end-of-season  sales  and  n' 
markdowns. 

Flagship  stor-es  ai'e  just  one  of  th|  ^^^^^ 
channels  manufacturer's  ar-e  experiment! 
ing  with  to  sell  goods  dir'ectly  to  thei  .y^^^^ 
consumer's.  Whether'  they  ring  up  aniij^^j^ 
more  in  sales  than  home-shopping  T ' 
shows  or  online  shopping  ser-vices  ma; 
not  matter  as  long  as  they  make  ; 
.strong  impr-ession.  If  the  1980s  gave  u, 
stor-es  as  theater',  the  1990s  have  giveJ 
us  stor-es  as  infomerx-ial.  ^ 
By  Mary  Kuntz  in  New  Yorf,  m 


Warnaco  Inc.  who  also 
heads  Authentic.  "But 
this  is  also  the  best  ad- 
vertising we  can  have." 

The  target  of  that  ad- 
vertising is  the  consum- 
er-, of  com-se,  but  it's  also 
the  retailer.  Manufactur'- 
er-s  flgur-e  that  if  the  flag- 


awareness,  r-etailers  will 


imable 

jhkle.: 
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They  Not  Only 
Sound  Great, 
They  Put  Productivity 
In  Motion. 


-aveIMate'"4000M  Series 

I  486  processors  from  50MHz  to  lOOMHz 

I  Active  Matrix  Color  or 

i  Dual  Scan  Color  Displays 

I  Hard  Disk  Drives:  200MB  to  524MB* 

i  Built-in  16-bit  sound 

j  PCMCIA  Type  111  Slot 

',  Integrated  Pointing  Device 

Multiple  Interfaces  including  SCSI  11, 

Audio  Controls,  and  MIDI/Game  port 

Intel  Indeo"  Video 
j  ortable  CD-ROM  Docking  System 

Double-speed  CD-ROM  dnve  (250ms) 

Built-in  stereo  speakers 

Separate  NiMH  battery  gives  you 

AC  or  battery-powered  operation 

SCSI  II  connection 

Optional  SCSI  II  bay  for  additional 

hard  drive 


The  right  multimedia  notebook  caii  give  you  a 
decided  advantage  in  your  work.  That's  why  we  ntade 
the  Ti-avelMate  M  Series  notebook  computers. 

These  powerful  multimedia  machines  give 
you  desktop  PC  capabilities  in  a  portable  package, 
including  the  industry's  first  truly  portable, 
battery-powered  CD-ROM  Docking  System.  So  you 
have  the  freedom  to  use  them  anytime,  anywhere. 

The  M  Series  continue  the  TravelMates' 
award-winning  reputation  for  incredible  power, 
performance  and  reliability.  Each  comes  standard 
with  16-bit  sound,  a  buUt-in  speaker  and  micro- 


phone, plus  a  choice  of  486  processors  to  handle 
full-motion  video  and  speed  you  through  other 
multimedia  applications. 

And  the  optional,  battery-powered  CD-ROM 
Docking  System  gives  you  access  to  the  growing 
libraries  of  CD-ROM  software,  no  matter  where 
you  are. 

The  TI  Ti'avelMates.  They're  for  people  who 
are  going  places. 

For  more  information  or  the  name  of  the 
dealer  nearest  you,  call  1-800-TI-TEXAS 
(1-800-848-3927). 


I  U 


August  1994 
"M4000M/25 


EXTENDING     YOUR  REACH" 

Texas 
Instruments 


July  1994      'Depending  on  model.  TVavelMate  and  "Extending  Your  Reach"  are  trademarks  of  Texas  Instruments.  Indeo  Is  a  trademark  and  the  Intel  Inside  logo  is  a  registered  trademark  of  Intel  Corporation.  ©1994  TI. 


YOU'RE      M  E  E  R  I  M  G      TO      B  LJ  I  E 
T  EL  E      \^  J\  S  T  l'lSfE0RMJ\TI01\f 
SURERMIGEI  Y. 

\^  M  E  R  E      DO      Y  O  LJ  GO 
E  R  O  A4      T  EL  E  R  E  ? 


A/L  j\  I  M      S  T  R  E  H  T^. 


It  doesn't  include  yon  and  your  business,  the  expressway  to  the  Juture  could  be  the  road  to  nowhere. 

That's  why  we  custom  design  our  networks  to  meet  the  individual  goals  of  businesses  and  the 
'itmunities  they  serve.  From  improving  education  to  creating  Jobs,  the  capabilities  are  there. 

We  understand  that,  on  the  information  superhighway,  all  roads  ultimately  lead  to  Main  Street. 

So  whether  you're  a  growing  business  in  the  Southeast  or  a  cellular  customer  in  Monolulu, 
can  put  you  in  the  forefront  of  communications. 

E   H   P  I   M  C       YOU       A   H   H  y\   ID       OF       T  M   E       G  A   K4  Er 

M.  BELLSOUTH 


CYBERSPACE 

Crafting  software  that  will  let  you  build  a  business  out  ther 


(it  you 
j£ofy 


0U 


jels,  t( 


Setthi 
list  I 


By  now,  the  vision  of  our  future  in  cyberspace  is  pret- 
ty familiar.  From  Al  Gore  and  Newt  GingTich  to  Bill 
( Jates  and  John  Malone,  dozens  of  academics,  business 
leaders,  and  politicians  have  painted  a  detailed  pictui'e 
of  the  coming  digital  millennium.  We'll  work,  shop, 
chat,  educate,  and  amuse  oui'selves  in  a  new  online  i-ealm  that 
will  put  eveiy  conceivable  form  of  information — from  a  stock 
re]3oit  to  a  digitized,  interactive  movie — instantly  at  our  fin- 
gertips. Already,  millions  of  people  who  collaboi'ate  across 


mi 


comjjuter  networks  or  log  on  to  commercial  online  services  |  fetri 
prowl  the  vast  Internet  are  seeing  a  glimmer  of  how  the 
sion  will  come  to  life. 

They're  probably  seeing  something  else  as  well:  Despite 
the  high-speed  networks  and  powerful  PCs  to  take  you  thei 
cyberspace — especially  the  uncharted  expanse  known  as  t 
Internet — is  still  not  a  safe,  hospitable,  and  compelling  envircliiortl 
ment  for  businesses  and  consumers.  Often,  it  seems  a  har 
and  unforgiving  place  where,  with  a  misplaced  keystrol* 


USER  INTERFACES 

Browsers  and  navigationa 
aids  will  help  sift  through  the 
sea  of  information,  helping 
you  find  what  you  are  looking 
for,  whether  from  a  PC, 
a  wireless  device,  or  your  TV. 
Software  "agents,"  sort  of 
personal  assistants,  will  go 
out  on  the  Net  and  fetch 
stock  quotes  or  the  best  deal 
on  airfares  to  Hawaii. 


COMPRESSION  ^ 

Until  networks  get  more 
powerful,  compression 
techniques  are  vita 
for  squeezing  hefty 
video,  graphics,  and  text 
files  for  faster  transmis- 
sion over  the  Net 


SECURITY 

ryption  technology 
bles  digital  signals 
p  keep  confidential 
such  as  credit-card 
bers,  from  cybersnoops. 


Cashing  in  on  ©yberspace     a  Rush  of  software  Develop: 
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an  become  hopelessly  lost,  where  the  information  you 
1-1  it  you  would  find  isn't  where  it  should  be,  and  where  it's 
Mil  easy  for  villains  to  snatch  your  digital  valuables — by 
iiiii'  off  youi'  work  or  stealing  youi'  credit-cai-d  infbmiation. 
^  hat  will  change  all  that?  In  a  word:  software.  There  is  an 
I  nous  need  for  "enabling*"  software — to  speed  up  transmis- 
I  if  huge  video  files,  to  guide  you  through  hundreds  of  TV 
iiR'ls,  to  manage  thousands  of  online  transactions,  and 
l  ike  sure  those  transactions  are  secure.  "The  solution  to 
i  hing  on  the  Internet  is  software,"  says  Edward  J.  Ho- 
i-nior  vice-president  at  MasterCard  International  Inc., 
expects  its  member  banks  to  start  doing  business  on 
\t't  this  year.  "Software  is  king." 
lE  THE  LAND  RUSH."  The  gi'eat  cyberspace  software  race 
liegun.  At  giant  corporations  and  in  basements,  the 
;  lit  est  minds  in  softwai'e  are  working  on  progTams  that 
make  it  possible  to  move  vast  amounts  of  digital  informa- 
.  distribute  it  efficiently  to  the  correct  addresses,  and 
■  it  all  simple  enough  for  nontechies  to  manage.  From 
ik'  graphical  interfaces  to  such  cutting-edge  concepts  as 
\'.  are  agents,  progi'ammers  are  harnessing  the  power  of 
1  i-space — to  help  businesses  and  consumers  meet  in  an 
nonic  marketplace  and  to  create  the  information  sys- 
for  the  virtual  corporations — and  communities — of  the 
•entury. 

lit-  players  that  come  up  with  these  progTams  could  wind 


lEC  SERVERS 


ne  companies  are  betting 
t  entertainment  will 
ate  a  mass  consumer  market 
cyberspace.  Applications 
such  as  movies  on  demand 
and  interactive  games  will  require 
powerful  multimedia  servers. 


PUBLISHING  PROGRAMS 

Publishers  looking  to  move 
their  digitized  content  to  the 
Net  need  tools  to  help  them 
create  and  maintain  com- 
pelling outposts  in  cyberspace. 


sorts  of  companies  are 
jhing  to  hawk  their  wares  in 
berspace,  setting  up  elec- 
)nic  malls  and  storefronts. 


ELECTRONIC  COMMERCE 

Banks  and  software  companies 
see  electronic  banking  as  a  big 
consumer  market.  To  attract 
businesses  to  the  Net,  they  are 
working  on  a  range  of  projects 
to  make  networks  secure. 


eate  an  Electronic  Marketplace, 
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up  at  the  head  of  a  new  world  order — where  computing,  en- 
tertainment, and  communications  merge.  "It's  like  the  land 
msh  in  Oklahoma,"  says  Lawrence  J.  Ellison,  chairman  of  Or- 
acle Corp.,  the  No.  2  software  maker.  "The  best  spot  in  the 
valley  goes  to  the  one  who  gets  there  first."  Ellison,  who  has 
launched  ambitious  efforts  to  develop  software  for  every- 
thing from  sei-ving  up  video  on  demand  to  home  shopping  and 
information 
searching,  is 
determined 
to  get  there 
before  No.  1 

Microsoft  Corp.  And  Micr-osoft  Chairman  WUham  H.  Gates  III 
is  just  as  deterTnined  to  extend  his  software  reign  into  the  In- 
foi-mation  Superhighway  era.  Microsoft  is  spending  more 
than  .$150  million  a  year  on  developing  all  sorts  of  software 
for  entertainment  and  information  networks. 

Or  neither  could  i:)r-evail.  The  battle  for  cybei-space  pr-esents 
a  fresh  opportunity — for-  startups  as  well  as  for  some  of  high 
tech's  most  venerable  names.  Both  ibm  and  Digital  Equijiment 
Corp.,  for  example,  ar"e  scr-ambling  to  r-edeploy  their  software 
expertise  for  the  I-way.  "Software  tools  that  collect  informa- 
tion, organize  it,  and  make  it  r-eadily  available  will  be  perhaps 
one  of  the  biggest  businesses  on  the  Information  Superhigh- 
way," says  William  D.  Str'ecker,  vice-president  of  Digital's 
Advanced  Technology  group. 

Lotus  Development  Corp.,  whose  Notes  progr-am  is  now 
used  by  corporations  to  coor'dinate  the  activities  of  wor-kers 
acr'oss  a  network,  is  also  well  positioned  to  help  Corpor-ate 
America  move  into  cyberspace.  The  company  is  ah'eady  wor-k- 
ing  with  AT&T  on  Network  Notes,  which  will  r'un  on  the 
phone  giant's  long-distance  system,  and  developing  cormections 
between  Notes  and  the  Inter-net.  "It's  a  period  of  dramatic 
change  and  innovation,"  says  Erik  Grimmelmann,  market- 
ing vice-president  for-  business  multimedia  infr-astr-uctur-e  at 
AT&T.  "Inevitably,  some  of  those  on  top  will  fall." 
USER-FRIENDLY  FACADE.  The  first  leg  of  the  r-ace  is  well  under 
way.  It's  the  effoi't  to  cr-eate  the  kind  of  "user  inter-face" 
that  will  bring  millions  of  or-dinary  people  into  cyberspace. 
This  ranges  fr-om  j^r-ogr-ams  for  your-  desktop  computer  that 
simplify  connections  to  your  corporate  electr-onic-mail  sys- 
tem to  software  to  whisk  you  across  the  Net  to  shop  in  vir-- 
tual  malls,  visit  cyber-showi-ooms,  and  ring  up  bills  at  the  elec- 
tr-onic  newsstand.  Already,  software  makeovers  of  America 
Online  Inc.,  on  which  BUSINESS  WEEK  is  electronically 
available,  and  Pr-odigy  Services  Co.  have  converted 
those  commer-cial  ser-vices  into  a  r-elatively  user--friend- 
ly,  if  limited,  window  into  cyberspace. 
The  most  critical  need,  however-,  is  to  cr-eate  a  facade 
of  user-friendly  softwai-e  for  the  globe-spanning  Inter- 
net. A  jumble  of  inter-finked  networ-ks,  the  Internet  in- 
cludes some  4  million  "server-"  computers,  housing- 
incalculable  volumes  of  all  sorts  of  information.  But 
because  ther-e  is  no  centi-al  contr-ol  over  the  Net, 
ther-e  is  also  no  master  index.  That  has  kept  the  Net 
largely  a  playgi-ound  for-  the  techno-intelligentsia  who  use 
arcane  progr-ams  such  as  Gopher,  Ai-chie,  and  ftp  to  dig  out 
what's  hidden  in  all  those  databases. 

Now,  the  software  is  emerging  that  will  make  it  possible 
for-  or-dinary  consumers  and  businesspeople  to  do  the  same — 
making  the  Inter-net  the  all-purpose  r-oute  into  cyber-space. 
The  big  breakthr-ough  began  in  1998  with  the  creation  of  an 
Internet  subnetwor-k  called  the  World  Wide  Web — really  just 
a  clever  software  scheme  for  imposing  or-der-  over  the  mass  of 
free-form  infor-mation  on  the  Net  by  organizing  it  in  easily 
understood  "pages." 

What  makes  the  Web  such  a  power-ful  cyber-helper  is  a 
softwar-e  technique  known  as  hy|3er-linking.  Wiien  composing  a 
Web  page,  an  author  can  cr-eate  hy[Der-linl<s — wor-ds  that  appear- 


BUSINESS  WEEK  /  FEBRUARY  27,  1995  79 


special  Report 


in  bold  ty]je  and  indicate  a  shoitcut  to  some  other  inforaiation. 
Using  a  jji'ogTam  kno\\Ti  as  a  Web  browser  on  your  PC,  you  can 
read  pages  stored  on  any  Web  computer.  Say  you're  reading  a 
page  that  desciibes  recent  discoveries  about  allergies.  You 

see  the  word  "antigen" 
in  bold  type.  Using 
your  computer  mouse, 
you  click  on  the  word 
and — without  any  fuither  effort  on  your  part — you  are  trans- 
feired  to  another  Web  page  that  tells  you  what  an  antigen  is. 
That  page  could  be  in  the  system  where  the  first  page  was  or 
in  another  cominiter  thousands  of  miles  away. 
THE  SURGE  IN  BROWSERS.  The  Web  is  emerging  as  the  labor- 
atoiy  for  learning  how  to  do  business  in  cyberspace.  Compa- 
nies of  all  stripes  are  experimenting.  Club  Mediteiranee  has 
Web  jjages  describing  its  resorts.  IBM  has  posted  its  annual  re- 
port. And  on  Feb.  14,  Fidelity  Investments  launched  a  "home 
page"  with  descriptions  of  its  funds,  a  worksheet  for  college 
planning,  and  a  sample  of  its  personal-finance  software  that 
Internauts  can  download.  Log  on  to  the  Web  computer  of 
Philadelphia-based  CDnowI  and  you  can  order  from  its  online 
catalog.  Click  on  an  album  title,  and  see  the  names  of  the 
songs.  Another  hyj^erlink  will  get  you  to  reviews.  With  a  click 
of  the  mouse,  you  can  toss  an  album  into  your  "shopping 
cart."  When  you're  done,  you  order  by  sending  your  credit- 
card  number  over  the  Net. 

As  Web  use  has  e.xploded — there  are  now  27,000  Web  sites, 
and  the  population  is  doubling  eveiy  53  days,  according  to  Sun 
Microsystems  Inc. — Web  browsers  have  become  an  overnight 
software  sensation.  Millions  of  copies  of  Mosaic,  the  original 
Web  browser,  have  been  distributed  for  fi-ee  over  the  Net.  Still, 
companies  ai'e  jailing  into  the  browser  business — often  with  up- 


grades of  Mosaic.  Spry  Inc.,  a  Seattle-based  startup,  sell 
Intemet-In-A-Box.  Quaiterdeck  Office  Systems  Inc.,  a  PC  soij 
wai'e  maker  looking  for  new  life,  seDs  a  series  of  Web  product] 
and  startup  Netscape  Inc.  offers  Netscape  Navigator,  writt(| 
by  Mosaic  ci-eator  Mark  Andreesen.  At  the  same  time,  bj 
playere,  rangijig  fi'om  Prodigy  and  America  Online  to  Microso| 
and  Novell,  ai-e  building  Web  browsing  into  their  software. ' 

The  Internet  is  not  the  only  focus  of  the  software  rac 
Viitually  all  major  computer  and  softwai'e  makers  are  workin 
on  interface  progi'ams  to  help  office  workers  move  smooth] 
fi"om  their  desldops  to  coiporate  networks  and  beyond.  One  a] 
proach  is  the  "universal  bi'owsei;"  intended  to  mask  the  bom 
daries  between  various  computer's  and  networks.  Instead  i 
having  to  figure  out  whei-e  the  infonnation  is  buried — an 
then  trying  to  somehow  connect  with  the  right  system- 
computer-  user-  will  simply  specify  what  kind  of  infor-mation  : 
needed.  "Wher-e  it  comes  ft-om,  how  it  got  ther-e,  will  reced 
into  the  backgr-ound,"  says  at&t's  Grimmelmarm.  ^ 

Novell  Inc.,  the  leading  supplier-  of  softwar-e  to  rim  local-are  |  

networks,  is  testing  a  univer-sal  browser  code-named  Corsair,  r  I  ^ 
uses  cartoon-like  pictur-es  to  help  you  get  yom'  bearings.  Fol 
example,  a  scr-een  depicting  an  office  shows  a  desk,  Rolodejji 
phone,  mailbox,  and  file  cabinets.  Wlien  you'r-e  going  beyom! 
your-  0W71  or-ganization,  you  click  on  the  office  window  aiwl'^'''''''? 
are  tr-anspor-ted  to  a  screen  with  a  color-ful  }3ictur-e  of  iW-*]:^ 
world  outside  your  virtual  window:  a  leafy  village  with  .-I'? 
shopping  center-,  a  city  hall,  a  bank,  and  a  business  park 
Clicking  on  the  business  par-k  might  call  up  a  yeUow-pages  list 
ing  that  displays  infor-mation  ser-vices  you  can  cormect  to, 

Similar  programs  are  under  development  across  the  com|^"^'' 
puter  industry.  IBM  is  wor-king  on  one  for-  its  OS/2  oper-atin#"''''i 
system,  and  Computer-  Associates  Inter-national  Inc.  is  putting 


ii'iiSOft' 


WHAT'S  THE  COLOR  OF  CYBERMONEY? 


Doing  business  in  cyberspace 
sounds  like  a  great  deal — low 
overhead,  no  r-eal  estate,  no  traf- 
fic. But  how  are  you  going  to  get  paid? 
Or  pay  for  what  you  buy? 

Electr-onic  payment  systems  are 
among  the  most  challenging  issues  fac- 
ing progr-ammers.  It's  r-elatively  simple 
to  create  digital  equivalents  of  checking 
and  credit-card  accounts — and  to  pr-o- 
tect  them  with  encr-y]3tion — but  that's 
only  part  of  the  answer-.  Electronic  rep- 
Ucas  of  those  account  systems  won't  be 
well  suited  to  making  "micropayments" 
for  snippets  of  infor-mation  that  will  be 
bought  and  sold  on  the  Inter-net. 

And  there's  another  issue.  Wlien  con- 
sumer's start  doing  business  acr-oss  the 
untamed  Inter-net,  they  will  vastly  in- 
crease the  chances  that  confidential 
data  about  them  can  be  compiled.  Those 
risks  exi§t  now,  but  on  the  Net,  every 
transaction  leaves  a  trail— that  a  hack- 
er, an  aggr-essive  marketer,  or  the  gov- 
ernment could 

pick  up.  And  it's  A  CONTENDER 

more  than  Inter--   Ecash,  developed 

M-^Us-  byChaum,isbeing 
suers  ar-e  plan-     tested  on  the  Net 
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ning  "smart"  cards  for  use  with  every- 
thing ft-om  pay  phones  to  public  tr-ansit. 
"The  potential  for  invasion  of  privacy 
becomes  severe,"  says  Don  Tapscott,  di- 
r-ector  of  the  Alliance  for-  Conver-ging 
Technologies,  a  private  research  outfit. 

One  answer-  is  to  create  the  electr-on- 
ic equivalent  of  cash — digital  money 


that  can  be  loaded  onto  your  ha^PJ'»fC 
or  a  wallet  card  and  used  as  ft-eelj 
and  anonymously — as  cash.  That's 
idea  behind  Fii-st  Virtual  Holdings 
which  r-uns  a  kind  of  private  curre 
system  on  the  Net,  and  DigiCash, 
Dutch  software  startup. 

DigiCash's  "ecash,"  now  being  U 


Km 
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PERSONAL  COMPUTERS 


Software 
makers  are  creating  graphical  user 
interfaces  that  make  it  easy  to  tap 
into  a  network-whether  it's  your 
corporate  database,  an  E-mail 
system,  or  the  Internet.  Novell's 
Corsair  program  mimics  a  real-world 
landscape.  A  built-in  searching 
program  called  Ferret  retrieves 
information  for  you. 


ii  uiishing  touches  on  a  package  called  CA-Simply  Village.  In 
I  tion  to  three-dimensional  graphics  of  familiar  images, 
>  liy  Village  has  speaking  cartoon  characters  to  help  guide 
y  through  using  a  variety  of  consumer  sei-vices. 

[icrosoft's  approach  is  embodied  in  Windows  95,  the  new 
!\  -osoft  operating  system  due  out  this  August.  It  has  built- 
i)  ,iiks  to  the  Internet  and  to  the  forthcoming  Microsoft 
^  work,  an  online  service.  In  addition,  it's  organized  to 
h  1  workers  move  seamlessly  between  files  on  a  PC  and 


those  on  a  local-area  network  or  on  a  computer  on  the  other 
side  of  the  ocean — all  through  a  series  of  screen  icons.  Win- 
dows 95  also  includes  a  technology  called  Object  Linking  & 
Embedding  (OLE),  which  is  similar  to  hyperiinking. 

So  far;  the  hottest  staitup  in  the  cybereoftwai'e  race  is  Gen- 
eral Magic  Inc.  Its  initial  public  offering  came  out  at  $14  on 
Feb.  10  and  traded  as  high  as  $34  that  day — despite  five 
years  of  losses  and  scant  revenue.  What  has  investors  so  ex- 
cited is  a  pair  of  products  that  could  gi-eatly  simplify  getting 


■    t  ernet,  is  the  brainchild  of 
;    founder  David  Chaum,  a  for- 
:  1  lu.ter-science  professor  at  the 
e  ty  of  California  at  Berkeley. 
I  er  electronic  payment  systems, 
jjroteeted  with  enciyption  tech- 
;j  Vith  a  credit-card  or  electronic 
,  enciyption  stops  snoops  from 
your  account  numbers  from  the 
:  merchants  and  card  issuers 
purchasing  information. 

npanies  on  the  Trail 
Electronic  Money 

ASH  Working  with  Wells  Fargo  on 
I  to  encrypt  credit-card  data 

H  Wants  to  create  the  digital 
:nt  of  cash-totally  anonymous 
/ersally  accepted 

IRTUAL  HOLDINGS  Has  launched 
til  system  for  small  transactions 

.OFT  Developing  a  specification 
it-card  transactions  with  Visa 

X  This  British  banking  venture 
oping  a  smart  card  system  for 
lie  cash 

\PE  Building  encryption  and  vali- 
into  its  Web  software  with  part- 
isterCard,  Bank  of  America,  MCI 


With  ecash,  the  encryption  not  only 
protects  the  money  from  snoops  and 
thieves  but  also  obscures  the  identity 
of  the  ownei*.  Here's  how:  When  you 
want  cash,  you  make  an  electronic 
withdrawal  from  your  bank  account. 
The  bank  issues  electi-onic  currency — a 
series  of  encrypted  serial  numbers  rep- 
resenting dollar  bills  and  coins.  Once 
the  encrypted  money  leaves  your  ac- 
count, it  can  no  longer  be  traced  back 
to  you — not  even  by  the  issuing  bank. 
When  you  spend  it,  your  digital  coins 
get  deposited  directly  to  the  merchant's 
ecash  account. 

NERVOUS  BANKERS.  Wliile  ecash  can't 
guarantee  your  privacy — merchants  can 
still  keep  track  of  where  they  send 
their  wares — it  does  play  an  impoitant 
role  in  making  the  I-way  a  better  place 
to  do  business.  With  a  digital  cash  sys- 
tem in  place,  anyone  with  a  computer 
and  a  modem  could  peddle  their  ideas 
or  wares  on  the  Net — whether  a  short 
story,  a  work  of  digital  art,  or  invest- 
ment advice. 

Not  everyone  is  cheering.  Banks, 
credit-card  issuers,  and  the  Internal 
Revenue  Service  are  less  than  eager  to 
see  untraceable  digital  money  catch  on. 
"We  are  the  antithesis  of  anonymous 
cash,"  says  Richard  M.  Lonei'gan,  sen- 
ior vice-president  for  point  of  transac- 


tion at  Visa  International.  The  credit- 
card  giant  is  working  with  Microsoft 
Corp.  on  a  secui'e  electi'onic  credit-cai-d 
setup  for  the  Net. 

Banks  could  be  the  biggest  losers. 
In  the  ecash  pilot,  DigiCash  acts  as  its 
own  bank — but  it  is  just  playing  with 
digital  Monopoly  money  for  now.  Even 
though  Chaum  hopes  to  work  with 
leading  banks,  there's  really  no  need 
to.  And  that  has  some  bankers 
alarmed.  "We  have  to  ensure  that  we 
own  a  piece  of  every  transaction, 
whether  it's  a  movement  of  funds  or 
infoi'mation,"  says  Charles  H.  S.  Mallis, 
global  marketing  executive  for  global 
payments  and  treasury  services  for 
Chase  Manhattan. 

In  the  end,  there  will  likely  be  multi- 
ple payment  methods  in  cyberspace, 
just  as  in  the  real  world.  Microsoft,  for 
example,  has  a  credit-card  ventiu-e  with 
Visa  but  is  quietly  looking  into  electron- 
ic money,  too.  And  Wells  Fargo  &  Co. 
is  looking  into  electr-onic  cash.  "It's  fair- 
ly clear  that  ther-e  has  to  be  action  on 
the  part  of  banks,"  says  Maria  Mandler-, 
senior  pr-oduct  dir-ector  at  Citibank  glo- 
bal cash-management  services,  "or  I'm 
sure  other  or'ganizations  will  fill  the 
gap."  With  digital  cash,  perhaps. 

By  Amy  CoHese,  with  Kelley  Hol- 
land, in  New  Yark 
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around  in  the  online  world.  Magic  Cap,  designed  initially  for 
use  on  handheld  gadgets,  uses  a  series  of  metaphorical  scenes: 
youi"  office,  the  hallway  outside,  and  a  downtown.  By  simply 
pressing  on  the  icon  representing  an  out  box,  you  can  send  a 

memo  to  a  dozen  co- 
workers on  a  mailing 
list  via  a  wireless  data 
network.  Magic  Cap  is 
being  used  by  Motorola  Inc.  and  Sony  Corp.  in  their  person- 
al digital  assistants. 

But  it's  General  Magic's  other  product,  Telescript,  that 
really  shows  promise.  A  software  language  for  creating  ap- 
plications on  a  network,  Telescript  includes  a  new  technolo- 
gy called  software  agents.  Agents  can  act  on  their  own  to 
get  something  done  for  you.  So,  for  example,  an  agent  could 
be  progi'ammed  to  automatically  scoui-  the  Net  for  the  best 
deal  on,  say,  a  30-year  fixed  mortgage — and  order  up  an 
application  form.  The  first  Telescript  application  will  be 
PersonaLink,  an  "intelligent"  messaging  service  being 
launched  by  General  Magic  backer  at&t.  While  AT&T  says 
the  system  will  eventually  handle  such  tasks  as  doing  your 
online  shopping,  at  first  the  agents  will  do  simpler  chores, 
such  as  routing  E-mail  messages. 

"NOT  FOR  THE  FAINT  OF  HEART."  For  now,  creating  electronic 
shopping  assistants  isn't  a  top  priority.  What's  needed  fii'st  is 
softwai'e  to  keep  people  from  di'owning  as  they  sift  through  a 
sea  of  information  to  find  exactly  what  they  want.  Every  day, 
that  sea  grows  deeper:  There  ai'e  now  some  5  million  docu- 
ments stored  on  Web  servei-s,  estimates  Michael  Mauldin,  a  re- 
search computer  scientist  at  Carnegie  Mellon  University.  That 
figure  is  doubling  every  six  months  to  a  year,  he  figiu'es. 

At  Camegie  Mellon,  Mauldin  and  his  team  have  created 
what  he  calls  a  software  "robot."  Running  simultaneously 
across  foui-  powerful  workstations,  the  system  is  called  Lycos, 
after  the  Lycosidae  spider,  known  for  pursuing  its  prey  relent- 
lessly. Lycos  goes  out  onto  the  Web  and  catalogs  the  contin- 
ually expanding  number  of  documents  posted  there  by  scan- 
ning them  and  creating  an  abstract  containing  the  title,  fii'st 
20  lines  of  text,  and  the  100  most  important  wor-ds.  Since  be- 
giiming  its  mission  last  Jime,  Lycos  has  cataloged  270,000  doc- 
uments— a  mere  5%  of  what's  on  the  Net.  Mauldin  says  it  will 
take  12  computers  running  Lycos  to  keep  pace  with  the 
growth  of  Internet  inforTnation. 

Oracle,  the  top  supplier  of  database  pr-ogr-ams  for  minicom- 
puters, is  also  working  on  ways  for  ordinary  folk  to  find 
needles  in  digital  haystacks.  Last  fall,  it  announced  plans  to 
ada})t  a  "natiu-al  language"  sear-ch  program  called  Context  for 


INTERACTIVE  TV 


Trials  are 
beginning  in  earnest  this  year. 
Oracle's  I-TV  software  offers 
services  such  as  home  shopping. 


the  Internet.  Using  simple  English — rather  than  stilted  con 
puterese — you  can  ask  Context  to  search  the  entire  Net  fc 
specific  information. 

Context  is  only  a  tiny  part  of  Oracle's  I-way  effort.  Its  pr 
mary  target  is  the  softwai'e  to  nm  video  "ser-vers" — powerfi 
computers  with  massive  arrays  of  disk  drives  that  can  ru 
interactive-TV  shopping  channels  or  chsh  out  video  on  deman 
across  cable-TV  or  phone  networks.  So  far,  the  company  ha 
contr-acts  with  British  Telecom,  Bell  Atlantic,  and  Time  Wame 
to  build  ser-vers  for  Lnteractive-TV  trials.  At  the  other  end  c 
the  Une,  Ellison  is  looking  at  interface  softwai'e:  One  reason  h 
has  considered  mounting  a  takeover-  of  Apple  Computer  Inc 
say  Ellison  associates,  is  that  he  believes  Macintosh  soft  war 
could  be  the  basis  for  an  I-way  interface — for  computers  an 
cable-TV  set-top  boxes. 

Ellison  is  also  pushing  his  company  into  the  business  o 
selling  softwai'e  that  will  create  digital  content.  The  first  pre 
gi'am,  Media  Objects,  is  now  in  prerelease  testing.  Anothe 


HANDHELDS 


A  new  crop  of 
handheld  computers  and 
personal  communicators  will 
connect  you  to  the  Net  through 
wireless  transmission.  General 
Magic's  software  "environment" 
gives  users  a  simple  interface 
through  which  to  pull  down 
stock  quotes  or  fire  off  E-mail 
on  the  go. 
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Investing    in    the    things  we 


as  important  to  us  as  improving  the  quality  of 
our  vehicles.  That's  why,  for  the  last  20  years, 
we've  been  supporting  American  community 
projects  that  are  as  diverse  and  exciting  as  the 
people  who  participate  in  them.  This  year 
alone,  we're  investing  more  than  $12  million  in 
worthwhile  educational  programs  run  by  orga- 
nizations like  the  National  Science  Teachers 
Association,  United  Negro  College  Fund  and 
National  Center  for  Family  Literacy.  To  us,  a 
successful  business  shouldn't  just  try  to  make  a 
profit,  it  should  try  to  make  a  difference  as  well. 

ALL    CARE    ABOUT.  TOYOTA 


For  i/Kire  I  n/u)  mill  ion  nbiiiil  Totola  in  Amerini  wrilr  Toyota  Motor  Corporate  Services,  9  West  57lh  Street.  Suite  -490(1-01 4,  New  )'ork,  NY  10019 
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project,  the  World  Wide  Web  Kit,  is  aimed  at  helping  cur- 
rent customers  link  their  Oracle  databases  to  Web  pages. 

Altliough  it  got  a  later  start,  Microsoft  is  attempting  to 
match  viitually  every  Oracle  move  in  I-way  software.  While 

Oracle  has  snagged 
the  biggest  phone  con- 
tracts, Microsoft  has 
lined  up  cable  giant 
Tele-Communications  Inc.  and  Rogers  Cable  in  Canada.  TCi 
plans  to  use  Tiger,  a  Microsoft  video-server  progi-am,  to  pro- 
vide movies  on  demand.  Microsoft  is  also  developing  channel- 
surfing  software  for  set-top  boxes  and  softwai-e  'tools"  to  help 
businesses  create  content  for  the  Microsoft  Network. 

The  high-stakes  contest  to  build  software  for  interactive  TV 
has  attracted  other  players  as  well.  Hewlett-Packard,  dec,  Sil- 
icon Graphics,  Sun,  IBM,  and  Sybase  ai'e  all  betting  chunks  of 
their  research  and  development  budgets.  "The  race  is  going  to 
be  won  by  those  people  who  have 
guts  and  are  willing  to  spend 
money  now,"  says  Andrew  T. 
Eiseman,  head  of  technology  for 
U  S  West  Communications  Broad- 
band &  Multimedia  Services, 
which  is  testing  a  dec  sei-ver  and 
set-top  boxes  ft'om  game  maker 
3D0  Co.  "This  is  not  for  the  faint 
of  heart." 

While  the  big  guys  slug  it  out 
in  interfaces,  information  retrieval, 
and  video-server  progi'ams,  there 
are  lots  of  niches  for  others.  Take 
eShop,  a  four-yeai'-old  San  Mateo 
(Calif.)  startup.  It  has  come  up 
with  thi-ee  programs  to  help  mer- 
chants set  up  their  own  distinc- 
tive virtual  stores.  One  creates  an 
electronic  storefront.  Another  is  a 
"warehouse"  package  that  manag- 
es product  and  customer  infonna- 
tion  and  routes  transactions.  And 
the  third  is  a  browser  for  elec- 
tronic catalogs — whether  they're 
on  the  Web  or  on  interactive  TV. 
eShop  plans  to  take  a  cut  of  the 
revenues  from  retailers  and  has 
licensed  its  software  to  at&t, 
which  is  developing  a  shopping 
service  for  its  PersonaLink  ser- 
vice. Another  client  is  Tower 
Records,  which  is  testing  an  elec- 
tronic shopping  system. 
PERSONAL  NEWS.  Software  to 

help  publishers  go  online  is  another  thriving  niche.  One  of  the 
leaders  in  electronic  publishing  software  is  W.A.IS  (Wide  Area 
Information  Servers).  Its  WAlsserver  system  will  handle  bill- 
ing, registration,  advertising  tracking,  and  just  about  an.vtliing 
else  a  pubhsher  needs.  WAis  also  offers  inteUigent-agent  and 
informal ion-.searching  software,  which  WAis  president  Brew- 
ster Kahle  helped  develop  at  supercomputer  maker  Thinking 
Machines  Coj-p.  Customers  include  Dow  Jones  &  Co.,  which  is 
testing  an  electronic  version  of  The  Wall  Street  Journal  that 
lets  subscribers  specify  what  news  they  want  to  get — by 
selecting  c  ompany  names  and  sections  of  the  regular  paper. 
"This  is  tht  ;^tart  of  the  personal  news  service,"  says  Kahle. 

Before  publishers — or  anybody  else — start  doing  a  lot  of 
business  in  cyberspace,  there's  another  software  issue  to  deal 
with.  How  do  you  make  sure  infoiTnation  used  in  electronic 
transactions  can't  be  tampered  with?  How  can  a  seller  be 
sure  a  virtual  customer  is  who  he  claims  to  be?  And  what  con- 
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ONLINE  SERVICES 


Prodigy  is 

the  first  of  the  major  commercial 
online  services  to  offer  full  access 
to  the  World  Wide  Web.  Subscribers 
can  view  Web  "pages"  through 
Prodigy's  browser. 


sumer  wants  to  trust  the  network  with  a  credit-card  numbe:j 
Pailly  because  there  have  been  few  answers,  business  vc 
ume  across  the  Net  has  been  modest.  Roughly  $200  millici 
worth  of  credit-card  transactions  took  place  over  the  Interrn 
last  year — barely  a  drop  in  the  bucket:  Visa  alone  rang  up  $&:; 
billion  m  chai-ges  in  1994.  And  most  Internet  purchases  weii 
offline — the  buyer  bi'owsed  the  Net  then  ordered  by  phon 
For  good  reason:  "Passing  your  credit-card  number  over  tli 
Internet  today  is  like  getting  dressed  vwth  the  light  on  whei 
it's  dai'k  outside,"  says  Richard  K.  Crone,  a  senior  manager 
KPMG  Peat  Marwick's  financial-services  consulting  practicl 
That's  holding  back  electronic  commerce  in  general,  says  Ricl| 
ard  M.  Lonergan,  senior  vice-president  for  point  of  transacticl 
at  Visa  Intel-national.  || 
Recent  seciunty  breaches  on  the  Internet  have  done  notlb 
ing  to  help.  "This  could  potentially  be  a  fantasy  for  hackeiift 
worldwide,"  says  Joel  Friedman,  a  specialist  in  banks  ari| 

credit  cards  at  Andersen  Consul* 
ing.  And  the  efficiency  of  the  N(| 
increases  the  potential  damage:  | 
cybersnoop  could  fjre  off  dozens-j 
even  hundi-eds — of  phony  transac| 
tions  in  just  a  few  minutes.  "Coi'| 
sumers  are  hearing  it's  insecunj 
so  stay  away  fi'om.  it,"  says  Maii 
terCard's  Hogan.  "We  have  to  gi 
through  a  PR  effort  to  undo  that 
SECURITY  TEST.  Softwai'e  comp;^ 
nies,  banks,  and  researchers  ma: 
have  the  solution  in  hand.  Thei 
ai'e  at  least  a  dozen  initiatives  ui 
der  way  (page  80).  Microsoft 
working  on  several  secure  paji 
ment  systems,  including  one  vidt; 
Visa  for  credit-cai'd  transaction; 
Netscape  has  bmlt  enciyption  int 
its  browser  and  Web-server  sof 
ware.  CyberCash,  a  Vienna  (Va 
startup,  is  working  with  bank 
such  as  Wells  Fargo  &  Co. 
electronic  payment  systems. 

Many  of  these  systems  vdll  b 
tested  this  year.  Wells  Farg 
Bank,  for  e.xample,  plans  to  start 
secure   credit-card   pilot  nex 
month  with  10  to  20  merchant] 
The  system  vriU  go  "live"  in  Apri 
available  to  any  merchant  doin 
business  with  Wells.  Tne  bank  als 
plans  to  offer  debit  cards  on  th 
Net.  Mastei-Cai'd  says  it  will  test 
secui-e  credit-card  sei-vice  on  th 
Net  by  midyear  and  hopes  to  offer  it  commercially  by  fall.  Y^s 
and  Microsoft,  meanwhile,  plan  to  have  a  payment  system  i 
place  by  yearend.  And  DigiCash,  a  Dutch  startup,  is  workin, 
on  something  caOed  ecash,  a  sort  of  digital  cuirency  that  will  b 
useful  for  small-scale  pur-chases — from  5(2  to  $5--on  the  Net 
Whether  it's  digital  cash,  debit  caixls,  or  credit  cards,  th 
new  electronic  payment  systems  all  v/ill  be  secured  by  somt 
form  of  enciyption — software  algorithms  that  scramble  dig: 
tal  bits  of  infonnation  so  they  cannot  be  read  by  unauthorize 
eyes.  The  most  promising  fonn  is  the  "i)ublic-key"  method  am 
the  most  populai"  public-key  system  is  being  hcensed  by  RS. 
Data  Security  Inc.  (page  86). 

One  by  one,  as  I-way  software  issues  are  tackled,  the  ] 
way  software  business  could  disappeai'.  How?  All  the  variou 
progi-ams  needed  to  create,  move,  and  view  digital  "content 
will  be  built  into  other  software.  That's  already  happenin 
with  html  (hyi^ertext  markup  language),  the  software  forma 
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"IBM  only  makes  servers 
for  huge  companies  with 
unlimited  budgets." 

( Hello,  how  does  starting  at  $3,000  sound?) 


The  days  when  only  FORTUNE  500®  companies  could  afford  IBM  are 
most  definitely  over.  Because  now,  for  about  the  price  of  other  brands,  any 
business  can  choose  the  IBM  PC  Server  300  and  enjoy  what  IBM  customers 
have  come  to  expect. 

Namely,  servers  that  are  easy  to  upgrade  and  work  perfectly  with  other 
computers  and  peripherals  you  might  already  have.  Precision  IBM  reliability. 
And  HelpWaref  a  comprehensive  service  and  support  package  that  includes 
telephone  help  24  hours  a  day,  7  days  a  week. 

What's  more,  if  making  your  life  easier  is  high  on  your  list  of  options, 
you  can  choose  an  option  of  ours— NetFinity™  2.01  software— which  makes 
managing  your  network  a  lot  simpler. 

For  details  on  how  to  get  the  most  out  of  your  PC  budget  by  getting  the 
most  PC  Server,  see  the  IBM  Authorized  Business  Partner  near  you.  Or,  for 
product  info  by  fax,  call  1  800  IBM-4FAX  and  key  in  ID#  .3078  or  3079. 


IBM  PC  Server  300: 

48(>  [)\2/(>(,MIIz:  728MB  hard 
drive;  HMB  parity  ineinonf 
expandable  to  128MB;  9  Bays; 
8  Open  Slots;  30-duy  money-back 
guarantee;  3-year,  next-day,  on-site 
wananly;  EISA/PCI  arcliitednre. 


There  is  a  difference™  —-=-=—  r  i.^ 


PC  Direct  prices  and  offerings  are  subiecl  to  ciiange  or  wittidrawal  MB  means  million  bytes  Copies  of  IBM's  Statement  of  Limited  Warranty  available  by  calling  1  800  772-2227  Dealer 
prices  may  vary  IBIVI  and  HelpWare  are  registered  trademarks  and  l^letFinity  and  Tliere  is  a  difference  are  trademarks  of  International  Business  Machines  Corporation  ©1995  IBM  Corporation 


used  to  M-eate  Web  pages.  The  leading  makers  of  word  pro- 
cessing j)i'()gTams — Microsoft  and  WordPerfect  Corp.,  a  divi- 
sion of  N(jvell — have  announced  plans  to  add  html  to  their 
packages.  And  Lotus'  new  InterNotes  Net  Publisher  con- 
verts Notes  docu- 
ments to  the  Web  for- 
mat. Even  IBM  is 
i-eworking  its  main- 
frame database,  DB2.  The  new  DB2  World  Wide  Web  will 
provide  access  to  cor-porate  data  from  the  Internet. 

In  tact,  one  measui'e  of  the  success  of  the  cybersoftware  ef- 


Special  Report 


fort  will  be  how  quickly  the  new  progi'ams  seem  to  vanish, 
businesses  are  to  operate  efficiently  online  and  consumers  arj 
to  enjoy  their  time  in  cyberspace,  the  programming  th 
makes  it  all  pos.sible  must  be  invisible.  Only  then  will  those  v 
sions  of  life  in  cyberspace  come  tioie. 

By  Amy  CoHese,  with  John  Verity,  in  New  York,  Russe. 
Mitchell  and  Richard  Brandt  in  San  Francisco,  and  bu\ 
reau  reports 


America  Online  users  can  chat  with  the  authors  on  Sunda; 
Feb.  19.  at  9  p.m.  est  in  a  business  week  Online  conference 


THE  KEY  TO  SAFE  BUSINESS  ON  THE  NET 


They  came  from  at&t.  Oracle.  Na- 
tional Semiconductor.  Adobe 
Systems.  Visa  International. 
Speaker  after  speaker,  more  than  20 
in  all,  crowed  about  tiny  rsa  Data 
Security  Inc.'s  products  at  a  confer- 
ence hosted  by  the  company.  "Gee," 
said  a  friend  who  whispered  into 
RSA  President  Jim  Bidzos'  ear.  "You 
must  have  pictures  of  all  these  guys 
with  hookers,  naked." 

Well,  no.  Wliat  RSA  has  is  some- 
thing really  useful — software  to 

"^^^'^  ,Ati 


and  less  than  $10  million  in  sales. 
But  with  computer  and  online  com- 
panies and  giants  such  as  Visa  Intei- 
national  and  MasterCard  Intei-nation- 
al  Inc.  using  rsa  technology,  the 
company  is  poised  to  take  off.  How 
big?  "It'll  be  a  nuclear  explosion," 
says  Bidzos.  He  figiu-es  revenues  will 
double  each  year. 

The  fuel  is  a  rather  simple  con- 
cept. Each  party  in  a  transaction 
holds  two  software  "keys."  Public 
keys  are  published,  like  listed  phone 


DIGITAL  LOCK 

Bidzos  challenges 
hackers  to  crack 
RSA's  code-but  so 
far  no  one  has 


make  doing  business  in 
cyberspace  safe.  Outside 
of  spy  agencies,  rsa's 
"public-key  encryption" 
is  regarded  as  the  best 
security  there  is.  Ask 
rsa's  big-name  chents — 
Apple,  Microsoft,  Moto- 
rola, and  Lotus.  "PubUc-key  ciyj)tog- 
raphy  is  a  conierstone  of  the 
Infonnation  Superhighway,"  says  '  Na- 
than P.  Myhrvold,  Microsoft  Coi-p.'s 
senior  vice-president  for  advanced 
technology.  "And  rsa  is  the  most 
'.\'idely  accepted  public-key  system." 

''-ceptance  didn't  come  overnight. 
T^:-■  privately  held  Redwood  City 
(';■;:'.)  company  took  12  years  to 
rtafi;  ;r„  current  size:  45  employees 


numbers.  Private  keys  are 
known  only  to  their  hold- 
ers. Both  keys  are  needed 
to  encode  and  decode  a 
message. 

Example:  To  buy  flow- 
ers on  the  Internet,  you 
encode  your  credit-card 
number  using  the  public  key  of  the 
card  issuer.  The  only  key  that  un- 
scrambles the  data  to  complete  the 
tr-ansaction  is  the  issuer's  private 
key.  Or  you  send  E-mail  coded  with 
ynur  pi'ivate  key  and  the  receiver 
u.--  -s  your  public  key  to  decode  it. 
Sii  <  p  the  pubhc  key  unlocks  only 
met  ages  that  were  encoded  with 
your  private  key,  the  receiver  can  be 
sure  you're  the  sender. 


So  far,  nobody  has  cracked  the 
code,  despite  an  annual  rsa  hackers 
contest,  rsa  figui'es  it  would  take  a 
supercomputer  hundi-eds  of  hours  to 
get  just  one  credit-card  number.  The 
biggest  risk,  then,  is  sloppy  protec- 
tion of  a  private  key. 
SIGNING  UP  LOTUS.  RSA  S  SUCCess 
comes  almost  in  spite  of  itself.  Its 
technique  was  invented  by  Stanford 
University  researchers  in  1977.  Three 
Massachusetts  Institute  of  Technology 
professors— Ronald  L.  Rivest,  Adi 
Shamir,  and  Leonard  M.  Adle- 
man — made  it  a  usable  system, 
then  founded  rsa  and  nailed 
down  cioicial  patents.  But,  says 
Adleman,  now  a  professor  at 
the  University  of  Southern  Cal- 
ifornia, his  "lack  of  aptitude  in 
business"  almost  sank  the  com- 
pany. Rivest,  the  chairman,  is 
the  only  founder  still  active  in 
rsa  business. 

When  Bidzos,  a  marketing 
expert,  arrived  in  1986,  the 
company  "was  $750,000  in  debt 
and  had  no  customers,"  he 
says.  That  year,  rsa  signed  up 
Lotus  Development  Corp., 
which  uses  the  technology  in 
Notes.  Since  then,  the  client 
list  has  swollen.  The  latest:  AT&T  and 
VLSI  Technology  Inc.,  which  will  use 
RSA  algorithms  in  encryption  chips. 

Will  the  love-in  last?  RSA's  main 
patent  expires  in  five  years,  and  Via- 
crypt,  a  tiny  company  that  licenses 
RSA  technology,  is  mounting  a  chal- 
lenge— but  with  little  success  thus 
far.  A  big  factor  in  rsa's  favor:  Al- 
though it's  in  a  position  to  do  so,  it 
is  not  gouging  on  price.  "They  have 
not  been  piggy,"  says  Edward  J.  Ho- 
gan,  senior  vice-president  at  Master- 
Card. Even  now,  says  Bidzos,  "I 
don't  see  us  raising  prices."  That's 
how  to  win  friends  and  influence 
people. 

By  Russell  Mitchell  in  Redwood 
City,  Calif. 
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FAX^CdPIER.  LASER  PRINTER. 
X  ONE  MACHINE. 


The  world  leader  in  digital  technology  leads  the  way  again. 

The  new  multi-functional  RICOH  MV715  —  the  beginning 
of  a  new  machine  age.  You  will  marvel  at  the  MV715's 
laser  plain  paper  fax  capabilities,  including  memory 
upgradable  to  a  massive  1,200  pages.  You  can  even  send 
faxes  of  book  pages  and  other  3-D 
objects  by  simply  placing 
them  on  the  exposure  glass. 
And  since  this  machine  is 
jjiflKjw.  also  a  digital  copier,  you're 

LaserJet  is  a  trademark  of  the  Hewlett-  Packard  Co.  ©  1994  Ricoh  Corporatron 
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1-800-63-RICOH 


outputting  copies  so  close  in  quality  to  the  original,  you'll 
have  to  look  twice.  Plus  the  MV715  can  also  function  as  a 
PC-connectable  laser  printer  emulating  the  HP  LaserJet®  HIP 
with  PCL5. 

The  RICOH  MV715— three  functions  in  one  compact  unit. 

It's  where  office  equipment  is  heading. 
To  find  out  where  you  should 
be  heading,  just  call  1-800- 
63-RICOH  for  the  Ricoh  dealer 
nearest  you.  USA^^ie^ 
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INVE^  .ICjiATiONS 


WHAT  DID  RON  BROWN  KNOW, 
AND  WHEN  DID  HE  KNOW  IT? 

New  evidence  links  him  to  efforts  to  secure  controversial  oil  deals  while  at  the  DNC 
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Ronald  H.  Brown 
is  nothing  if  not 
consistent.  As 
congTessional  and 
Justice  Dept.  investiga- 
tions probe  deeper  into 
the  Commerce  Secre- 
tary's past  business 
dealings  at  First  Inter- 
national Communica- 
tions Corp.,  Brown  has 
insisted  he  was  merely 
a  silent  partner  at  the 
Washington-based  con- 
sulting firm.  Even 
when  it  was  revealed 
that  he  received 
$400,000  for  his  share 
in  First  International  in 
1993-94  though  he  nev- 
er invested  a  dime  in 
the  company,  Brown  has  maintained 
that  he  was  oblivious  to  the  company's 
dealings. 

But  sources  familiar  with  First  In- 
ternational's activities  and  documents 
obtained  by  business  week  appear  to 
contradict  Brown's  assertion  that  he 
was  a  distant,  hands-off  partner  in  the 
fiiTO.  The  documents,  including  internal 
First  International  memos,  show  that 
Brown  was  kept  informed  of  at  least 
two  separate  pending  deals  while  sei-v- 
ing  as  chaii-man  of  the  Democratic  Na- 
tional Committee — and 
was  sometimes  an  ac- 
tive participant.  Tn  one 
memo,  dated  Apr.  29. 
1992,  Nolanda  Hill, 
Brown's  business  pa)"t- 
ner  at  First  Interna- 
tional, refers  to  cor- 
respondence bclv/een 
Brown  and  Ang^dan 
contacts  about  a  vilan 


SILENT  PARTNER 

Brown  denies  any 
wrongdoing  and  s 
calls  the  uproar 
a  GOP  "smear 
campaign" 
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a  memorandum  to  Hill  and  copied  to 
Brown,  Fernando  Pegado,  a  London 
middleman,  outlined  a  deal  to  buy  cmde 
from  Aramco,  the  Saudi  state  oil  com- 
pany. With  a  proposed  $1.70-a-barrel 
discount,  the  deal  could  have  fetched  a 
profit  of  $2.5  million  a  year  for  Brown 
and  Hill,  based  on  market  pnces.  Pega- 
do is  the  husband  of  Lauri  Fitz-Pegado. 
At  the  time,  Fitz-Pegado,  a  longtime 
Brown  associate,  was  a  public  relations 
executive.  Now,  she  promotes  overseas 
business  development  as  head  of  the 

 -  ^  m 


RES  IN  OIL 


to  buy  oil  at  a  dis'-iinit 
price  and  exhorts   ^  ni 
to  move  quickly  oii  :''.■<• 
deal  "as  the  ball  i,-  i 
youi'  court  as  far  as  ; 
concerned." 

Two  months  later, 
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Ron  Brown  has  maintained  tliat  he  was  unaware  of  the  business 
dealings  of  First  International,  the  consulting  firm  he  co-founded 
with  Nolanda  Hill.  But  he  was  kept  apprised  of  at  least  two  abor- 
tive deals  during  his  tenure  as  DNC  chairman: 

\IF'.  .  In  a  memo  to  Brown,  Hill  outlines  a  plan  to  buy 

Angolan  oil.  She  urges  Brown  to  act  quickly  on  the  proposed  deal, 

"as  the  ball  is  in  your  court."  The  deal  is  ultimately  rejected  by 
SONANGOL,  Angola's  national  oii  company. 

it'  Fernando  Pegado  outlines  a  plan  to  buy  Saudi 

crude  from  Aramco.  In  a  memo  to  Hill,  copied  to  Brown,  he  pro- 
poses an  oil  deal  that  could  have  produced  annual  profits  of  $2.5 
million  for  Brown  and  Hill.  It  is  never  consummated. 


Commerce  Dept.'s  U 
Foreign  &  Commerci 
Service.  Through  h 
attorney,  Fitz-Pega( 
says  she  played  no  pa 
in  any  oil  deals  invol  M 
ing  Brown,  and  there 
no  evidence  to  sugge  eiw 
that  she  did. 
"ALL  TALK."  Althoug 
both  deals  ultimate] 
fell  through  and  there 
no    suggestion  th 
Brown  did  anything 
legal,  his  pursuit  of  c 
deals  first  as  a  prom 
nent  party  figure  ar 
later  while  serving  £ 
Bill  Clinton's  nomiina' 
ing-convention  manaj 
er  are  bound  to  heigh 
en  the  debate  about  whether  Brow 
was  tiying  to  profit  ft'om  his  rising  p( 
litical  stature  before  he  became  Con 
merce  Secretary  in  1993.  London 
traders  who  regularly  do  business  wit 
Aramco  say  the  terms  mentioned 
the  memos  were  so  potentially  lucr; 
five  that  Brown  ancl  Hill  may  hav 
been  targets  of  a  scam.  But  Steve 
Styhanoudis,  a  Washington  defense  cor 
tractor  who  worked  foi-  the  Saudi  roy; 
family  for  five  years,  says  such  discour 
deals  for  influential  politicians  are 
common  practice  amon 
Arab  oil  states. 

Through  his  attoi 
ney,  Reid  H.  Weingai-1 
en,  Brown  denies  an 
wrongdoing.  "Yes,  hp%( 
tried  to  get  involved 
oil  transactions  in  Ar 
gola,"  Weingarten  ac 
knowledges.  "But  h 
was  never  successful 
doing  so.  and  he  ha 
never   advanced   an;  ROKEf, 
private  interests  in  hi 
official  capacity 
Commerce  Secretary. 
As  for  the  Saudi  dea 
Weingarten  says  Browi 
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is  unaware  of  the  plan  and  that  Hill 
Tsued  it  on  hei-  own.  "It  was  all  talk," 
ys  Weingarten.  "Eveiybody  was  talk- 
g,  and  nobody  was  close  to  any  oil." 
ill,  through  her  attorney,  declined  to 
mment. 

Brown  and  Hill  founded  First  Inter- 
itional  in  1990.  Hill,  a  major  Demo- 
atic  donor,  was  running  Corridor 
foadcasting  Corp.,  which  owned  TV 
ations  in  Needham,  Mass.,  and  Wash- 
gton.  First  International,  which  op- 
■ated  out  of  Conidor's  offices,  appears 
iver  to  have  made  a  successful  invest- 
ent.  Yet  despite  its  seeming  lack  of 
iccess.  First  International  appeared 
1  Brown's  1993  financial  disclosure  re- 
)rt  as  his  single  largest  asset — woilh 
500,000  to  $1  million. 
At  various  times.  First  International 
?es|  led  unsuccessfully  to  import  alcohol 
id  Beatles  posters  from  Eastern  Eu- 
)pe.  Then,  in  the  spring  of  1992, 
rown  approached  sonangol,  the  An- 
olan  state  oil  company,  qpOB 

-Telephone. 


the  company's  ongoing  "Angolan  Oil 
Project."  She  revealed  to  him  that  she 
had  lined  up  the  services  of  FFP  Part- 
ners, an  oil  consulting  fii'm  in  her  home 
state  of  Texas,  to  negotiate  the  sale 
and  delivery  of  crude.  Attorneys  for 
FFP  declined  to  comment.  In  the  end, 
SONANGOL  rebuffed  Brown's  overtures 
to  buy  oil  at  discount  prices,  sources 
close  to  the  nec'otiations  tell  BrsiNESS 
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intermedi- 
aries about  the  pos- 
ibility  of  arranging  an  oil  deal,  accord- 
ng  to  Angolan  sources.  It  wasn't  as 
:'ar-fetched  as  it  appeal's:  Through  his 
ittorney.  Brown  contends  that  Angola 
ivas  offering  discount  deals  to  leading 
Dlack  businesspeople  in  the  U.  S.  as  a 
vesture  of  African  solidarity. 
BROKEN  AGREEMENTS.  Documents  sug- 
gest that  Brown  was  kept  informed 
about  the  details  of  the  Angolan  negoti- 
ations. In  an  Apr.  29,  1992,  memo  to 
Brown  entitled  "Projects  and/or  entities 
in  which  you  have  a  Direct  Ownership 
Interest,"  Hill  outlined  the  status  of 


WEEK. 

But  that  apparent- 
ly did  not  dampen  Brown's  ap- 
petite for  an  oil  deal.  Through  his  at- 
torney, Nancy  A.  Luque,  Pegado  told 
BUSINESS  WEEK  that  after  he  first 
talked  to  Brown,  he  sent  a  memo  to 
Hill,  copied  to  Brown,  about  an  attrac- 
tive deal  to  buy  Saudi  light  crude  from 
Aramco.  Pegado,  who  says  through  his 
lawyer  that  he  received  no  compensa- 
tion for  his  role,  asserted  in  the  memo 
that  it  was  possible  to  negotiate  a  con- 
tract for  50,000  to  100,000  barrels  per 
day.  The  terms:  First  International  and 
its  consultants  would  receive  a  70e- 
per-barrel  discount.  The  final  refinery 
buyer  would  get  a  $l-per-barrel  price 
break  to  ensure  that  the  deal  would 
be  made  quickly. 


Memos  flew  back  and  forth  among 
First  International's  various  intermedi- 
aries in  1992,  just  two  weeks  kjefore 
the  Democratic  convention  in  July,  to 
pin  down  final  details.  One  document 
calls  on  the  buyers  to  abide  by  the  Sau- 
di boycott  of  Israel,  a  violation  of  U.S. 
law.  Through  their  attorneys.  Brown 
and  Pegado  say  they  are  unaware  of 
any  such  document.  Although  it's  not 


An  Apr.     iod'^^  memo  to 
Ron  Brown  from  Nolanda  Hill 
apprises  Brown  in  detail  of 
the  status  of  a  proposed 
Angolan  oil  deal.  Hill  refers 
to  previous  correspondence 
between  Brown  and 
"Angolan  contacts"  and 
urges  him  to  act  quickly. 


clear  why,  the  Saudi  deal  also  fell  apart. 

Brown  claims  the  furor  over  his  fi- 
nances is  nothing  more  than  a  gop 
"smear  campaign"  to  stop  him  from  be- 
coming chairman  of  Clinton's  1996 
reelection  campaigTi,  a  job  change  the 
Wliite  House  has  put  on  hold  because 
of  his  difficulties.  Representative  Wil- 
liam F.  dinger  Jr.  (R-Pa.),  chairman  of 
the  House  panel  investigating  his  fi- 
nances, has  accused  Brown  of  hiding 
the  .$400,000  he  received  from  First 
International  after  he  became  Com- 
merce Secretaiy.  Brown  denies  the  alle- 
gation. But  that's  not  likely  to  tame 
the  increasingly  boisterous  debate  over 
the  silent  role  that  Brown  insists  he 
played  at  First  International. 

By  Douglas  Harbrecht  in  Washmg- 
ton  and  Paula  Dwyer  in  London 
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NEW  DEAL:  KLM's 
costs  are  among  the 
loicest  in  Europe 


Why  KLM's  global 
strategy  is  working 


A  i 


It  was  a  daiing  move,  executed  \\ith  j 
panache.  Even  though  the  Western  ' 
powers  were  recogTiizing  Commu- 
nist China,  klm  Royal  Dutch  Air- 
lines decided  in  198:3  to  become  the  ftrst  , 
European  caiiier  to  sen-e  China's  aix-h- 
enemy,  Taiwan.  To  launch  Amsterdam- 
Taipei  service,  the  airline  flew  in  10.000 
ttilips.  which  Taiwanese  authorities  auc- 
tioned off  for  charity.  The  move  paid 
off:  For  nine  yeai's.  Kusi  was  the  only 
European  earner  to  serve  Taiwan.  It 
still  beats  its  Em'opean  rivals  for  the  is- 
land's lucrative  traffic — and  the  Taiwan- 
ese still  remember  those  tulips. 

Imaginative  marketing  and  risk-tak- 
ing have  worked  wondei"s  for  kl.m.  Sim- 
ilai'ly.  the  Dutch  cairier's  risky  alliance 
with  Northwest  Airlines  Inc.  is  emerg- 
ing as  the  first  successful  model  of  the 
sti-ategic  tie-ups  that  eveiy  airline  cov- 
ets as  the  industiy  stmggles  to  global- 
ize. KL.M  and  Northwest  are  skirting  le- 
gal and  cultural  constraints  that  have 
stymied  othei-  alliances  and  are  pooling 
resources  in  the  closest  thing  to  a  mer- 
ger their  industiy  has  seen. 

Their  success  is  not  only  churning 
out  profits  for  both  jjaitners  at  a  gloomy 
iirir^ent  in  airline  history  but  is  also 
Pi'-at;..:  to  be  a  testimonial  for  deregtila- 
tion.  Ml. .:  and  Northwest  ha\"e  been  able 
to  mel..:  li.-  ir  operations  mainly  because 
0-' a  Dutch- American  "open-skies"  trea- 
ty, which  lets  airlines  of  both  countries 


fly  fi'eely  into  each  otlier's  mai'kets.  Be- 
cause they  won  exemption  from  U.S. 
antiti-ust  laws,  the  two  can  set  prices, 
market  jointly,  and  may  adopt  a  single 
name  in  a  few  yeai-s.  Executives  of  oth- 
ei'  alhed  airiines.  such  as  Bintish  Aii- 
ways  PLC  and  US.^r  Inc.,  would  set  off 
regulatory  alarms  if  they  did  such 
things.  "We'i'e  the  only  aii'lines  that  ai-e 
building  a  tight  global  aUiance."  boasts 
KLM  Chairman  Pieter  Bouw. 
TAKING  NOTICE.  As  a  result  of  its  gutsy 
moves.  KL.M  has  emerged  in  the  big 
leagues  of  international  aviation.  To- 
gether, KLM  and  Northwest  are  the 
world's  thii'd-lai'gest  canier  in  revenues, 
after  American  and  United,  a  fact  that 
rivals  have  begun  to  notice.  "They're 
taking  revenues  fi"om  us,"  giipes  Hans 
Mirka,  vice-president  for  international 
sendees  at  American  Ah-Unes  Inc. 

Despite  such  complaints,  Washington 
is  convinced  moi'e  open-skies  treaties 
^\ill  ultimately  benefit  U.S.  camei-s.  So 
federal  regulators  plan  to  use  this 
Dutch- American  alliance  as  a  major  talk- 
ing point  to  piy  open  other  markets. 
In  March,  the  U.S.  will  launch  negotia- 
tions with  nine  small  European  coun- 
tries, from  Switzerland  to  Sweden,  to 
seek  similar  open-skies  agi'eements. 

KL.M  also  is  demonstrating  how  to 
make  money  in  a  deregulated  chmate. 
For  its  fiscal  thii'd  quaiter.  the  Amster- 
dam-based aii'Hne  reported,  on  Feb.  2.  a 


fivefold  profit  increas 
:o  S49  milHon.  Th 
earnings  widely  bet 
;inalysts'  expectation: 
Overall  earnings  fc 
:he  yeai-  could  quinti 
jjle.  and  sales  are  e? 
pected  to  rise  11%,  t 
■S5.5  billion,  kl.m  is  als 
enjoying  double-dig 
growth  in  Asia  an 
Latin  America. 

klm's  global  connec 
tions  ai'e  helping  it  fl 
rings  around  its  Em'( 
jiean  competitors 
liome.   As  Europe 
■'astest-gi'owing  can- 
er.  its  market  shar 
inside    Europe  ha 
doubled,  to  7*^,  as 
pulls  in  passengers 
connect  with  Noit 
American  and  Asia 
flights.  Moreover,  wit 
.S2  billion  in  its  coffer 
KLM  will  be  a  ke 
>-i  :i\  pm'chasing  controlling  stakes- 
or  outiight  ownei-sliip — of  other  Eui'opt 
an  caniei-s  as  deregiilation  winnows  ou 
the  losers. 

KLM's  success  stands  in  stai'k  conti-a; 
to  such  rival  carriers  as  Air  France 
Iberia,  Sabena.  Alitalia,  Olympic,  ani 
Aer  Lingus,  which  are  kept  aloft  onl 
by  huge  state  subsidies.  Bouw  has  a  bi 
of  advice  for  his  rivals:  Accept  chang 
as  inevitable.  Open  competition  ma, 
hurt  at  fii'st,  he  admits,  but  it's  neces 
saiy  to  become  efficient.  If  ah'lines  wait 
he  wams.  "they're  going  to  lose  out  ii 
the  global  battle  that  eveiyone  face 
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KLM  sees  its 
worldwide  ties  to 
Northwest  as 
crucial  for  growth, 
and  the  lines  are 
stepping  up  moves 
to  standardize 
onboard  senice 
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(Like  many  of  it 
als,  the  75-year-old 
M  used  to  be  a  cod 
;d,  government 
ned  caii-ier,  bred  for 
colonial  empire  that's  now 
cinct.  The  state  still  owns 
7c  but  keeps  its  hands  off. 
m's  transfoiTnation  is  large- 
the  work  of  Bouw,  54.  A 
■yeai'  veteran  at  the  can-i- 
he  became  its  boss  in 
91,  then  cut  costs  and 
mched  a  potent  gi-owth 
•ategy.  He  has  added  ser- 
;e   around   Europe  and 
aves"  of  connecting  flights 
Amsterdam's  Schiphol  air- 
rt,  in  tandem  with  Noith- 
;st,  to  create  a  hub  with 
it,  easy  connections  to  the 
S.,  Asia,  and  Africa. 
IRTURING.  Along  the  way, 
)uw   has   rolled   up  his 
?eves  and  done  plenty  of 
unt  work  himself,  even 
)rking  out  the  arcana  of 
yht  traffic.  "This  is  my  hob- 
',"  says  Bouw — only  half- 
idng — as  he  bends  over  a 
ick  of  ScWphol  flight  sched- 
3S,  searching  for  more  effi- 
int  connections. 
Yet  for  all  his  attention  to 
•tail,  Bouw  takes  pains  to  explain  his 
rategy  to  employees  and  press  them 
r  suggestions  on  improving  perfor- 
ance.  By  nurturing  a  paitnership  with 
nployees,  Bouw  was  able  to  bring 
)Out  work-rule  changes  that  have 
(osted  the  efficient  use  of  the  airline 
set.  Bouw  also  has  avoided  eliminating 
single  job.  Instead,  with  the  same 
imber  of  employees — about  24,000 — 
;  has  raised  passenger  traffic  almost 
1%  since  1990.  The  Dutch  carrier's 
ists  are  now  among  the  lowest  in  Eu- 
ipe — and  continue  to  drop  (charts). 
But  Bouw's  most  important  move  has 
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been  the  alliance  across  the  Atlantic. 
In  1992,  thi-ee  years  aftei-  buying  a  20% 
stake  in  Northwest,  klm  signed  the 
open-skies  accord  with  the  U.S.  In  re- 
turn, KLM  and  Northwest  won  their 
unique  U.  S.  dispensation  to  act  as  one 
airline,  fi'ee  of  antitmst  sciiitiny.  "We  sit 
down  and  conspii-e,  we  set  prices,  we 
share  routes — it's  wonderful,"  says  Mi- 
chael E.  Levine,  executive  vice-presi- 
dent for  marketing  at  Northwest. 

Their  deal  lets  them  cut  costs  and 
jump  forbidden  borders.  Rome,  for  ex- 
ample, is  off-limits  to  Northwest.  So 
KLM,  thi'ough  its  European  Union  privi- 
leges, serves  Rome  on  Northwest's  be- 
half— despite  Italian  government  pro- 
tests. Because  of  klm's  route  system  to 
the  Middle  East,  Africa,  and  Southeast 
Asia,  Northwest's  Levine  is  selling  tick- 
ets fi'om  Des  Moines  to  Bahi'ain,  "places 
that  weren't  on  our  route  map  before." 

After  focusing  on  their  transatlantic 
connections,  klm  and  Northwest  also 
want  to  tighten  cooperation  in  Asia. 
Northwest  is  a  major  presence  in  North 
Asia,  while  klm  has  strong  route  sys- 
tems in  Southeast  Asia.  And  despite 
the  fact  that  klm  chose  Taiwan  over 
China,  it  can  still  genei'ate  traffic  from 
Beijing  and  Shanghai  via  Northwest. 

This  blossoming  of  the  relationship 
is  proving  the  wisdom  of  klm's  risky 
purchase  of  its  fii'st  Northwest  stake  in 
1989.  It  was  teiTible  timing — the  U.  S. 


'95 


ailiine  market  tanked  in  1990, 
and  Northwest  almost  went 
under,  thanks  to  its  own 
ovenich  leveraged  buyout  by 
outside  investors.  But  klm 
persevered,  although  it  had 
to  write  off  its  $400  million 
investment.  Northwest's  cost- 
cutting  plus  $50  million  in  ex- 
tra operating  income  from 
the  kl.m  tie-up  have  put  it  in 
the  black.  On  Jan.  19,  North- 
west reported  a  towering 
$296  million  profit  for  1994— 
topping  American  Airlines. 

Bouw  sees  only  seven  or 
eight  global  airlines  surviv- 
ing the  cun-ent  consolidation. 
So  klm  and  Northwest  intend 
to  make  the  most  of  their 
marriage.  "They  still  don't 
have  much  product  visibility" 
as  a  common  entity,  says 
Nick  Cunningham,  analyst  at 
Barclays  de  Zoete  Wedd  Ltd. 
in  London.  They  also  need  to 
standardize  service,  so  pas- 
sengers are  willing  to  fly  ei- 
ther carrier  interchangeably. 
HAPPY  MEDIUM.  Their  cul- 
tures also  are  quite  different. 
klm  gives  tiny  china  houses 
filled  with  Dutch  gin  to  busi- 
ness-class passengers.  North- 
west passes  out  rock-and-roll  cos.  Dutch 
cabin  attendants  are  foiTnal;  Northwest's 
are  too  "enthusiastic"  for  Eui'opean 
tastes,  says  a  klm  executive.  Bouw 
hopes  to  train  crews  together  and  mix 
nationalities  for  a  happy  medium. 

The  partners  are  tiying  to  blur  other 
differences.  Last  spring,  they  launched  a 
common  business  class,  with  identical 
seats,  food,  and  service  on  international 
flights.  Despite  the  $30  million  spent 
advertising  the  class,  some  travel  agents 
in  Europe  say  they're  not  aware  of  the 
joint  product.  This  summer,  the  caniers 
may  inti-oduce  a  common  economy  class 
internationally.  It  may  have  video 
screens  in  eveiy  seatback,  with  a  choice 
of  movies  and  games,  klm  and  North- 
west would  be  the  iirst  major  airlines  to 
offer  this  perk  in  economy. 

While  consolidating  the  alliance,  Bouw 
has  boosted  klm's  Northw^est  stake  to 
the  25%  legal  maximum.  He  says  he 
would  buy  more  if  U.  S.  law  shoukl  loos- 
en, as  some  in  Washington  have  pro- 
posed. Whether  or  not  that  happens, 
KLM  is  engaged  in  the  industiy's  fii'st 
strong  effort  to  prove  the  merits  of  glo- 
bal partnering.  If  the  alliance  continues 
to  work,  it  could  force  the  hand  of  envi- 
ous competitors  around  the  world. 

Bi/  Steivaii  Toy  in  Amsterdam,  with 
Susan  Chandler  in  Chicago,  Robert 
Neff  in  Tokyo,  a)id  Margaret  Dawson  in 
Taipei 
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PRITZKER  (SITTING) 
AND  GEOGA  ARE 
SLICING  SERVICES 
AND  LAYERS  OF 
MANAGEMENT 


STRATEGIES 


WHY  HYAn  IS  TONING  DOWN 
THE  GLITZ 

The  chastened  hotelier  retools  for  the  cost-conscious  '90s 


If  any  hotel  gi'oup  embodied  1980s 
glitz  and  hubiis,  it  was  Hyatt.  From 
scaling  atiium  lobbies  to  a  $700  goui- 
met  picnic  it  offered  atop  a  Hawaiian 
waterfall,  Hyatt  Hotels  Coip.  oozed  ex- 
cess. Even  iDloated  costs  didn't  trouble 
company  managers:  Anyone  who  want- 
ed Hyatt  cachet,  they  sniffed,  should 
be  willing  to  pay  for  it. 

But  when  the  go-go  market  for  luxu- 
17  hotels  crashed  in  1990,  Hyatt  got  its 
due.  Scores  of  hotels  thi-oughout  the  in- 
dustry were  saddled  with  huge  debts 
and  tmsei-viceable  mortgages.  The  Hyatt 
chain,  controlled  by  Chicago's  Pi-itzker 
family,  i-uns  104  hotels  in  North  Ameri- 
ca and  the  Caribbean.  The  Pritzkers 
own  about  one-third  of  those  as  well  as 
the  land  under  many  other  Hyatts. 
They  manage  the  remainder  foi'  other 
owners — about  30  of  whom  they  had  to 
help  restructure  after  the  crash.  The 


Pritzkers  themselves  had  a  stake  in  one 
of  the  biggest  ilops  of  the  1980s:  a  $360 
million  resort  in  Waikoloa,  Hawaii.  It 
was  unloaded  to  Hilton  Hotels  Corp. 
for  $60  million  in  1993. 
NEW  BOSS.  Those  experiences  have  left 
a  much  chastened — and  far  more  cost- 
conscious — company.  Although  today's 
Hyatt  is  hardly  a'  No-Tel  Motel,  the 
Pritzkers  are  retooling  the  $2.6  billion 
chain  to  banish  the  image  of  an  all-fiills 


The  wine  list  has  been 
decimated,  and 

Hyatt  is  even  dabbling 
in  time-shares 


ofstyle 


iiai 


iiniyl 
0*  i« 


jountair 


hotelier.  And  as  the  industry  recover 
the  Pritzker-  family,  worth  an  estimate 
$4  bilUon,  is  also  expanding  again.  Sim 
early  1994,  Hyatt  has  bought  stakes 
several  new  hotels  and  moved  into  frai 
chising  and  time-share  resorts.  Throug 
a  separate  family-held  chain  of  49  hote||ol*" 
and  16  resorts  abroad,  Hyatt  is  also  d 
veloping  30  properties.  "There  are  hui 
opportunities,"  says  Douglas  G.  Geog| 
39,  who  became  president  last  summ^ 
after  foiu-  yeai-s  as  head  of  developme: 
"We  haven't  come  close  to  saturatii 
the  market." 

Geoga,  a  low-key  lawyer,  clear! 
marks  the  change.  While  predecessc '' 
Darryl  Hartley-Leonard  was  a  gam  jjijjj 
lous  mai'keter  who  concentrated  on  bu 
nishing  Hyatt's  image,  Geoga  is  a  dea  Btdo 
maker  who  wins  high  marks  froi  ^'^^^ 
Hyatt's  hotel  owners  for  liis  understanc 
ing  of  tigntened  industry  economic!  ^Dgf 
Though  Hartley-Leonard  remains  chai] 
man — and    runs    a  Pritzker-owne 
events-management  company — Geog  » 
appears  better  positioned  to  lead  Hyat 
in  an  era  in  which  U.S.  growth  vn ilitii4ii| 
come  primarily  through  acquisitions.  jSailjl 
QUICK  FIXES.  But  fil-st  Hyatt  had  to  gicle.i 
on  a  painful  diet.  After  two  decade  [jjijj 
spent  piling  on  services  regardless  c^^^ 
cost,  Hyatt  risked  losing  many  manage 
ment  contracts  in  the  eai-ly  1990s.  "Nei  ^ 
ownei'S  were  becoming  reluctant  to  hir 
us  to  manage  their  hotels,"  Geoga  cor 
cedes.  So  Hyatt  looked  at  what  senice 
guests  really  wanted.  Now,  they  fin  Irt 
wine  lists  pared  from  380  bottles  to  3J  I8;8llfl 
If  they  want  their  beds  turned  dowr  M 
they  must  ask.  At  the  Chicago  Hyat^f 
Regency  alone,  cutting  the  nightly  turn 
down  saves  $220,000  a  year. 

By  eliminating  many  midlevel  job; 
Hyatt  has  trimmed  moi'e  than  1,000  fron 
a  management  staff  of  7,100.  The  chain' " 
once  autonomous  hotels  also  now  pur 
chase  goods  centrally.  That  has  cut  th^, 
number  of  providers  of  glass,  china,  am 
silver  ft-om  24  to  4.  And  after  the  chaii 
discovered  that  it  was  losing  money  de 
livering  coffee,  it  put  coffee  pots  in  eve 
ly  room.  Altogether,  Hyatt  has  cut  $10( 
million  annually  fi'om  its  costs  since  1991 
"The  trick  is  not  to  cheapen  our  image,' 
says  Thomas  J.  Pritzker,  the  44-year-olc 
family  scion  who  is  president  of  Hyat1 
Corp.  "We're  cutting  where  it  doesn't 
hurt  the  guest."  Those  gains  are  lifting 
the  Pritzkers'  fortunes — as  is  a  mucl 
improved  industry  outlook:  Paine Webbei 
Inc.  Managing  Director  Bjorn  Hansor 
says  innkeeper's  r-aised  r"oom  r-ates  in  line 
with  inflation  last  year  for  the  first  time 
since  1987.  Hyatt  executives  say  the 
chain's  r-evenues  ar-e  up  13%,  to  $2.6  bil- 
lion, since  1990,  while  gross  operating 
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■J  rs,  but  the  20-year-old 
;sts  that  classic  lines 
of  style. 

'hat  I  P^-— 


n  my  book  the  Ran^e  Rover  still  has  no  equal  when  it 
mes  to  the  contradietory  taskn  of  providing  on-road 
itt(»ring  in  comfort  and  style  and  the  otT-road  ability  of  a 
ituntain  poat  when  the  urge  or  comiition^  iM  t  kon. 


proud  with  the  introduction  of  what 
was  at  that  time  the  finest  4-wheel- 
drive  utility  vehicle  in  the  world,  the 
Range  Rover.  Seventeen  years  later, 
there  still  is  nothing  finer.  And,  at  last, 
R  a  n  geRpji-rJa- 


«1  C  KJOf 


I  \i%x  is  a  classic 
e  from  function. 


/  ere's  simply 
i{  lat  does  the  job 
J  style  and  grace 
\  Range  Rover. 


I<  Rover 

id  the  opportunity  to 
fi  ;t  Range  Rover,  then  a 
SI  ehicle,  at  the  compa- 
I  ,  England,  off-road  test 
i  IS  the  most  impressive 
!  Irive  (4WD)  vehicle  I'd 
'  No  wonder  it  was  win- 
I  ly  rallies  through  the 
i  deserts  of  Africa.  It 
;much  different  today- 
are  under  the  skin-but 
ns  the  best  and_ 
vehicle ! 


It's  as  if  someone  built  a  luxury 
(ar  atop  a  locohotive." 

trast  heavily  with  1';^ ''father  and  The  .'J'^''w 


fording 

mud  or 
membe 
choose 
exp>editi 
aries  o 


DESCRIPTIONS  OF  THE  ROVER'S 
EXTERIOR  INCLUDED  "the  class 
classic,  "  "distinctive,  impressive  and 
handsome, "  "angular  but  stylish,  "  and  "boxy 
but  elegant."  Ojie  tester  wrot'-  - 


No  other 
SUV  has  the 
Rover's  unique 
combination 

of  style  J 
performance, 
and 


The  unanimous  verdict:  If  man  were 
only  allowed  to  own  one  car,  and  if  that 
one  car  were  meant  to  be  the  perfect 
all-rounder — spacious,  comfortable, 
powerful,  capable  of  going  on  where 
the  roads  end — then  the  choice  would 
quickly  narrow  down  to  one  vehicle: 
the  Range  Rover. 


"In  short,  the 
Range  Rover  is 
still  the  best  in 
the  world  at 
what  it  does." 


Really  serious  cai 
long  acknowledged  i 
Range  Rover  as  the 
wheel-drive  car  wort 
consideration  in  the 
uly  great,  and  it  h{ 
among  sport-  ai 
Europeans  i 
uced  as  the  lu 
to  the  legenc 
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he  Range  Rover  Classic.  We  had  some  help  with  the  name. 


For  a  quarter  of  a  eentuiy,  Ransie 
Rovers  have  survived  the  most  brutal 
territory  in  the  automotive  world. 

The  editorial  page. 

Therefore,  the  County  Classic  needs 
little  introduction. 

Suffice  it  to  say  that  its  14-gauge 
steel  chassis,  pillowing  electronic  air 
suspension,  permanent  four-wheel 
drive,  and  tireless  3.9-liter  V(S  engine 
make  this  Range  Rover  ideal  for  driving 


over  endless  rock  beds,  through  arctic 
blizzards,  and  back  to  the  executive 
parking  space. 

Its  dual  airbags,  all-terrain  ABS,  and 


RANGE  ROVER 


electronic  traction  control  help  make  its 
armchair  seating  all  the  more  relaxing. 

And  at  around  S45,()()0;'  it  mav 
well  be  the  only  affordable  work  of  art 
ever  exhibited  at  the  Louvre. 

So  why  not  call  1-(S()()-FINE  4\VD  for 
the  Land  Ro\'er  dealer  nearest  you? 

The  County  Classic  is,  after  all,  the 
most  refined  and  elegant  version  of  the 
original  Range  Rover. 

But  don't  take  our  word  for  it. 


Ttil  Corporation   .   


HYAH'S  NEW  STRATEGY... 

As  the  hotel  industry  heats  up  after four  years  in  the  doldrums, 
here's  what  Hyatt  did  to  get  ready: 


...IS  PAYING  OFF 


CUT  COSTS 

Centralized  purchasing,  out- 
sourced housekeeping  and 
valet  parking,  and  cut  free- 
bies  such  as  mints  on  the 
pillow.  Savings:  $100  million 
annually  since  1991. 


IMPROVED  MARKETING 

Put  fax  machines  and 
modems  in  rooms  and  beefed 
up  Gold  Passport  program  to 
attract  frequent  business 
travelers. 

DATA:  COMPANY  REPORTS 


!<.l!i^>y_^P_  _^^PANSION 

Spent  $70  million  on  stakes  in 
four  hotels  and  Atlanta  expan- 
sion; is  eyeing  Las  Vegas, 
Philadelphia,  and  Cleveland 
and  moving  into  time-sharing 
and  franchising. 


■90  '91  '92  '93 
A  PERCENT 

DATA  COMPANY  REPORTS 


profits  have  spuiled  45%.  And  owners' 
complaints  about  costs  have  abated.  "Oui" 
Hyatt  properties  have  come  out  [of  the 
depression]  quickly,"  says  Allen  J.  Os- 
troff,  managing  director  of  Prudential 
Realty  Group,  which  owns  hotels  in  Ciun- 
bridge,  Mass.,  New  Orleans,  and  San 
Francisco.  "We're  veiy  happy." 
LOOMING  FIGHT.  Now,  Hyatt  wants  to 
gi'ow  again.  Since  early  1994,  the  Pritz- 
kers  have  earmarked  about  $70  million 
to  buy  stakes  in  four  U.  S.  hotels  and 
refurbish  the  Atlanta  Hyatt  Regency. 
As  the  improving  industry  brings  ho- 
tels on  the  market — even  the  entire  Hil- 
ton Hotel  chain  may  be  sold — they've 
been  studying  deals.  "We  looked  at  Hil- 
ton four  years  ago,  and  we'll  look 
again,"  says  Pritzker  "Anytime  there's 
an  opportunity  to  increase  our  scale, 
we'll  pursue  it  aggi-essively." 

Still,  with  formidable  rivals  such  as 
Sheraton,  Marriott,  and  RacUsson  also  in 
good  shape,  the  industry  is  heading  into 
a  ferocious  battle.  All  are  spending  lav- 
ishly to  woo  business  travelers  and  re- 
sort customers — and  focusing  limited 
constiiiction  plans  on  the  same  second- 
tier  mai'kets  such  as  Cleveland  and  Phil- 
adelphia. Adding  to  the  fray,  all  aim  to 
pluck  management  contracts  away  fr"om 
competitors.  Marriott  Corp.  alone  aims 
to  add  100,000  rooms  worldwide  through 
acquisitions  and  new  management  con- 
tracts by  1999 — and  with  its  Honored 
Guest  progi'am  for  frequent-travelers 
already  the  acknowledged  favorite 
among  wandering  businesspeople,  Mar- 
riot  ap])ears  little  woiried  about  Hyatt. 
"I'm  not  av/are  of  any  management  con- 
tracts we've  lost  to  them  recently,"  says 
Marriot  International  Senior  Vice-Pres- 
ident Stephen  P.  Weisz. 

What's  more,  the  search  for  growth  is 
pushing  Hyatt  into  unfamiliar  markets. 
For  the  first  time,  the  Pritzkers  will 
frandiise  the  Hyatt  name.  And  with  the 
construction  of  a  Key  West  resort,  Hy- 
att is  entering  the  crowded  time-share 
market.  The  moves  will  bring  Hyatt 
head-to-head  with  well-entrenched  foes 
such  as  MaiTiot  and  Walt  Disney  Co. 


Rivals  ai"e  skeptical  that  Hyatt  can  shift 
to  such  new  segments.  "You  have  to 
have  the  culture  and  quality  controls 
to  make  it  work,"  says  Juergen  Bar- 
tels,  president  of  Carlson  Hospitality 
Group  Inc.,  which  owns  Radisson.  So 
far,  Hyatt  has  inked  just  three  deals — 
and  Geoga  insists  it  will  do  nothing  to 
jeopai'dize  Hyatt's  name. 

Indeed,  his  challenge  now  is  to  ensure 
that  the  Hyatt  name  still  has  meaning 
in  an  industi-y  where  brand  loyalty  is 
fading.  That's  why  Hyatt  is  belatedly 
stoking  up  its  marketing  to  business 
travelers.  It  only  recently  put  muscle 


behind  its  Gold  Passport  progi'am  h 
offei^ing  free  aii-  miles.  And  by  blendin 
its  fragmented  sales  force  into  nation; 
teams  focused  on  convention  busines 
Pritzker  says,  Hyatt  has  upped  groi 
bookings  by  $250  milHon  since  1993. 

Such  improved  performance  is  gooj 
news  for  the  Piitzkere  and  their  propei 
ties — though  not  necessarily  for  rival  ■ 
"I  liked  it  the  way  they  were,"  say  } 
Bartels  of  Radisson,  laughing.  "The  i 
ai"e  going  to  be  a  lot  more  competitive^ 
Although  the  challenges  are  steep,  fei" 
would  bet  against  the  revived  Pritzkers. 
By  Richard  A.  Melcher  in  Chicag  - 


STRATEGIES 


FIGGIE  TURNS  OVER 
A  NEW  LEAF 

Under  Jack  Reilly,  the  sick  conglomerate  will  be  much  smallei| 


Ho  one  would  ever  accuse  John  P. 
Reilly,  the  new  ceo  of  troubled  Fig- 
gie  International  Inc.,  of  ducking  a 
challenge.  Fresh  out  of  college,  he 
passed  up  a  cushy  desk  job  at  Chrysler 
Corp.  to  work  on  the  plant  floor.  In  the 
early  1980s,  he  helped  run  a  tough 
downsizing  at  Interaational  Harvester 
Co.  Later,  as  ceo  of  Tenneco  Automo- 
tive, Reilly  led  a  bid  by  U.  S  auto-parts 
makers  to  crack  the  Japanese  market. 

It  all  makes  good  training  for  the 
task  now  facing  the  51-yeai'-old  ReiUy  at 


"It's  not  how  big 
you  are. 
It's  how  much  money 
you  make" 


Figgie:  turning  around  the  aiUng  Wil 
loughby  (Ohio)  conglomerate.  As  recent 
ly  as  1989,  Figgie  was  a  healthy  $1.3  bil 
lion  company.  Starting  from  a  196: 
leveraged  buyout  of  Automatic  Sprinkle 
Corp.  of  America,  founder  Harry 
Figgie  Jr.  built  a  far-flimg  empire.  Mor 
than  30  divisions  made  eveiything  fron 
fu-e-fighting  gear  to  sporting  goods.  Bu 
poor  management,  bad  luck,  and  heav, 
debt  sent  the  company  into  a  nosedive 
A  late- 1993  cash  squeeze  nearly  drovi 
Figgie  bankrupt. 

On  Feb.  15,  just  six  weeks  into  hi; 
new  job,  Reilly  announced  a  drastii 
shrinkage.  He  aims  to  pare  Figgie  t(  : 
less  than  a  quarter  of  its  former  sizi 
and  use  proceeds  from  asset  sales  t( 
pay  off  a  cmshing  $250  million  in  banl 
loans  and  leases.  At  the  same  time,  he'; 
hacking  away  at  the  bloated  overhea( 
left  behind  by  Figgie  and  his  son,  Har 
ry  E.  Figgie  III.  The  moves  will  leavf 
Figgie  with  a  smaller — but  profitable— 
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The  Corporation 


core,  he  vows.  "It's  not  how  big  you 
are,"  says  Reilly,  who  has  half  a  mil- 
lion stock  options  rifling  on  the  outcome. 
"It's  how  much  money  you  make." 

Reilly  has  announced  plans  to  put  at 
least  15  of  Figgie's  22  businesses — in- 
cluding Automatic  Sprinkler — on  the 
block.  Sales  at  units  Figgie  will  keep — 
including  Scott  Aviation  and  Interstate 
Electronics  Corp.— total  $319 
million.  The  CEO  says  all  show 
operating  profits. 

Reilly  estimates  Figgie  will 
reap  $.300  million  from  the  cast- 
offs  by  yearend,  which  will  let 
it  pay  down  leases  and  bank 
loans.  That  will  cut  total  debt 
to  $220  million— and  with  1995 
free  cash  flow  projected  at  $41 
million,  new  Chief  Financial  Of- 
ficer Steven  L.  Siemborski  says 
the  shiunken  company  should 
readily  cover  its  $25  million  in 
annual  interest.  Reilly  reckons 
Figgie  will  return  to  the  black 
by  the  third  quarter 

To  investors  who  have 
watched  Figgie  shares  fall  ffom 
21  in  1992  to  around  7  today, 
making  any  money  would  be  a 
nice  change.  After  losing  $180 
million  on  sales  of  $769  million 
in  1993,  Fig-gie  lost  $167  mil- 
lion— including  a  $57  million 
write-off  and  $76  million  from 
discontinued  operations — on 
sales  of  $762  million  in  1994. 
Wall  Street  has  been  wary 
since  Reilly's  anival,  but  initial 
reaction  to  the  plan  was  favor- 
able. "We're  generally  very 
pleased  with  the  bold  direction 


alleging  the  Figgies  had  diverted  compa- 
ny assets  to  private  use  and  inflated  fi- 
nancial results.  By  early  1994,  "the 
house  was  burning,  and  we  had  to  do 
something,"  concedes  longtime  director 
Walter  M.  Vannoy,  who  became  chair- 
man in  May  after  Hany  Figgie  retu'ed. 
The  younger  Figgie  resigned  in  March. 
The  slim-down,  announced  by  the 


Reilly  says  he  is  keeping  only  mar| 
leadere,  such  as  Interstate  Electronici 
$113  million  maker  of  global  positij 
ing  systems,  and  Scott  Aviation,  a 
million  maker  of  emergency  breath 
systems.  With  gi'oss  margins  averag 
22.5%,  all  have  done  well  despite 
gie's  problems — and  Reilly  is  count 
on  expansion  abroad  and  new  prodv 


REILLY'S  TURNAROUND  PLAN... 

SELL  ASSETS  Will  unload  at  least  15  of  Figgis's  22  di- 
visions. Annual  revenues  will  shrink  from  $762  million  in 
1994  to  around  $359  million  in  1995. 

SLASH  OVERHEAD  Corporate  art  collection  and  jet 
have  gone.  Now,  Reilly  will  ax  perks  such  as  a  company 
pool,  decentralize,  cut  corporate  staff  in  half,  and  slash 


...SHOULD  HELP  CUT  DEB1 


600 


TOTAL  DEBT 


that  [management  has]  chart-     °"^_S!^_^_P™f«_l^i<l"^l  ^^A^l ^^^"S.^:  "1*1"°" 


ed,"  says  Charles  K.  Gifford, 
president  of  the  Bank  of  Bos- 
ton Corp.,  Figgie's  lead  bank. 

New  direction  was  certain- 
ly needed.  When  Figgie  spurt- 
ed red  ink  in  1993,  executives 
blamed  a  series  of  one-time  problems, 
such  as  floods  that  hit  tkree  plants.  But 
an  ill-conceived  manufacturing  revamp, 
led  by  son  Hany  after-  he  in  effect  took 
over  from  his  ailing  father-  in  1992,  huit 
even  mor-e.  Figgie  spent  $200  million  to 
automate  but  has  yet  to  see  the  payoff. 
"OUT  OF  CASH."  What  it  did  see  was  a 
big  juin|)  in  debt.  Total  debt  rose  $82 
million  in  1993,  to  $536  million,  as  Figgie 
bon-owed  to  pay  for-  equipment.  By  late 
1993,  Figgie's  banks  were  unwilling  to 
i*Oi!  over-  its  loans.  It  was  "out  of  cash 
and  oat  of  cr-edit,"  says  Siembor-ski. 

To  make  matter's  worse,  just  as  the 
elder-  1^'iggie  retur-ned  to  work  in  late 
1993,  a  lor-mer  executive  filed  a  lawsuit 


REFOCUS  MANAGEMENT  Reilly  wants  an  early  set- 
tlement of  a  lawsuit  charging  the  board  and  the  Figgie 
family  with  mismanagement.  Resolving  that — and  a  host 
of  other  legal  disputes — will  slash  legal  fees  and  free 
management  to  focus  on  operations. 


▲  MILLIONS  OF  DOLLARS 


DATA  COMPANY  REPORTS 


Figgies,  got  going  in  ear-nest  after-  they 
left.  Some  $175  million  in  assets,  includ- 
ing crown  jewel  Rawlings  Sporting- 
Goods  Co.,  have  since  been  sold.  And 
Reilly,  who  joined  Figgie  after  a  brief 
stint  as  coo  at  Br-unswick  Corp.,  is 
slashing  overhead — including  perks  such 
as  a  pool.  But  Figgie  still  had  negative 
cash  flow  of  $76  million  in  1994. 

Will  Reilly's  plan  finally  give  Figgie 
the  jolt  it  needs?  One  question  is  wheth- 
er it  can  get  good  prices  for  units  it's 
selling — some  of  them  mediocre  per- 
for-mers.  But  Reilly  says  he  already  has 
letter's  of  intent  offering  roughly  $100 
million  for  some  units.  He  must  also 
rev  up  the  ongoing  businesses. 


to  double  r-evenues  by  2000.  "Thes 
companies  would  be  very  profitable  wi1 
a  nor-mal  debt  load  and  nor-mal  corp^ 
rate  expenses,"  he  says. 

StUl,  if  Reilly  has  unveiled  a  new  Fi{ 
gie,  pr'oblems  r-emain.  A  settlement 
the  suit  alleging  mismanagement  is  ur 
der-  negotiation,  and  a  host  of  other  leg. 
wr-angles  are  still  being  fought.  But  th 
plainspoken  CEO  vows  these  divestiturt 
and  wiite-offs  will  be  the  last.  "It's  abs( 
lutely  over.  This  is  the  end  of  the  Hne 
he  says.  If  Figgie's  sur-vival  no  longe 
looks  in  doubt,  shar-eholders  may  sti 
have  to  wait  for-  their  reward. 

By  Zachary  Schille\ 
in  Willoughby,  Ohv 
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BANKS 


BLOOD  ON 

THE  MARBLE  FLOORS 

Hundreds  of  thousands  of  bank  employees  could  get  axed  over  the  next  several  years 

Rampant  downsizing  has  been 
sweeping  across  most  parts  of 
Cori^orate  America  since  the  ear- 
ly 1990s,  producing  huge  layoffs 
and  shutdowns  of  operations.  Commer- 
cial banks,  though,  have  been  virtually 
immune.  Despite  numerous  mergers 
and  consolidations,  bank  employinent 
has  remained  remarkably  steady.  And 
even  though  electronic  banking  is  ex- 
panding, bank  branches,  often  regarded 
as  relics  of  the  past,  have  actually  in- 
creased in  number  over  the  past  sever- 
al years. 

The  comparison  between  U.  S.  and 
international  banks  is  revealing — and 
chilling,  at  least  for  U.  S.  bankers.  As 
of  the  end  of  1992,  Germany  had  3.4 
bankers  per  1,000  citizens.  France  had 
3.5.  Japan  had  3.7  (as  of  the  end  of 
1993),  and  Canada  had  4.9.  The  United 
States,  though,  had  5.8  per  1,000.  Only 
Britain,  with  a  unionized  banking  sys- 
tem, has  more  bankers  relative  to  its 
population. 

This  rather  placid  situation  is  unlike- 
ly to  persist  too  much  longer,  however. 
Major  layoffs,  involving  many  hundreds 
of  thousands  of  tellers,  bank  office 
workers,  and  managers,  are  likely  to 
take  place  over  the  next  several  years. 
The  reason:  Banks,  especially  thost' 
with  large  retail  operations,  are  increas 
ingly  facing  .stiff  competition  from  bro 
kerage  houses,  mutual-fLind  groups,  and 
other  financial-sei'vices  outfits.  To  fight 
back,  banks  will  have  to  shrink  severe- 
ly their  single  lai-gest  noninterest  ex- 
pense: i)eople.  Put  simply,  the  nearly 
1.5  million  peoj^le  employed  by  U.S. 
banks  is  just  far  toe  many. 
WRENCH8NG  PAtN.  K\perts  expect  the 
diop  in  bank  jjayi-olls  to  be  dramatic. 
Seamus  I'.  McMalion,  a  vice-]3resident  at 
Roo/„  Allen  &  Hamilton  Inc.,  sees  em- 
pl  ivinent  in  branches  and  traditional 
iiriii'i'ig  an  as  declining  anywhere  from 
20'/.'  50'?r  within  the  next  seven 
ye;r-  -^  "!(  has  to,"  he  says.  William  M. 
Ra.ncli',  senior  vice-})resident  for  strate- 
gic pl::>-inin£i,-  at  Columbus  (Ohio)-base(l 
Huntii.' Bancshares  Inc.,  says  there 


could  easily  iic  .av  ,  icwcr  nan 
the  U.S.  by  'MM.  -There  is  no  way  a 
commercial  bank,  given  its  [current] 
cost  structure,  can  compete  with  an- 
other financial-services  provider." 

The  cuts  will  cause  wi'enching  pain  in 
an  industry  that  has  never  gone 
thi'ough  such  a  restmcturing.  They  may 
also  inconvenience  a  fair  number  of 
bank  customers,  especially  those  who 
don't  use  automated-teller  machines  or 
banking  by  phone.  But  reducing  staff  is 
the  only  way  banks  can  prevent  the 
price  wars  that  ensue  when  too  many 
bankers  chase  too  few  customers. 

The  extent  to  which  banks  have  re- 
sisted the  cost-cutting  logic  is  startling. 


Am ii'diiiL'  til  the  Federal  Dr|niMt 
ranee  Ci>rp.,  the  number  of  employee 
of  FDic-insured  banks  dropped  slightl; 
through  1992,  but  then  increased  agaii 
as  lending  picked  up.  As  of  the  thir( 
(|uarter  of  1994,  employment  stood  a 
1.4s  million,  almost  as  high  as  in  1991 
Much  of  the  staffing  bloat  can  be  at 
tributed  to  regulation.  In  a  number  o 
states,  including  Colorado  and  Illinois 
banks  were  long  forbidden  to  hav( 
more  than  one  branch.  As  a  result,  hun 
dreds  of  institutions  cropped  up  in  rel 
atively  small  areas,  each  with  its  owi 
administration  and  overhead.  Laws  lim 
iting  interstate  banking  have  producec 
the  same  phenomenon.  Today,  superre 
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onals  such  as  (/leveland's  KeyCoi')); 
:arlotte,  N.C.'s  F'irst  Union  Corp.; 
,d  Providence-based  Fleet  Financial 
'oup  Inc.  have  numerous  different 
bsidiaiies,  many  with  their  own  treas- 
■y  operations  and  boards  of  direc- 
rs — not  because  the  banks  necessari- 
want  them  but  because  these 
ruetures  are  legal  necessities.  Alto- 
•ther,  the  U.  S.  has  over  10,000  banks, 
mpared  with  fewer  than  60  in  Cana- 
,,  and  that  means  a  lot  more  adminis- 
ative  overhead.  It  also  means  worse 
rvice  in  some  cases:  In  Canada,  na- 
)nal  banks  enable  customers  to  de- 
isit  checks  in  Vancouver  on  one  day 
id  withdraw  money  in  Nova  Scotia 


i)illioii,  according  to  the  newsletter 
Bank  Netivork  News.  And  a  study  by 
the  Bank  Administration  Institute  and 
First  Manhattan  Consulting  Group  Inc. 
shows  that  55%  of  all  retail-banking 
ti'ansactions  take  place  at  atms  or  on 
the  telephone. 

The  escalation  of  interstate  banking- 
will  make  overstaffing  even  more  ap- 
parent. Banks  will  get  a  federal  green 
light  to  expand  across  state  lines  with- 
out separate  charters  in  1997,  allowing 
big  players  to  reach  into  many  smaller 
markets  that  are  already  amply  sei-ved 
by  local  banks.  The  large  newcomers 
will  enjoy  economies  of  scale,  forcing 
local  banks  to  sHm  down  in  order  to 


rash  &  Co.  "It  is  one  of  the  rosary 
beads  of  current  bank  management." 

Big  staffs  are  hardly  a  prerequisite 
to  good  service  in  a  bank.  Sure,  when 
institutions  such  as  Citicorp  have 
pushed  into  new  foreign  markets,  they 
have  often  forced  local  banks  to  up- 
grade their  service  in  response.  But 
the  service  in  plenty  of  countries  with 
fewer  bank  employees  per  capita  is  just 
fine.  In  Belgium,  which  has  4.9  bankers 
for  eveiy  1,000  citizens,  consumers  can 
pay  viitually  all  their  bills  by  phone  in 
an  operation  that  records  both  parties' 
account  numbers,  the  amount  of  pay- 
ment, and  a  notation  about  what  the 
outlay  covers,  atms  are  ubiquitous,  and 
debit  cards  are  accepted  everywhere 
from  supermarkets  to  gas  stations. 
Moreover,  for  the  few  customers  who 
do  use  bank  branches,  the  teller  lines 
are  short. 

PINSTRIPED  ROBOTS.  Most  U.  S.  banks 
ai'en't  as  technologically  advanced,  but  a 
few  are  at  least  cutting  staff.  Chase 
Manhattan  Corp.,  Chemical  Banking 
Corp.,  and  even  J.  P.  Morgan  &  Co.  are 
shrinking  payrolls,  partly  in  response 
to  damage  done  by  high  interest  rates. 

Some  banks  have  also  made  big- 
strides  in  automating.  Chase  even  uses 
robots  to  help  with  some  of  its  data 
storage.  In  Ohio,  Huntington  offers  its 
customers  a  sort  of  virtual  bank  con- 
taining sophisticated  ATMs  and  interac- 
tive-video technolog-y  they  can  use  to 
learn  about  investments,  apply  for 
loans,  and  even  talk  to  a  Huntington 
banker  if  they  prefer. 

Other  banks  are  taking  clear  steps  to 
rid  themselves  of  branches,  pnc  Bank 
Corp.  announced  in  late  1994  that  it 
would  consolidate  up  to  30%  of  its 
branches  over  the  next  two  or  three 
years.  Or  consider  Minneapolis-based 
First  Bank  System  Inc.,  wiiich  bought 
Metropolitan  Financial  Coi-jj.  in  Januaiy, 
acquiring  211  branches  in  the  process. 
Instead  of  holding  on  to  all  those 
branches,  First  Bank  is  closing  40  of 
them  and  selling-  63.  When  First  Bank 
bought  Meti-opolitan,  "what  we  bought 
was  the  customer  base — as  much  as  if 
not  more  than  the  branches,"  says  Rich- 
ard A.  Zona,  chief  financial  officer,  and 
"distribution  of  various  financial  prod- 
ucts can  be  accomplished  more  attrac- 
tively from  a  financial  point  of  view 
through  electronics." 

For  now.  First  Bank  System's  branch 
sales  seem  unusually  farsighted.  But 
First  Bank  may  not  be  unusual  for 
long.  As  pressures  on  banks  intensify,  it 
is  becoming  increasingly  clear  that  all 
U.  S.  banks  are  going  to  have  to  slim 
down  like  First  Bank — and  like  the  rest 
of  Corporate  America. 

Bij  Kelley  Holland  in  New  York, 
with  bureau  reports 
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could  eventually  decline  by 
30%  as  a  result  of  stiff 
competition  from  nonbank 
rivals  and  a  fall  in  demand 
for  traditional  services 
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:ie  next.  Some  checks  take  days  to 
!ear  in  the  U.  S. 

Many  banks  also  are  still  heavily 
ranch-oriented.  The  number  of  bank 
ranches  in  the  U.  S.  stood  at  nearly 
4,000  in  June,  1994,  up  from  47,000  at 
he  end  of  1988,  according  to  the  fdic. 
)ne  reason  is  that  some  banks  have 
een  buying  branches  fi-om  failed  thrifts 
0  expand  their  customer  base.  But 
Iso,  many  banks  contemi)lating  expense 
eduction  have  opted  for  less  contro- 
ersial  and  painful  cuts. 

Nonetheless,  customers  are  simply 
voiding  branches  more  often  these 
lays.  The  number  of  atm  transactions 
las  increased  45%  since  1990,  to  8.3 


compete — if  they're  not  swallowed  fii'st. 

The  cuiTent  economic  cycle  isn't  help- 
ing, either.  With  the  Federal  Reserve 
having  boosted  interest  rates  seven 
times  since  the  beg-inning  of  1994,  banks 
are  seeing  demand  for  such  core  prod- 
ucts as  mortgages  simply  dry  up.  That 
means  a  lot  of  bank  employees  are  cur- 
rently redundant.  If  revenues  remain 
lacklustei' — as  they  probably  will  while 
interest  i-ates  remain  high — banks  will 
have  to  cut  costs  in  order  to  generate 
eai-nings  growth  and  remain  competi- 
tive. "Just  about  anyone  iimnirig  a  bank 
today  understands  they  have  to  be  a 
low-cost  competitor,"  says  Edward  E. 
Furash,-  chairman  of  consulting  fii'm  Fu- 
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so  MANY  SECURITIES  FIRMS,  SO  LITTLE  SECURIH 


It  was  another  dismal  week  on 
Wall  Street  despite  improving 
markets.  Salomon  Brothers  Inc. 
said  it  would  cut  its  staff  and  get 
out  of  the  retail  brokerage  business. 
Goldman,  Sachs  &  Co.,  which  has 
been  laying  off  scores  of  investment 
bankers,  reported  a  capital  decline 
from  $2.26  billion  last  year  to  $1.84 
billion  this  year,  cs  First  Boston 
announced  it  would  cut 
or  redeploy  as  many  as 
1,000  of  its  6,500  ern- 
ployees,  shutter  its  mu- 
nicipal-bond depart- 
ment, and  exit  the 
Japanese  equities  busi- 
ness. "Everyone  is 
walking  around  on  egg- 
shells," says  one  cs 
First  Boston  executive. 

The  main  cause  of  the 
numerous  rounds  of 
bloodletting  on  Wall 
Street  since  last  fall  is 
the  Great  Bond  Market 
Crash  of  1994.  Its  im- 
pact has  proved  far 
more  pernicious  than  an- 
alysts predicted.  That 
Salomon,  Goldman,  and 
cs  First  Boston  ai-e 
hurting  most  is  no  surprise:  Ail  three 
fiiTns  have  lai'ge  institutional  bond 
operations  that  got  battered  when 
the  Federal  Reserve  began  sharply 
raising  interest  rates  last  Febiuaiy. 
All  got  caught  with  large  bond  inven- 
toi-ies  that  fell  in  value  and  suffered 
big  trading  losses.  Says  one  Street 
executive:  "Fixed  income  is  like  a  big- 
flywheel  for  these  fu'ms.  When  it's 
hot,  its  gigantic.  When  it's  not, 
they're  stuck  with  the  exjjenses." 
"JUST  THE  BEGINNING."  And  the  pain 
could  continue  if  interest  rates  rise 
again:  more  layoffs,  curtailed  expan- 
sion plans  overseas,  jettisoning  of 
moi »  niai'ginal  businesses.  "If  the 
environment  doesn't  impi'ove,  this 
will  be  just  the  beginning  of  the 
Street's  restructuring,"  says  Perrin 
Long,  a  Brown  Brothers  Harriman 
&  ("o.  analyst. 

The  aiiderlying  problem  is  the  ex- 
p!";ses  lh;it  were  built  up  during 
i  '       yeai  s  of  stellar  bond-market 
vi'ou!  -.  J-'i.'ms  became  stuck  with 
!i.'v%ieidy  cost  structures  that  far 
out-.-trip  revenues,  which  have  fallen 


dramatically  with  the  slowdown  in 
undei'writing  and  trading.  "The 
Street  has  to  start  looking  more 
closely  at  its  infrastructure  costs," 
says  John  J.  Mack,  president  of 
Morgan  Stanley  &  Co. 

cs  First  Boston  is  a  perfect  exam- 
ple. The  firm  plans  to  reduce  expens- 
es by  close  to  20%  to  offset  a  big 
drop  in  fixed-income  profits.  Insiders 


STREET  SIGNS:  Ota  exec  says  workers  are  ''on  eggshells 


say  that  while  its  muni  business  gen- 
erated $20  million  in  profits  in  1994, 
the  unit  isn't  profitable  enough  and 
isn't  a  core  business.  "We  don't  really 
expect  any  significant  impi'overaent 
near-tei'm  in  market  conditions,"  says 
Maynard  Toll,  a  cs  First  Boston 
spokesman.  "It's  not  prudent  to 
maintain  an  expense  base  that  was 
built  up  during  a  bull  market." 

Salomon  Bi-others  left  the  private- 
client  business  for  similar  reasons:  It 
wasn't  an  important  enough  area.  But 
Salomon's  main  problem  is  that  it  is 
too  dependent  on  bond  trading  and 
lacks  the  diversified  revenue  stream 
of  a  Merrill  Lynch  &  Co.  or  Morgan 
Stanley.  "Salomon  Brothers  does  not 


One  problem: 
Expenses  built  up 
during  years  of  stellar 
bond-market  profits 


have  the  ballast,  such  as  large  money 
management,  custodial  services,  or 
cori-espondent  clearing,  that  helped 
stabilize  some  competitors'  earnings," 
says  a  Salomon  spokesman. 

Securities  firms  with  strong  retail 
ecjuity  businesses,  by  contrast,  are 
doing  well.  Charles  Schwab  &  Co.'s 
stock  has  risen  25%  this  year.  Earn- 
ings for  1994  were  up  15%,  to  $135.3 
million,  on  the  strength 
of  mutual-fund  fees, 
which  spiked  59%,  to  a 
record  $156.8  million. 
"The  retail  firms  that 
haven't  been  exposed  as 
much  to  the  bond  losses 
last  year"  are  doing  a  lot 
better  than  those  that 
have,  says  Schwab 
spokesman  Hugo  W. 
Quackenbush. 
CONTRARIANS.  The  stock 
of  Baltimore-based  Alex. 
Brown  &  Sons  Inc., 
which  was  up  22%  in 
1994,  has  soared  another 
22%  this  year,  thanks  to 
investment  banking  and 
retail  commissions.  Al- 
though St.  Louis-based 
A.  G.  Edwards  Inc.  in- 
creased its  roster  of  bi'okers  in  1994 
from  5,100  to  5,400  brokers.  Chair- 
man Benjamin  F.  Edwards  III  says: 
"We've  been  able  to  maintain  profit 
margins  at  10%  or  slightly  above, 
and  we  haven't  let  anybody  go  or 
shiink  by  attrition." 

Several  New  York  houses  bucked 
the  bad-news  trend  as  well.  Donald- 
son, Lufkin  &  Jenrette  Inc.  had  its 
third-best  year  in  1994  and  has 
hii-ed  real  estate  bankers  from  Gold- 
man Sachs  and  more  than  20  emerg- 
ing-market traders  from  Bankers 
Ti-ust.  Morgan  Stanley  says  it  has 
avoided  layoffs  and  nabbed  mort- 
gage-backed traders  from  Goldman 
Sachs.  But  competitors  believe 
shrinkage  at  Morgan  Stanley  is  in- 
evitable. Severely  reduced  bonuses, 
disclosed  to  Morgan  Stanley  employ- 
ees on  Feb.  14,  led  staff  to  dub  the 
event  "the  Valentine's  Day  Massa- 
cre." But,  hey,  at  least  they  still 
have  jobs. 

By  Leah  Nathans  Spiro,  with  Jef- 
frey M.  Laderman  in  New  York  and 
Russell  Mitchell  in  Sayi  Francisco 
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INVESTMENTS 


UP  ON  DOWN 
MARKETS 

Brandes  Partners  discovers 
diamonds  in  the  rub 


IE  BAD  NEWS  BULLS:  Cui'lsm/  <iii<l  IJrandes  are  in  for  the  luny  term  when  they  bay 


ad  news  has  been  a  good  fi'iend  to 
Charles  H.  Brandes.  It  was  the 
bear  market  of  1973  and  '74  that 
'odded  Brandes  to  quit  his  job  as  a 
ockbroker  and  open  his  own  global 
oney-management  firm.  Now,  21  years 
ter,  Brandes  Investment  Partners 
anages  a  tidy  $4  billion  from  its  home 
ise  near  the  crashing  Pacific  surf  in 
el  Mar,  Calif.  But  its  51-year-old 
lunder,  a  dedicated  value  investor  with 
1  eye  for  cheap  stocks,  is  still  a  bad 
3WS  bull. 

Currently,  Brandes  and  his  dozen 
3ung  analysts  are  sifting  through  the 
ibble  of  emerging  markets  from  Latin 
merica  to  Asia  looking  for  nuggets 
;hers  have  discarded  in  their  scram- 
le  to  avoid  the  aftershocks  of  Mexico's 
eso  collapse.  Says  Brandes:  "The  mar- 
ets  are  very  inefficient  and  manic-de- 
ressive.  And  wrong  a  lot." 

Betting  that  the  markets  are  wrong 
as  paid  off  for  Brandes  and  his  inves- 
3rs,  a  well-heeled  lot  who  must  ante  up 
t  least  $100,000  to  get  in  the  money 
lanager's  door.  Over  the 
ast  10  years,  Brandes' 
iteniational  equity  portfolio 
as  i-eturned  a  tidy  annual 
eturn  of  23% — nearly  five 
•ercentage  points  better 
han  the  widely  watched 
lorgan  Stanley  index  of 
European  and  Asian  stocks. 
iKUNKED.  Amid  such  high 
eturns,  Brandes'  assets 
lave  mushroomed  1,500%  in 
ust  six  years.  Last  year, 
lowever,  proved  that  even 
lome-run  kings  sometimes 
•trike  out.  Rising  interest 
■ates  and  political  turmoil 
lit  such  Brandes  favorites 


as  Hong  Kong,  Spain,  and  Italy,  leaving 
investors  nursing  a  3%-  loss  for  1994  af- 
ter a  41%  gain  in  '93.  But  Brandes  says 
one  year's  losses  shouldn't  make  or 
break  an  investment  strategy.  He  pre- 
fei's  to  hold  stocks  for  at  least  three  to 
five  years  and  cautions  against  buying 
whatever  is  faddish.  "What's  a  good 
stock  for  1995?"  he  asks.  "That's  not 
the  right  question." 

Nevertheless,  several  gems  have 
popped  up  on  the  fuTn's  screen  for  long- 
term  value  (table).  Brandes'  right-hand 
man,  Glenn  R.  Carlson,  is  prospecting  in 
Argentina,  where  stocks  have  been  hiw- 
talized  by  fears  of  currency  devaluation. 
Cai-lson's  top  pick:  \TF,  a  big  oil  produc- 
er that  trades  at  only  3.7  times  cash 
flow.  Brandes  is  less  sanguine  about 
Mexico.  Still,  he  continues  to  like  Tele- 
fonos  de  Mexico,  the  peso-shocked  phone 
giant,  whose  American  depositary  re- 
ceipts have  plunged  since  1994.  That 
has  left  Telmex'  price-to-cash  flow  ratio 
at  a  mere  5,  well  below  the  5.7  average 
for  the  slower-growing  Baby  Bells. 


Brandes'  Favorite 
Value  Plays 


TELEFONOS  DE  MEXICO 

MEXICO 

HSBC  HOLDINGS 

BRITAIN 

YPF 

ARGENTINA 

FUJI  PHOTO 

JAPAN 


IBS  FINANCIAL 

U.S. 


Rocked  by  peso  collapse  but  offers 
cheap  cash  flow 

Deep-pocketed  owner  of  Hongkong  & 
Shanghai  Bank  has  strong  China  ties 

This  oil  producer  trades  for  less  than 
four  times  cash  flow 

Plenty  of  cash — and  the  stock  is 
down  8%  since  January 

Another  cash-rich  bank.  And  it 
may  become  takeover  bait 


Brandes  also  is  eyeing  sever- 
al value  plays  among  smaller 
U.  S.  regional  thiifts.  His  top 
pick:  IBS  Financial,  based  in 
Cheiry  Hill,  N.J.  It  has  lots 
of  cash  left  over  from  an  IPO 
and  could  be  a  takeover  can- 
didate in  the  current  wave 
of  industiy  consolidation. 

Although  he's  a  long-term 
investor,  Brandes  is  not 
afi"aid  to  sell  out — even  if  it's 
unfashionable  to  do  so.  In 
1990,  Brandes  bought  Com- 
pania  de  Telefonos  de  Chile, 
then  a  newly  privatized  util- 
ity, for  $12^0  $15  a  share. 
The  stock,  he  recalls,  "was 
being  ignored  in  spite  of  the 
fact  that  Chile  was  one  of 
the  most  successful  econo- 
mies." Less  than  a  yeai-  later, 
with  Latin  stocks  sizzling, 
Brandes  sold  CTC  for  $37.  He 
now  makes  a  similar  case  for 
another  out-of-favor  stock:  France's  Al- 
catel Alsthom.  A  giant  power-plant 
builder,  cable  manufacturer,  and  the 
maker  of  the  French  TGV  bullet  train, 
Alcatel  has  seen  its  stock  decimated  by 
managerial  and  financial  embarrass- 
ments. Now  trading  at  $18,  its  adrs 
were  $29  only  a  year  ago.  But  Bran- 
des notes  the  company  still  has  a  strong 
balance  sheet  and  rich  free-cash  flow. 
And  it's  trading  at  a  third  of  the  cash- 
flow multiples  that  global  competitors 
are  fetching. 

SMALL-CAP  PLAY.  To  identify  the  Alca- 
tels of  the  world,  Brandes  looks  for  low 
ratios  of  price  to  cash  flow,  book  value, 
and  earnings,  among  other  things.  His 
analysts  examine  corporate  accounting 
standards  and  business  prospects,  then 
hit  the  road  to  visit  companies.  But 
even  if  all  screens  flash  "buy,"  Brandes 
strictly  limits  how  much  money  can  go 
into  any  one  company,  industiy,  oi-  coun- 
tiy.  The  firm  never  has  more  than  20%- 
in  emerging-market  stocks,  and  it  Hmits 
the  number  of  equities  in  each  portfolio 
■■i"^^"  to  30  or  40.  "We  want  our 
stock  ideas  to  have  an  im- 
pact," says  Carlson. 

Despite  last  year's  weak 
results,  Brandes  recently 
began  offering  a  portfolio  of 
small-capitalization  overseas 
stocks.  Next  month,  he'll 
launch  his  first  mutual  fund, 
which  will  invest  only  in 
non-U.  S.  stocks.  Around  the 
world,  Brandes  says,  "equi- 
ties are  where  the  wealth 
is  produced."  And  from  a 
value  standpoint,  the  more 
bad  news  the  better. 

By  Nanette  Byrnes 
in  Del  Mar,  Calif. 
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$20* 
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$11 
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STOCK  MARKETS 


JAPAN'S  MARKETS  HAVEN'T 
STOPPED  SHAKING 

And  the  consensus  is  that  the  Nikkei  will  fall  further 


Aftershocks  fi-om  the  earthquake  that 
hit  Japan  on  Jan.  17  are  still  rum- 
bling through  Tokyo's  stock  mar- 
ket. Uncertainty  about  the  size  of  the 
repair-  bill,  how  it  will  be  paid,  and  what 
companies  will  benefit  has  confused  in- 
vestors and  sent  the  Nikkei  stock  index 
on  a  wild  roller-coaster  r-ide.  After 
plunging  to  17,785,  the  index  climbed, 
then  dipped,  and  by  mid-Febr-uary  was 
hovering  at  17,991  (chart). 

Don't  expect  much  impr-ovement.  In- 
deed, a  consensus  is  forming  that  the 
Tokyo  market  is  heading  dovraward — at 
least  over  the  short  ter-m.  The  after- 
math of  the  quake  could  force  inter-est 
rates  up  and  divert  powerful  savings 
pools  contr'olled  by  the  Japanese  govern- 
ment away  fr'om  the  mar-ket  and  into 
the  reconstruction  effort.  On  top  of  that, 
no  one  seems  to  know  what  the  true 
earnings  picture  is  for  many  Japanese 
companies;  since  the  earthquake  has  dis- 
rupted sales  for  some  while  fattening 
order  books  for  other-s.  Says  Jason 
James,  strategist  at  James  Capel  Pacif- 
ic Tjtd.  in  Tokyo:  "The  quake  was  a  clear- 
negative  for-  the  market." 

To  be  sur'e,  almost  no  one  foresees  a 
major-  crash.  That's  because  the  Japa- 
n'.'se  goverrrment  would  likely  intervene 


20000- 


with  the  "price-keeping  operation"  it 
has  used  in  the  past  when  shares  sink 
so  low  that  banks'  equity  portfolios  can 
no  longer  cover-  bad-loan  write-offs.  A 
PKO  means  injecting  public  funds  into 
the  mar-ket  and  jawboning  private  insti- 
tutions into  helping  out. 

But  because  of  the  quake,  the  goveru- 
ment  may  have  less  money  at  its  dispo- 
sal to  buy  shares  this 
year.  In  r-ecent  years, 
the  government  has  cus- 
tomarily or-chestr-ated  an 
upturn  in  the  Nikkei  in 
Febr-uar-y  and  March, 
after  companies  and 
banks  sell  off  shar-es  to 
bolster  their  balance 
sheets  before  the  fiscal 
year  ends.  Now,  some 
analysts  fear  that  r-e- 
bound  may  not  hap- 
pen— or  prove  much 
weaker — because  of  str-ained  govern- 
ment finances.  In  addition,  Alexander- 
Kimnont,  vice-pr-esident  of  Mor-gan  Stan- 
ley Jaj^an  Ltd.,  wor-ries  that  the  gover-n- 
ment  may  channel  money  fi-om  the  post- 
al savings  and  life  insurance  systems, 
which  it  nor-mally  uses  for  pkos,  into 
loans  for  r-ebuilding. 


ROUGH  RIDE 


NIKKEI  STOCK 
INDEX 

19000  -V  

18000   • 
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DATA:  BLOOMBERG  FINANCIAL  MARKETS 


The  short-term  economic  pressu 
on  the  market  ar-e  for-midable.  For  st 
ers,  reduced  consumer  spending  r 
slow  Japan's  recovery  as  fiightened  J 
anese  squir-rel  away  mor-e  money 
the  next  big  temblor.  Department  stc 
and  other  retailer-s  report  a  recent  1 
off  in  tr-affic. 

Mor-e  important,  per-haps,  inter 
rates  seem  poised  to  iTiove  higher, 
the  gover-nment  starts  issuing  possi 
$70  billion  or-  mor-e  worth  of  new  bo: 
to  pay  for  quake  r-ehabilitation.  A 
lysts  see  yields  on  benchmark  10-y 
government  bonds  going  to  5.4%  froi 
current  4.6%.  Money  invested  in  th 
mor-e  attr-active  bonds  could  divert  fur 
fr-om  the  stock  mar-ket. 

Individuals  and  companies  needing 
r-ebuild  assets  lost  in  the  quake  nr 
have  to  sell  shar-es  to  raise  cash.  Tl 
could  help  send  the  irrarket  down 
17,000  or  as  low  as  16,000,  says  Jan 
Capel's  James.  That's  when  the  gove: 
ment  would  probably  initiate  a  pko. 
BIG  GAINS?  As  the  cleanup  continu 
investor-s'  eyes  will  tur-n  to  earnin 
James  Capel  believes  quake-related 
penses  will  pare  corporate  earnin 
growth  to  8%  fr-om  a  pr-eviously  forecj 
20%'  for  the  fiscal  year-  ending  in  Mar 
although  the  fir-m  projects  35%  ear 
ings  growth  for  the  next  fiscal  ye 
Still,  the  Nikkei  is  selling  at  a  mir 
numbing  price-earnings  ratio  of  74 

But  the  true  earnings  pictur-e  coi 
be  clouded  if  companies  use  the  qua 
as  a  pretext  to  charge  off  other  iten 
That  could  further  confuse  investo] 
The  mar-ket  has  alr-eady  discounted  a: 
quake-related  gains  for  constr-ucti 
companies,  whose  share  prices  rose  ju 
after-  the  temblor,  then  dipped  sharp 
Shares  of  electronics  companies  and  d 
partment  stores  ha 
also  dropped. 

Despite  all  the  shor 
term  bears  in  Toky 
there  are  enough  bu 
who  say  it  doesn't  p: 
to  worry  too  mui 
about  Japan's  mark 
for  the  long  haul.  Ev( 
with  new  pr-essure 
inter-est  r-ates  and  go 
ernment  savings  poo! 
the  Nikkei  could  retui 
to  22,000  by  yearen 
they  ar-gue.  John  F.  Bahrenburg,  se: 
ior  strategist  at  Merrill  Lynch  Jap; 
Inc.,  pr-edicts  equity  prices  will  surg 
40%  to  50%  over  the  next  five  years 
Perhaps.  In  the  meantime,  and  esp 
cially  this  spring,  investors  should  1: 
br-aced  for-  r-ougher-  times. 

By  RobeH  Neff  in  Tok 
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Mobile  Pentium. 


Portable  Maximum. 
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J  I :         mi  mad. 


The  10,4"  color  acrii'c 
tnatrix  screen  displays 
65,536  (64K:) 
simultaneous  colors  for 

stunningh  realistic  images  and  brilliant  graphic 


Take  cdl  your  files  with  you,  inclining  full- 
motion  video  and  multimedia  with  the  8 1 0 
million  h^ies  (=772MB)  liarddisk  dnve 


Li 
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liuleii  video 

  bolstered  bt 

die  75MH; 
mobile  Pentium  provides  smootli  pW'ack 
of  full-moaon  and  jull-saeen  video. 


The  biiik-m  sound  system      L  Pj')  ')'' 
includes  a  mierophom'  ami 
speoiier,  plus  poru  for  an  extenui 
microplione  and  speakers  or  heaJplioiU's 


Dual  PCMCIA  expansion  slots 
(T^pe  II  and  Tvpe  lllj  nin  simultiin- 
coHsh-/or  connection  to  yonr  l-AN, 
/ax/modem,  and  more 


1  ~"Y 

INTRODUCING  THE  T4900CT  PENTIUM  NOTEBOOK. 

The  75MHz  mobile  Pentium  '  processur  from  Intel  is  designed  specifically  tor  notehook.s.  Engineered  to  perform  e\-ery  function 
you  need,  faster.  See  and  hear  this  Pentium-powered  touring  machine  today.  Call  1-800-457-7777  for  the  dealer  nearest  you. 


T4900CT  FEATURES: 

•  75MH:  Intel  Pentium,"' 

3.3  volt  processor,  16KB  cache 

•  1 0.4"  dia.  color  SVGA  TFT-LCD 
active  matrix  display 

•  8MB  RAM  expandable  to  40MB 


'  VL  local-lius  video 

'  Audio  jacl(s:  headphone/spe.ikers 

and  microphone 
'  InteKrated  graphics  accelerator 
'  Accupiiint  "'integrated  pointing  device 
I  NiMH  battery  for  extended  life 


•  Pre-installed  software:  LX)S, 
Windows  tor  Workgroups* 
Windows  Sound  System™ 
Run  Time  Video  for 
Windows,'"  Fn-e.sse™ 
software,  and  Indeo™  video 


»  Toll-free  Technical 
Support — 7  days  a  week, 
24  hours  a  day 


In  Touch  with  Tomorrow 

TOSHIBA 

©  1994  TivshiKi  Amt.'ric;i  lnh>rm,uioii  8v>teni,s,  Ini;.  All  pniducts  mJiCHtal  hy  tniJcni.irk  ^ymKils  ;irf  tniJfiii.irkeJ  and/or  ret^istcreJ  hy  their  respective  companies. 
The  Intel  Inside,  rentiiim,  .ind  Intlcn  video  Inj^ns  are  tradein.irks  of  Intel  Girporation. 


le  Wall  Street 


BY  SUZANNE  WOOLLEY 

WHY  SALLIE  MAE 
MAY  SALLY  FORTH 

Value  investor  Harvey  Eisen,  who 
advised  keeping  cool  and  searching 
for  bargains  in  the  1987  crash,  is  still 
finding  undervalued  issues  in  a  mar- 
ket that  has  doubled  since  then.  The 
senior  vice-president  for  equity  invest- 
ments at  Travelers  Group  offers  up 
two  nifty  picks. 

Eisen  calls  his  first  stock,  Sallie  Mae 
— the  Student  Loan  Marketing  Assn. 

WILL  SALLiEACE  THE  FINAL? 


SALLIE  MAE 
STOCK  PRICE 

MONTHLY  CLOSE 


JAN.  '93 


FEB.  14,  '95  ; 


EARNINGS 
PERSHABT 

1996  est, 

«4.75 

1995  Est 
»4.58 

1994 

S5.01 

1993 
»6.41 

1992 

«5.25 


A  OOLURS  f  ISCAL  YEARS  END  MAY 

DATA,  BLOOMBERG  FINANCIAL  MARKOS.  ZACKS  INVESTMENT  RESEARCH 

(SLM) — a  "Newft  play."  SalUe  Mae  has 
taken  a  beating  since  the  government 
announced  in  1993  that  it  would  begin 
making  federally  insiu'ed  student  loans 
directly.  By  1998,  the  government 
wants  direct  loans  to  account  for  100% 
of  such  loan  volume.  The  stock  fell 
from  75  to  a  low  of  32  and  now  trades 
at  about  half  its  1993  high.  But  wdth  all 
the  Newtspeak  about  downsizing  gov- 
ernment, Eisen  says  the  outlook  for 
Sallie  may  be  rosy  again.  "It's  a  terrif- 
ic risk-reward  story,"  says  Eisen.  "It's 
a  big-cap  name,  the  stock  is  down,  and 
it's  a  high-quality  business." 

If  the  govei'nment  backs  off  from 
making  dii-ect  loans,  it  could  mean  ris- 
ing eamings — and  a  rising  stock  price 
for  Sallie  Mae.  Using  a  figure  of  10 
times  eamings,  vs.  its  cun-ent  anemic 
price-earnings  ratio  of  8,  Eisen  reckons 
the  stock  could  hit  50  in  1995. 

Eisen's  second  pick:  an  up-and-com- 
er  called-  WorldCorp  (WOA).  It  is  in  two 
very  different  businesses — one  a  po- 
tential gold  mine,  the  other  a  mundane 
money-loser. 

One  unit,  U.  S.  Order,  develops  haixl- 
ware  and  software  for  such  electronic 
transactions  as  home  banking,  home 
shopjjing,  and  -other  interactive  servic- 


es. Visa  International  paid  $15  million 
last  August  for  exclusive  rights  to  its 
home-banking  technology  and  pays 
U.  S.  Order  a  royalty  of  $8  per  year  for 
every  customer  signed  up  for  the  next 
seven  yeai's.  Visa  has  390  million  card- 
holders worldwide.  If  it  gets  just  2.5 
million  subscribers,  that  means  rough- 
ly $20  milUon  a  year— for  a  company 
with  overhead  of  $6  million.  So  far, 
close  to  40  banks  have  sigTied  on. 

Eisen  sees  huge  potential.  "Visa,  a 
worldwide  organization,  is  saying,  'This 
company  has  what  we  want.'  It's  a  ma- 
jor step  towai'd  home  banking  and  the 
elimination  of  paper  checks,"  he  says. 

The  mundane  part  of  WorldCorp: 
intemational  aii*  cargo.  Its  carrier  oper- 
ates at  a  loss,  but  24.9%  of  it  has  been 
sold  to  a  Malaysian  outfit  for  $27  million, 
putting  the  value  of  the  business  close 
to  the  company's  mai'ket  capitalization. 

Ti'ading  at  8/^,  WorldCorp  gives  in- 
vestors World  Airways  and,  in  effect,  a 
warrant  on  U.  S.  Order's  technology, 
says  Stephen  D.  Weinress  of  L.  H. 
Friend,  Weim-ess  &  Frankson.  Another 
kicker:  A  spin-off  may  be  in  the  works. 
U.  S.  Order  President  John  Backus 
says  that  several  investment  banks  and 
WorldCoi-]3  investors  have  approached 
it  about  doing  an  initial  public  offeiing 
and  that  WorldCoiiD  is  "actively  consid- 
ering" an  IPO  of  20%  of  its  91%  stake 
in  U.  S.  Order.  "This  is  as  open-ended  a 
story  as  I've  ever  seen,"  says  Eisen. 

A  CABLE  OPERATOR 
WORKS  THE  PHONES 

For  another  undervalued  stock  with  a 
Newt  connection,  try  Jones  Inter- 
cable  (JOINA).  The  innovative  cable 
company,  which  canies  Gingiich's  class, 
"Renewing  American  Civilization,"  on 
its  conttnuing-ed- 
ucation  channel,        WIRED  FOR 
trades  at  around        THE  FUTURE 
15.  But  it  could 
be  worth  almost        jones  intercable 
twice   that,  ac- 
cording to  money 
manager  Scott  M. 
Black,  president 
of  Boston's  Delphi 
Management. 

Fear  of  rate 
rollbacks  and 
competition  from 
telephone  compa- 
nies has  cable  "jan '94  feb  14/95 
stocks  out  of  fa-  ■^'""■^''5 

vor     But    Jones     datasloomslrgrnancwl  markets 


STOCK  PRICE 


Intercable  has  a  link  wdth  a  phone  coi 
pany:  Bell  Canada  Intemational,  whi 
has  bought  30%  of  Jones.  Since  B 
Canada  and  Northern  Telecom  are  bo 
owned  by  Canadian  company  BC 
Jones  has  good  access  to  technologic 
developments.  It  also  has  entree 
Britain  tlirough  its  stake  in  Bell  Cab) 
media  (BCMPY),  a  British  outfit  form* 
last  year  by  Bell  Canada,  Cable 
Wireless,  and  Jones. 

Even  in  a  tough  environment,  Jon 
is  gi'owing.  Cash  flow  increased  6% 
1994.  When  Black  talUes  up  the  cor 
pany's  $60  million  in  cash  flow,  valui 
the  cable-TV  station  at  $660  millio 
throws  in  Jones's  stake  in  Bell  Cabl 
Media  and  a  potpourri  of  other  bus 
nesses,  and  subtracts  debt,  he  arriv( 
at  a  breakup  value  of  about  $25 
shai'e.  That's  $2.50  less  than  what  Bt 
Canada  paid  the  company  for  7.5  mi 
Hon  shares  last  December.  Black  hj 
100,000  shares  and  is  still  buying. 


THE  UPSIDE 
OF  UPJOHN 


Merger  rumors  have  long  swirle 
aroimd  Upjohn  (up.j).  But  Oppei 
heimer  investment  strategist  E.  M 
chael  Metz,  who  thought  Upjohn  woul 
be  taken  over  last  year,  says  the  dru 
giant  may  make  it  to  the  altai'  in  199.' 
What's  different  now? 

Freedox  fears,  says  Metz.  The  dnij 
which  aims  to  prevent  secondary  tissu 
damage  from  neurological  injuries,  i 
one  of  Upjohn's  major  new-product  el 
forts.  Clinical  trials  are  ongoing,  bu 
em'oUment  in  the  U.  S.  was  suspendei 
after  a  safety  commission  saw  a  highe 
mortality  rate  in  patients  on  the  dru] 
than  on  a  placebo.  "Upjohn  put  a  lot  c 
confidence  in  Freedox,"  says  Met2 
"Now,  it's  highly  questionable  whethe 
it  win  succeed.  Upjohn  can't  tell  share 
holders  to  wait  six  months  for  a  block 
buster  product."  An  Upjohn  spokes 
man  says:  "We  continue  to  beheve  i] 
Freedox."  Is  merger  pressure  on?  Up 
john  decUned  to  comment. 

A  domestic  buyer  who  could  cut  du 
plication  in  marketing  and  p.&d  t( 
plump  up  the  bottom  line  might  pay  sn 
much  as  50,  says  Metz.  A  foreign  buy 
er  might  pay  handsomely  to  get  Up 
john's  R&D  skill.  The  stock  trades  ai 
34.  Investors  get  a  4.4%  yield,  and  th( 
dividend  looks  safe,  since  Upjohn  hai 
little  leverage  and  no  external  capita 
requirements.  The  stock  sells  at  a  be 
low-average  p-e  of  12. 
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What's  Miriam  Bergmann's 


SECRET  TO  CULTIVATING 

AWARD-WINNING 

RiGOLETTO  Dahlias? 

I 

(it  aint  the  water.) 


'  urc,  tliey  need 
tKc  moisture,  hui  tl 
little  dtirlin^s  really 
perl?  up  to  tlic  cljussics, 
inam. 
it  occurred  to 
tier  at  tlie  Sun  Jose 
Center  for  Performing 
Art.s.Slie  made  tKe  intuitive  leap  during  a 
particularly  stiiring  passage  ol  Stravinski  s 
Rites  of  Spring.  Miriam,  and  lier  dafilias,  can 
be  a  lesson  to  us  all:  a  communit>'  endowed 
witli  a  Kcaltk  y  port  ion  o  I'tlie  Art  s  enriches 
the  lives  ofalUx  Ko  Vive  tliere. 

But  tlie  numerous,  clualit>'  Art  s  groups 
witkin  tKe  Valley  cant  continue  to  enricli  our 
lives  if  tlie  gmups  tKemselves  aix.'  undernourislied. 
TKe  Art  s  need  money  to  grow. 

Enter  tKe  Silicon  \4dlevArtsF  und.  I  Kis 
unprecedented  project  creates  tKe  linancial 
loun  dat  ion  on  w  KicK 
tKe  Valleys  Arts 


groups  can  prosper 
and  grow.  WilKout 
it,  tKe  Arts,  like 
any  entrepreneurial 
Silicon  Valley 
business,  would 
Ke  locKed  into  a 
start-up  mode, 
e  are  calling  on  tKose  in  positions  to 
support  a  tKriving  communih'  ol  world-cla.ss 
Arts  to  do  so.  And  mtiKe  no  misUiKe.  were 
seeKing  mtijor  inxes-toi-s.  Becfiuse  an  in\'es-l- 
mcnt  in  tKe  Arls  I'und  is  nolKing  less  iKan 
an  inves-tment  KacK  into  iKe  labric  ol  Silicon 
Valley.  Its  present.  And  il'  s  lulure.  SolKal  lor 
many  seasons  to  come,  music,  dance,  tKeater, 
tKe  visual  arts,  and  imaginations,  can  spring 
elei-nal.  Alter  all.  tKis  u.sed  to  be  called  tbe 
Oardcn  Valley.  To  tfilK  seriously  about 
supporting  tbe  Sil  icon  Valley  Arts  luncl. 


ART'^  WHERE  YOU  FUND  IT 


please  call 
4()8-244-(5;}91. 


-Mil)  \\'i>  r  f  liiDDiNf  ,,  Si  rn;  aao.  Sax  josi:  CA  ii.iiifi 


PlIOXK:  (IDS) 


-().■!>)  I,     F\\:     (  'l 


In  oiii'  inintl  there's  no  question.  Planning  for  the  future,  iind  building  the  team  to  get  us  there, 
(  W  has  made  WORLDPORT  lA,  the  Port  of  Los  Angeles,  the  premier  port  for  moving  commerce 
'^^im^  around  the  Pacific  Rim  and  throuyhout  the  Americas. 
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WORLDPORT  LA 


I'D.  Box  ISI.  San  Pedro,  CA 9()73.v()151  •  (.ilO)  ^.S2-3S4()  Fax:  (310)  S3I-4S% 


KING  SALMON     '^^E*  WHALES 


Jfi)  COHO 


BLACK  BEARS  LING  COD 


EAGLES 


Is  fishing  at  Waterfall  Hesort,  Alaska 

Business  or  Pleasure? 


1 


11% 


Ford  Dealers  Assn.  of  Southern  California  For  the  last 
7  /  years.  Waterfall  Resort  has  been  our  incentive  /  business 
destination  of  choice.  Our  benefits  include  not  only 
improved  sales  results,  but  the  Waterfall  experience  itself 
helps  build  a  camaraderie  unlike  any  other  travel 
destination  we  have  used.  Dick  Landfield,  Chairman 

Imperial  Bank  Waterfall  is  an  exceptional  resort  simply 
because  it  all  works  so  well.  It  is,  by  far,  the  best  managed 
resort  in  Alaska.  We  look  forward  to  our  annual  return  this 
year  as  we  have  for  the  past  decade. 

Norm  Creighton,  President  and  CEO 

Roberts  Electric  Nine  years  in  a  row.  The  absolute  best 
time  of  our  lives  David  Waugh,  Vice  President 

Flamingo  Hilton  Las  Vegas  Fishing  at  Waterfall  is  the 
ultimate  and  I  can  prove  it  This  year  will  be  my  sixth  return 
visit  to  this  beautiful  resort. ..  .Atmosphere,  service, 
camaraderie,  relaxation  ....the  Ultimate. 

Horst  Dzuira,  President 


Eddie  Bauer  Company  Our  company  is  known  for  its  fine 
reputation  for  high  quality  casual  sportswear,  gifts  and 
accessories.  Waterfall  Resort  exemplifies  the  quality 
experience  we  like  to  associate  with. 

Chloe  L  Mueller,  Manager-Corporate  Licensing 

Bumble  Bee  Seafoods  The  quality  time  spent  at  Waterfall 
with  our  customers,  food  brokers,  and  sales  representatives 
have  forged  lasting  personal  and  business  relationships; 
along  with  enabling  us  to  provide  them  with  unique  educa- 
tional insights  into  our  industry.    Bob  Nickinovich,  Director 

Huntsman  Chemical  Corporation  Waterfall  Resort  is  the 
finest  fishing  resort  in  the  world.  I  bring  a  group  of  20 
guests  every  year.  Jon  M  Huntsman,  CEO 

Monroe  Auto  Equipment  Company  We  have  been  taking 
customers  to  Alaska  for  the  past  five  years  and  Waterfall 
Resort  is  by  far  the  best  trip  yet.  We  are  going  again  in 
1994  and  this  is  the  first  time  we  will  repeat  to  the 
same  resort.  Gary  Raines,  Area  Sales  Manager 


Tear  this  page  out  and  fax  it  to  Waterfall  /  907-225-8530 
and  receive  our  special  resort  video,  hosted  by  Steve  Garvey 
or  mail  to  P.O.  Box  6440-BW,  Ketchikan,  AK  99901 


ATERFALI 

RESORT  U 
ALASKA 


\  Mi'mhcr  ()/  Aluskti's  /iisiJl'  Pa^saiie  Rt'soris 


address 


state/ zip 


telephone 


fax 


IHPORMATION  /  RESERVATIONS:  800-Saa-5125 


Ik  all  Tickefmaster  Outlets 


NIGHTLY 

BUSINESS 


PERCY  BARNEVIK 
Chairman  &  Chief  Executive  Officer 
Asea  Brown  Boveri 


Special  Interviews 


from 


PETER  MIDDLETON 
Chief  Executive  Officer 
Lloyd's  of  London 


BusinessWeek 


Presidents  Forum 


21st-century  Capitalism 

AND  ITS  IMPACT  ON  AMERICAN  BUSINESS 


Making  Sense  Of  It  All. 


February  2 1 ,  22,  &  23 
on  your  public  television  station 


AL  MOSCHNER 
President  and  Chief  Executive  Officer 
Zenith  Electronics  Corporation 


The  Nightly  Business  Report  is  produced  by  WPBT2/Miami  in  association  with  REUTERS. 
Nationally  underwritten  by  Digital  Equipment  Corporation;  A  G.  Edwards,  Inc.; 
The  Franklin/Templeton  Group  and  Public  Television  Stations  nationwide. 


Want  to  give  your  sales  a  real  push? 


Now  you  can,  with. . . 


In  the  uphill  battle  for  more  sales,  the  winner 
isn't  always  the  biggest,  but  the  most  resourceful. 

Which  is  why  Sprint  Business  is  introducing 
i?ea/  Solutions" '  A  new  program  committed  to 
boosting  your  business'  productivity. 

It  all  starts  with  a  free  top-to-bottom  ^ 

■S- 

aetion  plan  that  will  analyze  where  your  s 
business  stands.  And  show  you  how  far 
advanced  communications  can  take  it. 

As  a  Real  Solutions  customer,  you'll 
have  unHmited  access  to  all  the  resources 
of  the  Sprint  Business  Center  and  our  staff 
of  professional  business  consultants.  They'll 
personally  work  with  you  to  identify  new  ways 


to  increase  sales.  And  move  your  business  ahead. 

You'll  also  get  flat-rate  pricing  (to  take  the 
guesswork  out  of  your  monthly  expenses), 
one  simplified  bill  that  combines 
both  voice  and  data  services, 
and  free  software  that  allows  you 
the  convenience  of  receiving 
your  bill  on  a  disk.  You'll  even 
earn  credits  toward  valuable 
business  products  and  services. 
So  call  today.  And  get  Real  Solutions 
from  Sprint  Business.  Because  it's  a  lot  easier  to 
give  your  sales  a  push  when  you've  got  the  right 
team  behind  you. 


IICAPIf 


Sprint 

Business 


Call  1-800-816-REAL 


01994  sprint  Communications  Company  L  P  Monthly  minimum  and  term  plan  apply. 


ivelopments  to  Watch 


TED  BY  PETER  COY 


HOLOGRAMS  THE  SIZE  OF  BILLBOARDS? 

PICTURE  A  100-TIERED  WEDDING  CAKE  WITH  THE  SIDES 

of  each  layer  sloping  slightly  inward  toward  the  bottom. 
If  the  cake  is  made  of  glass  and  the  sides  are  coated 
with  silver,  you've  got  a  stack  of  lenses  that  can  be  used 
to  create  hologi-ams  or  focus  X-ray  lasers  for  production 
of  superdense  computer  chips.  That,  anyway,  is  the  con- 
cept behind  a  U.  S.  patent  awarded  late  last  yeai*  to 
Carl  R.  Amos,  an  independent  inventor  in  Reston,  Va. 

Amos  says  holograms  made  with  his  device  would  be 
viewable  from  any  angle,  making  them  suitable  for, 
among  other  things,  billboai'ds.  He  says  that's  because 
in  forming  the  hologi'am,  part  of  a  laser  beam  coming 
through  the  bottom  of  the  "wedding  cake"  fans  out  over 
a  wide  area.  Walter  M.  Gibson,  dii'ector  of  the  Center 
for  X-Ray  Optics  at  the  State  University  of  New  York 
at  Albany,  says  Amos'  system  seems  to  be  unique — but 
he  can't  vouch  for  how  well  it  would  work. 


ILYMER-OOATED 
IMENTS  THAT 
ILL  LESS  INK 

EW  UNIT  OF  BRITAIN'S 

leral  Electric  Co.  plc  is 
eloping  an  ink  concen- 
e  that  delivers  sharper 
ges  at  a  lower  price  per 
e.  MICAP  Technology 
p.  in  Niles,  III,  a  yeai-- 
spin-off  of  GEC's  A.  B. 
<  Co.,  uses  fine  grains  of 
nent  less  than  10%  the 
neter  of  standard  parti- 
.  Then  it  coats  the  pig- 
it  grains  with  a  poly- 
•.  The  substance,  the 
position  of  which  micap 
I't  reveal  while  patent 
lications  are  pending, 
H  ds  to  the  chemically  ac- 


imCAP  INK  CAPSULE 


'  sites  on  the  particles  so 
7  don't  cling  to  one  an- 
1 5r,  a  common  problem  in 
>  that  results  in  uneven 
i^rage. 

ICAP  Ink  Capsules  cost 
e  per  pound  than  stan- 
i  pigment.  But  because 
y  spread  more  evenly, 
ink  is  needed  to  coat  a 
le,  lowering  the  net  cost, 
■5  Robert  A.  Lustenader, 
AP's  director  of  opera- 
i.s.  Another  advantage: 
ink  is  less  polluting  be- 
36  no  solvents  are  re- 
■ed  to  mix  the  capsules 
the  ink's  varnish.  And 
luse  the  ink  layers  are 
mer,  they  dry  better. 
AP  is  prepared  for  vol- 
'i  production  of  the  first 
(lulation,  which  is  for  sin- 
sheet  presses,  and  Luste- 
J  er  says  the  company  is 
ti'  ing  formulations  foi-  web- 
fi  ijresses,  including  those 
a  ewspapers. 


THESE  MARKERS  MAY 
GIVE  CANCER  TESTS 
BEnER  MARKS 

BLOOD  TESTS  FOR  CANCERS 

of  the  colon,  prostate,  and 
ovaries  are  often  inaccurate. 
One  problem:  Normal,  non- 
cancer  cells  may  also  bear 
the  protein  markers  picked 
up  by  the  tests.  Searching 
for  better  markers,  scien- 
tists at  Matritech  Inc.  in 
Cambridge,  Mass.,  and  at 
Johns  Hopkins  University 
have  identified  a  dozen  so- 
called  nuclear  matrix  pro- 
teins (NMPs).  Each  one  is 
specific  to  a  single  type  of 
cancer  and  is  not  found  in 


any  other  cell.  The  first  nmp 
test,  for  bladder  cancer,  goes 
on  sale  in  Europe  next 
month. 

Detection  is  just  the  be- 
ginning, says  Matritech 
Chairman  and  Chief  Execu- 
tive Stephen  D.  Chubb.  If  the 
proteins  regulate  tumor 
groviTth,  dmgs  should  be  able 
to  block  their  function  and 
slow  the  cancer.  Unlike  ex- 
isting cancer  drugs  that  at- 
tack all  rapidly  dividing  cells, 
NMP  therapies  should  leave 
healthy  cells  untouched.  Now, 
backed  by  a  grant  from  the 
National  Cancer  Institute, 
Matritech  hopes  to  clone  the 
gene  that  expresses  an  nmp 
specific  to  prostate  cancer 


INNOVATIONS 

■  AUSTRALIAN  RESEARCHERS 

at  the  csiRO  Division  of  Ma- 
terials Science  &  Technolo- 
gy in  Clayton,  Victoria,  have 
found  a  way  to  generate  X- 
ray  images  while  sparing  pa- 
tients high  doses  of  X-ray 
radiation.  The  trick:  The  sci- 
entists measure  diffraction 
to  detect  how  various  tissues 
slow  the  X-rays  different- 
ly, in  addition  to  the  tradi- 
tional approach  of  measuring 
differences  in  absorption  by 
tissues. 

■  THE    ARGONNE  NATIONAL 

Laboratory  says  a  bathtub- 
size  "electrorefiner"  could 
process  a  ton  of  spent  nucle- 
ar fuel  a  day.  The  device 
uses  electric  curi-ent  to  sep- 
arate plutonium  from  short- 
er-lived wastes  such  as  ce- 
sium and  strontium.  To  make 
it  operate  quickly,  Argonne 
reduced  electrical  resistance 
by  putting  electrodes  close 
togethei'  and  increasing  their 
surface  area. 

■  MULTICHIP  MODULES  MAKE 

computers  faster  and  smaller 
by  cramming  several  chips 
into  one  package.  Trouble  is, 
they're  expensive.  Dow 
Chemical  says  its  new  chem- 
ical, called  Cyclotene,  should 
make  multichip  modules 
cheaper  to  manufacture. 
Cyclotene  can  be  coated  into 
multiple  layers  of  extremely 
thin  films  on  which  copper 
circuits  can  be  laid  out.  Un- 
like polyimide,  its  nearest 
competitor,  it  doesn't  coiTode 
copper  circuits  or  absorb  wa- 
ter. And  it  goes  on  flat  and 
smooth  with  one  coat. 

BAT     SIEMENS  CORPORATE 

Research  in  Princeton,  N.J., 
they've  developed  a  graphic 
language  called  Gestalt  that 
makes  it  easier  to  spot  bugs 
in  big  software  projects.  Ges- 
talt helps  designers  create  a 
master  plan  for  their  pro- 
gram. Then  it  checks  wheth- 
er connections  between  piec- 
es of  code  are  "permitted" 
by  the  architecture — and 
highlights  them  in  red  if 
they're  verboten. 


He  Client/Server 


The  SAS  System  for  Information  Deliven 
is  a  new  concept  in  ciient/scner  software  It 
provides  workable  strategies  for  overcoming 
the  barriers  that  stand  beuveen  people  and 
the  information  they  need.  For  instance,  the 
SAS  System  strategy  for  universal  data 
access  makes  it  easy  to  reach  all  \i)Lir 
diverse  "islands  of  information  —  including 
host  s\  stem  files,  flat  files. 
and  corporate  DB.MS  s  such  % 
a>  DB2 :  OIl\CLE : 
anddB.\SE:  .i^tSf.-:K 


An  exclusive  Multi\  endor  Architec 
is  behind  the  SAS  Svstcm's  strategv  fo| 
hardware  independence.  Applica 

run  the  same  way  across  PCs.  workstai 
and  host  systems  — making  true  client, 
computing  a  realitv'  while  exploiting  t 
particular  strengths  of  each  platform 

Address  the  needs  of  users  at  eveq 
u  ith  the  SAS  Sy  stem's  strategy"  for  int 
versatility.  .Aji  EIS  interface  puts  dec 
makers  in  command  of  the  facts— wh{ 
need  them.  Tliere  s  also  a  task-oriente( 
menu-driven  interface  tor  business 


Parker 


rai  ivci  yt 

Equipment  i 


And 


riterprise  Wide  I 


)n  for  EIS  and  Beyond 


1  .    plus  object-oriented  and  tull- 
1  programming  environments  for 
il  t ions  developers. 

sAS  System's  applications 
(  ation  strategy  provides  one  seamless 
I  1  tor  virtually  any  application  that 
I  ^  accessing,  managing,  analyzing,  or 
s  iiig  data.  Choose  integrated  tools  for 
i  1  >upport,  reporting,  financial     ^  • 
1  .  market  research,  project  * 
1  nient,  quality  improvement,  ^ 
re.  All  backed  by  SAS  Institute  % 
ital  force  in  the  information  * 


iiitattiir-'  ^ 


Customer  Management 


Sales  Activities 

-t>  -  - 

i  I 

1  1 

industr)'  with  a  strong  commitment  to 
helping  you  succeed  — and  an  unrivaled 
dedication  to  training,  documentation, 
technical  support,  and  consulting  services. 

See  for  yourself  how  the  SAS  System 
of  software  brings  out  the  best  in  your 
hardware  and  the  people  who  use  it.  Just 
give  us  a  call  at  919-677-8200  for  a  free 
video,  plus  details  about  a  free  software 
evaluation. 


•  9k 


SAS  Institute  Inc. 
Phone  919-6-^-8200 
Fax919-6^"-8123 


SAS  is  a  registered  trademark  of  SAS  Institute  Inc- 
Copyright  *:  1994  b>  SAS  Institute  Inc 
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Science  &  Technology 


POLICY 


GADFLY  BOB'  IS 
IN  THE  CATBIRD  SEAT 

The  controversial  plans  of  House  Science  chief  Bob  Walker 


Ever  since  Pennsylvania  voters  sent 
him  to  Congi-ess  in  1977,  Repre- 
sentative Robert  S.  Walker  has 
been  one  of  the  Republicans'  most 
aggi-essive  zealots.  He  led  fierce,  losing 
battles  against  Clinton  Administration 
programs  he  considered  ill-conceived 
"industrial  policy"  or  plain  dumb,  espe- 
cially plans  to  boost  Hmding  for  i-esearch 
and  development  in  industry.  Walker 
even  brought  a  staffer's  pooch  to  Capitol 


His  committee  has  rushed  to  pass 
legislation  requiring  risk  assessments 
and  cost-benefit  analyses  before  agencies 
issue  major  rules,  with  the  goal  of  eas- 
ing the  regulatory  burden  on  compa- 
nies. He's  also  sponsoring  a  bill  to  redi- 
rect $100  million  of  Energy  Dept.  money 
to  hydrogen  reseai'ch,  a  fuel  he  believes 
"has  amazing  potential."  And  he's  about 
to  reassess  how  the  government  stimu- 
lates science  and  technology,  which  could 


WALKER:  Is  his  entlinsiasm  for  science  rucni'ed  by  a  in 


lilt  research  f 


Hill  to  sniff  a  solar  doghouse  developed 
by  the  Energy  Dept.  "Gadfly  Bob," 
Democrats  called  him. 

Today,  the  52-year-old  Walker  no 
longer  has  to  fight  what  he  calls  "a 
gueri-illa  war."  With  the  GOP  victoiy  in 
N(.'vember.  "we  gadflies  are  now  the 
systcn':,"  he  says.  As  chaiiinan  of  the 
I,-"-  Science  Committee,  vice-chair- 
the  House  Budget  Committee, 
■'1  L  Mse  friend  of  St  ieaker  Newt  Gin- 
1,  much  of  the  Waikei"'s  agenda  may 
me  policy. 


H 

nsM? 
and 
g-iic 

bee: 


lead  to  more  general  tax  credits  and 
funding  cuts  for  specific  technologies. 
"He's  not  just  'Crazy  Bob,' "  says  a  vet- 
eran Democratic  aide.  "There's  a  lot  of 
substance  there,  too." 

As  Walker,  a  licensed  race-car  driver 
and  Corvette  buff,  roars  into  the  fast 
lane,  some  technology  experts  cjuestion 
if  it's  the  right  substance.  Walker  holds 
a  passionate  belief  in  the  power  of  sci- 
ence and  technology  to  transform  and 
improve  society.  "We  can  invent  our 
way  out  of  many  problems,"  he  says. 


That's  a  welcome  message  to  the 
ence  community,  which  expects  hiin 
shield  funding  for  basic  research. 

But  many  research  mavens  wo; 
that  Walker's  enthusiasm  is  maiTed 
misunderstandings  and  contradictic 
He  insists  that  the  "federal  gove 
ment's  role  should  be  limited  to  larg 
basic  research."  However,  industry 
pei'ts  say  drawing  stark  lines  betwi 
api^lied  and  basic  research  is  impossil 
"Walker  is  naive  about  how  r&d  op 
ates  in  a  corporation,"  says  one  che: 
cal-industry  executive.  Indeed,  "mi 
of  his  ideas  may  turn  out  to  be  tots 
off-the-wall,"  adds  Representat: 
George  E.  Brown  Jr.  (D-Calif.). 
WHIPPING  BOYS.  Walker's  preferi 
whipping  boys  are  Clinton  progra 
such  as  the  $431  million  Advanced  Te 
nology  Program  (atp)  at  Commerce  i 
the  .$443  million  Defense  Dept.  Techr 
ogy  Reinvestment  Project  (trp),  wh 
fund  high-risk  research  of  interest 
companies.  He  calls  the  programs  a 


Tlie  Republican  victory  has  transforrm 
Representative  Robert  S.  Walker  ( R-Pa.j 
from  "gadfly  Bob"  to  Congress' states- 
man of  science.  Here's  what  he  wants 
to  do: 

•  Focus  government  spending  on 
basic  research,  ending  federal  effortsj 
to  develop  specific  commercially  im- 
portant technologies 

•  Stimulate  industrial  R&D  through 
tax  policies 


•  Base  regulations  on  more  rigorous 
risk  assessments  and  cost-benefit 
analyses,  preventing  agencies  from  is- 
suing onerous  rules 


•  Redirect  energy  research  to  encour- 
age hydrogen  technology 

•  Encourage  companies  to  explore 
more  commercial  uses  of  space 


•  Explore  whether  research  on  global 
warming  may  be  biased  toward  prov- 
ing that  warming  is  occurring 

step  toward  a  misguided  industrial  p' 
icy.  The  natiu'e  of  government  "makes 
impossible  to  pick  winners  instead 
losers,"  he  says.  In  fact,  Repubhca 
are  trying  to  rescind  money  already  a 
propriated  for  these  progi'ams. 

That's  a  big  mistake,  says  J.  Michi 
Bowman,  vice-president  for  advanc 
materials  at  DuPont  Co.  Federal  func 
he  says,  support  fundamental  scienc 
not  product  development,  as  Walk 
staffers  claim.  "The  Republicans  doi 
have  a  good  understanding  of  the  pi 


ismc 

introduces  a  foundry 
for  the  information  age. 


The  fire  of  yesterday's  foundries  burns  today  in  our  hearts.  In  our 
commitment  to  productivity  and  technology.  •  TSMC  is  the  world's 
leading  semiconductor  foundry,  presently  producing  one  million  six- 
inch  wafers  annually,  representing  a  major  share  of  the  global  market. 
•  TSMC  is  a  dedicated  foundry,  where  customers  are  our  number  one 
priority  and  intellectual  property  is  prized.  And  protected.  We  don't 
manufacture  any  products  under  our  own  brand  name,  so  there  are  no 
licensing  issues,  no  conflict  of  interest  fears,  no  requests  for  equity.  • 
Instead,  there  is  seamless  transfer  of  data  and  execution  of  design 
specs.  With  methods  and  materials  that  complement  customer 
designs.  •  In  1995  our  new  billion-dollar  fab  will  begin  production. 
This  fab  will  be  capable  of  producing  30,000  eight-inch  wafers  per 
month  at  state-of-the-art  0.5  micron  technology,  migrating  to  0.35 
micron.  More  than  $400  million  in  annual  investments  will  enable  us 
to  produce  two  million  six-inch  equivalent  wafers  per  year  by  1997.  • 
Find  out  what  it  means  to  be  a  partner  with  the  world's  leading  semi- 
conductor foundry.  •  TSMC.  Forging  a  future  in  the  information  age. 


TSMC,  No.  121,  Tark  Avenue  111,  Science  Based  Industrial  Park,  Hsin-Chu  300,  Taiwan,  R.O.C. 
TSMC-USA,  1740  Technology  Drive,  Suite  660,  San  Jose,  CA  951 10  (408)  437-8762 


IT  S  5:00 

ON  A  FRIDAY. 

oovou  KNOW"" 

YOUR 


O  Relax.  If  you're  CareLine,  Inc.,  you  know  where  all  your  ambulances  are.  At  every  moment.  Right  down  to 
he  nearest  intersection.  Thanks  to  a  revolutionary  new  tracking  system  made  possible  by  a  distributed  computing 
olution  using  Microsoft®  products.  O  CareLine  is  a  top  provider  of  emergency  medical  services  in  the  U.S. 
hey  needed  an  efficient,  cost-effective  way  to  respond  to  a  growing  number  of  emergency  calls.  The  solution? 
3  A  computer-aided  9  1 1  dispatch  system,  built  by  American TriTech,  a  Microsoft  Solution  Provider  On  a  foundation 
'f  Microsoft  products,  including  Windows  NT™  Server,  part  of  the  Microsoft  BackOffice  family  O  The  new  system 
■nables  CareLine  dispatchers  to  pinpoint  ambulances  by  satellite.  So  the  right  vehicle  goes  to  the  right  place  in 
he  shortest  amount  of  time.  Lives  are  saved.  Along  with  money  O  Walter  Arndt  is  Senior  V.R/C.I.O.  at  CareLine: 
We've  shortened  response  times  while  cutting  costs,  and  our  people  are  working  more  efficiently  on  a  system 
liat's  incredibly  easy  to  use.  With  lower  hardware  costs  and  shorter  training  time,  this  system  is  25  percent  less 
•xpensive  to  purchase  and  maintain  than  other  computer-aided  dispatch  systems  on  the  market."  O  To  get  more 
^formation  on  how  Microsoft  can  help  you  gain  business  advantage  using  computers,  call  (800)  437-3  I  I  9,  Dept.  E4V. 


JLANCE 


MicfOSOfL 

WHERE  DO  YOU  WANT  TO  CO  TODAY?™ 


MicfX)Solt  Corporation.  All  nghts  reserved.  Microsoft,  Where  do  you  wont  to  go  today-',  and  Windows  NT  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries 


grams.'"  Bowman  says.  Victoria  F. 
Hayiu's,  vice-president  for  research  at 
B.  F.  Goodrich  Co.,  adds  that  federal 
funding  also  helps  now  that  global  com- 
petition has  caused  companies  to  cut 
back  long-tei'm  research.  "It's  accepted 
that  government  R&D  helps  make  our 
countiy  strong,"  says  Haynes.  "But  let's 
s})end  the  money  on  progTams  that  have 
more  direct  benefit  to  industiy." 

Walker's  critics  also  point  to  excep- 
tions to  his  opposition  to  government 
funding  for  commercial  technologies.  He 
is  a  big  fan  of  Pennsylvania's  $25  million 
Ben  Franklin  progTam,  a  state-corpo- 
rate i)ai1;nership  that  funds  technology 
research,  which  K.  Jack  Yost,  who  over- 
sees a  Franklin  center  calls  "an  amal- 
gam of  TRP  and  ATP."  Walker's  resjionse? 
With  state-run  efforts,  he  says,  "you 
wouldn't  get  the  industrial  j^olicy"  since 
the  ])rogi-ams  respond  to  local  needs. 
FUEL  FRACAS.  In  addition,  opponents 
charge,  Walker  has  no  compunction 
about  throwing  taxpayers'  money  at  ar- 
eas of  resetu'ch  he  favors,  such  as  hydro- 
gen. Walker's  bill  would  pump  millions 
into  research  and  development  for 
eveiything  from  new  ways  of  making 
hydrogen  to  hydrogen-powered  cars  and 
planes.  "He  is  moving  ahead  full  steam 
with  industiy,"  observes  Brown.  "It  is  a 
contradiction,  but  don't  point  that  out." 

Not  at  all,  retorts  Walker.  "Hydro- 
gen isn't  a  technology,  it's  a  vast  field  of 
study,"  he  says.  And  as  a  clean  fuel,  it 
"has  the  potential  to  reduce  the  regula- 
tory burden."  Still,  even  some  Republi- 
cans recognize  that  there's  no  quick, 
easy  path  to  a  hydrogen  economy.  "Hy- 
(h'ogen  has  a  lot  of  problems,"  says  Rep- 
resentative Vemon  J.  Ehlers  (R-Mich.), 
vice-chairman  of  the  science  committee. 

The  bigger  issue,  however,  is  the 
overall  policy  direction.  Under  Clinton, 
the  government  has  doled  out  money 
to  companies  to  help  develop  tomor- 
row's technologies.  Walker  is  sure 
there's  a  better  way.  "Small  entrepre- 
neurial fii-ms  on  the  leading  edge  feel 
that  changes  in  capital-gains  treatment 
are  vastly  more  important  than  any 
government  programs,"  he  says. 

Walker  is  also  exploring  the  idea  of 
killing  progTams  such  as  at?  and  using 
that  money  to  give  companies  an  ex- 
panded R&D  tax  credit.  It  would  cover 
their  own  research  and  also  facilities 
and  research  they  fund  at  universities. 
But  with  the  (;op  so  concerned  with  bal- 
ancing the  budget.  Congress  isn't  likely 
U)  adopt  his  approach  anytime  soon. 

Yet  Walker  is  unfazed.  "Thei-e's  a  cakn- 
nes;-  that  comes  fi'om  knowing  you  have 
the  v.'i:es,"  he  says.  With  his  new  posi- 
tinii  -  ■..■xl  the  (J<JP  majority  in  Congi-ess — 
he  car,  ra\'e  a  pi'ofound  impact  on  Wash- 
ington.- science  and  technology  policy. 

John  Ca)-ey  in  WaHhbigton 


Sports  Business 


EARLY  POINTS:  JOHN  HANCOCK  SPONSORS 
PRE-OLYMPIC  BOXING  TRIALS 


LET  THE  HYPE 
BEGIN 


The  name  of  the  1996  games:  Move  fast,  watch  your  back 


On  Mar.  7,  Atlanta  Olympics  czar 
William  R  Payne  will  auction  off  a 
one-of-a-kind  Hanes  T-shirt  embla- 
zoned with  the  logo  of  the  1996  games 
and  the  number  500  as  the  countdown 
to  the  opening  ceremonies  begins.  At 
Home  Depots  nationwide,  people  are 
shelling  out  $35  for  personalized  bricks 
that  will  go  into  the  building  of  down- 
town Atlanta's  Olympic  Park.  Ticket- 
application  forms  will  be  available  soon 
at  Home  Depot  and  Coke  displays 
eveiywhere.  And  NationsBank  is  under- 
wiiting  the  rehabbing  of  Rmdowii  hous- 
ing near  the  Olympic  Stadium. 

With  just  17  months  to  go  before  the 
1996  summer  games,  Olympic  sponsors 
are  kicking  into  high  gear  (table,  page 
118).  After  paying  as  much  as  $40  mil- 
lion apiece  to  link  their  identities  with 
the  five  linked  rings,  companies  are 
whipping  up  costly  programs  to  help 
them  cut  business  deals,  launch  new 
products,  motivate  emj)loyees,  and  wrap 
their  advertising  in  the  glory  of  the 
gold.  Meanwhile,  wary  Olympics  offi- 
cials ai-e  laying  plans  to  protect  sponsors 
from  "ambush"  advertising  that  could 
steal  the  thunder  from  their  sanctioned 
efforts.  And  the  Atlanta  Committee  for 
the  Olympic  Games  (acog)  is  scrambling 
to  sign  20  more  sponsors — and  keej)  its 
original  budget  plan  on  track. 

Indeed,  acog  must  move  swiftly.  A 


Di  f 


zealous  Payne  &  Co.  promised  Atlaij 
an  Olympics  that  wouldn't  cost  taxpq 
ers  a  nickel.  The  original  plan  called 
ACOG  to  net  $650  million  in  sponsors!] 
and  licensing  fees,  fully  40%  of  tj 
games'  projected  total  revenues  of  $1 
bilhon.  But  many  would-be  global  spo 
sors  balked  at  the  original  $40  milli 
asking  price  for  10  major  categorit 
Payne  had  to  backtrack,  parcehng  o 
smaller  bits  of  turf.  He  now  expects 
sell  sponsorships  in  as  many  as  50  d 
ferent  categories  to  net  the  $650  millic  _ 
NO  PIGGYBACKING.  Even  so,  many  caf 
gories  are  going  begging.  No  domes! 
auto  company  has  signed  on  despi 
Payne's  assertion  in  mid-February  th 
a  deal  is  imminent.  To  help  move  tl 
sponsor  hunt  along,  ACOG  now  is  usii ; 
an  anti-ambush  progTam  as  part  of  i 
sales  pitch.  The  message:  If  you  pay  , 
sport  the  Olymjjic  rings,  rivals  won't  1  *; 
able  to  horn  in.  acog  officials  bristle  ^ 
the  very  mention  of  ads  aired  durii  I 
last  yeai-'s  Lillehammer  Winter  Olympi 
by  Wendy's  International  Inc.,  a  no  f 
sponsor  that  featured  founder  R.  Dav 
Thomas  in  Olympic  settings  in  its  ad\'e 
tising,  causing  more  than  bui'gers  to  Hi 
at  official  sponsor  McDonald's  Corl 
Last  summer's  World  Cup  was  a  veiit!  ■■ 
ble  free-fij-e  zone  for  ambushers,  wi' 
nonsponsor  PepsiCo  Inc.  using  socci 
legend  Pele  to  push  Pizza  Hut  WorK 
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ZNOTEFLEKThe  One 

omputerForAllOfYou. 


Decisions,  decisions. 

Finding  a  notebook 
computer  is  simple 
Finding  one  to  handle  al 
the  things  you  do,  isn't. 

Zenith  Data  Systems' 
Z-NOTEFLEX,  however, 
delivers  everything  you 
need— high  performance, 
long  battery  life,  upgrad- 

Z-NOTEFLEX" 

ability  and  modularity—  uptointeiDX4"M00MHz 

'  '  processor 

in  a  notebook  that  won't  uptoyooMBharddnve 

l6-bit  business  audio 
be  obsolete  tomorrow        Active-matnx,  color  lcd 

TwoType-l!  PCMCIA  slots' 


FLEXSITE 

LCD  video  display  stand 

FLEXBAY 

Battery  charging  bay 
Floppy  drive  bay 

FLEXDOCK 

Enhanced  port  replicator 
Two  Type-Ill  PCMCIAslots" 

FLEXSHOW 

MPC2-compliant 
Double-speed  CD-ROM  drive 
Amplified  stereo  speakers 
TwoTVpe-lll  PCMCIAslots* 


For  example,  when 
you're  away  from  the 
office,  remove  the  flop- 
py drive  and  insert  a 
second  battery  pack 
and,  wham,  twice  the 
computing  time! 

But  that's  ZDS  for 
you.  Who  else  would 
build  a  computer  versa- 
tile enough  to  tackle 
every  part  of  your  job? 

After  all.  Connected 
Cc^mputing— making  computers  and  people 
work  better  together— is  just  what  Zenith  Data 
Systems  is  all  about.  Call  now  to  learn  why 
the  Z-NOTEFLEX  is  the  one  computer  for 
you,  wherever  you  go,  whatever  you  do. 
1-800-289-1279,  Ext.  5160 
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I W5  Zenith  Data  Systems  Corporation  Zenith  Data  Systems  Corporation  is  a  Bulkompany  'Z-NOTEFLEX  supports  two  Type-I.  two  Type-ll  or  one  Type-ill 
\  card  and  FLEXDOCK  and  FLEXSHOW  support  two  Type-I.  Type-ll  or  Type-Ill  PCMCIA  card  Z-NOTEFLEX,  ZDS  and  "Make  The  Connection''  ate  trademarks  of 
Data  Systems  Corporation  IntelDX*!  is  a  trademark  and  the  Intel  Inside  logo  is  a  registered  trademark  of  Intel  Corporation  Specifications  are  subiect  to  change 
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merica 's  space  program  has  always  been  a  source  of  national  pride 
and  positive  motivation,  especially  for  our  young  people.  The  Challenger 
Center  uses  space  as  a  tool  for  an  exciting  new  method  of  teaching  that 
makes  the  study  of  science  and  math  both  interesting  and  practical. 


Donald  R.  Beall 

Chairman  and  CEO,  Rockwell  International 


Keep  The  Stars 
In  Their  Eyes. 

w.  were  lucky.  We  grew  up  with  the  adventure  of  the  Mercury 
Program  and  the  first  steps  on  the  Moon.  Kids  today  just  don't 
understand  the  excitement  that  came  with  each  new  space  shot. 

That's  why  it's  our  turn  to  keep  the  adventure  and  unhmited  potential 
of  space  alive  for  them.  By  actively  helping  Challenger  Center  to 
educate  the  next  generation  of  science  and  engineering  professionals. 

Through  your  personal  donation,  and  by  asking  your  company  to 
contribute,  you'll  help  Challenger  Center  use  simulated  spaceflight 
and  other  hands-on  experiences  to  teach  youngsters  math,  science  and 
technology.  Your  support  helps  us  give  them  the  desire  to  pursue 
these  fields.  And  serves  as  an  investment  in  everyone's  future. 

The  task  is  a  big  one.  And  we'll  need  everyone's  support.  But  there  are 
thousands  of  kids  out  there  who,  with  the  right  encouragement  and 
opportunity,  will  set  their  sights  on  careers  that  will  shape  the  future 
for  generations  to  come.  To  find  out  how  you  and  your  corporation 
can  provide  equipment  or  financial  support  for  Challenger  Center, 
please  call  703-683-9740. 

Help  us  put  the  stars  back  in  their  eyes. 


(hiillengyr 

C  E  N  T  E  R* 
Headquarters 
1055  North  Fairfax  Street.  Suite  100 
Alexandria.  Virginia  22314 

Contact:  Colleen  Phillips 
703-683-9740 

Ttiis  advertisement  and  design  was  donated  hy  AIAA. 
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Update  #5  •  Qosing  Values  as  of  2/1/9S 


Here  are  Ihis  weeks  leaders  Al  ihe  amelusmn  ol  Ihe  mwv 

in  the  Fidelity  Investmenl  pelition.  February  10.  IW5. 

Challeni.'e,  On  Niivember  14.  llie  pailieipanl  with  Ihe  hiali- 

over  .l.'illll  amateur  investors  est  equity  value  will  vvui  a 

began  traduit:  with  a  fietional  Eagle  Vision  TSi  plus  2.011(1 

■2?0.0(IO  porllolio.  Over  the  in  eash.  Other  partieipants 

course  ol  the  ne\t }  months.  will  win  eash.  Fidehty 

they  will  buy.  sell,  or  short  OnLine  Xpress sollwaie 

sell  anv  sloek  listed  on  the  and  Market  Master  t-shirts 

N  YSF.'.  AMFX.  or  ( )TC  tor  their  perlormanee. 

THE  TOP  30  AMATEUR  INVESTORS 

Rank  investor  City.  State  Equity  Value 

1  JayPhsco  Cold  Spiing  Harboi.  MY  $579,850 

2  Dauid  Euansen  Boca  Raton,  FL  $439,099 

3  Richard  Bairan  Rockville,IVID  $418,711 

4  JimJacohsen  Someiset.  KY  $406,804 

5  GanBeinias  Fiamingham,  MA  $398,798 

6  Gregory  Spencer  Sarasota,  FL  $391,131 

7  Yitzhak  Peykai  Biooklyn.NY  $382,409 

8  Raymond  A.  OlsenJr  Ocean  Giove,  NJ  $379,090 

9  Robin  Ashworth  Covington.  KY  $378,604 

10  George  Meigennov  Longwood.  FL  $373,550 
It  Mike  Gilteddei  Momstown.  NJ  $372,196 

12  Anatoly  Raklyai  Biooklyn.NY  $368,603 

13  Steven  Butlei  Ronkonkoma.  NY  $357,514 

14  David  Swanson  Glenview.  IL  $355,083 

15  William  Millei  Murfieesboio.  TN  $353,1  12 

16  Phillip  Zogian  Stuart.  FL  $353,107 

17  Fentofl  Scruggs  Cleveland.  TN  $349,950 

18  Pete  Elliott  Austin.  TX  $349,510 

19  EricBaiid  New  York.  NY  S345.754 

20  Rupert  Boeselt  Lott.TX  $344,155 

21  Jamie  Weiss  Portsmouth.  NH  $340,093 

22  Brian  McKay  New  York.  NY  $337,962 

23  Ted  Campbell  Deerfield.lL  $337,337 

24  ShiileyLytei  Seattle.  WA  $337,287 

25  HeniySodke  Austin.  TX  $335,125 

26  PuM.K.Adil  Ciimbeiland.  Rl  $332,672 

27  Cbailes  Lecbialo  West  Newton.  MA  $332,007 

28  MikeBecich  Wextotd.PA  $330,843 

29  Stanley  Mooie  Corvallis.OR  $330,039 

30  Robert  Sonius  Nicholson.  PA  $329,605 

THE  COMPETITION  UP  CLOSE 

Average  Portlnlio  Value  $240,049 

Average  Peir.entage  Increase  -3.98% 

Aveiage  Numliei  olTiades  Used  41 

Portfolio  Value  ol  the  lOOtb  Ranked  Account  S295.985 

lbs  Fidelity  Investment  Challenge  is  Sponsored  Ry 


FilSelsiy 


Invesimenis 


'lanks  To  Eagle 


Itip  Fidelity  Inmlmenl  ChRllpngp 
1^  pioduced  8  manaqpd  liy 
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wide  outside  the  U.  S.,  despite  McDon- 
ald's and  Coca-Cola  Co.'s  official  ties  to 
the  soccer  extravaganza.  And  those  are 
just  two  examples  among  many. 

Such  debacles  won't  be  repeated  in 
1996  if  ACOG  can  help  it.  A  full-time 
sponsor-protection  director  and  staff  of 
30  will  monitor  ads  and  merchandise 
for  piggybacking.  They'll  respond  to  am- 
bushers  directly,  take  out  name-caUing 
ads  in  newspapers,  and  sue  if  neces- 
saiy.  One  dummy  ad  begins:  "XYZ  Coi^p. 
is  intentionally  misleading  the  Ameri- 
can public  "  A  second  juxtaposes  a 

sponsor's  logo  with  an  ambusher's,  one 
under  the  iiibric  "Hero,"  the  other  un- 
der "Villain."  The  ads,  which  will  dis- 


GOING  FOR  THE  GOLD  RIGHT  NOW 


COCA-COLA  Olympic  Park  attraction, 
torch  run,  ticket  promotion  under 
way.  Already  booked  more  than  $60 
million  in  TV  time  during  games. 

HOME  DEPOT  Sponsoring  Olympic 
brick  program  to  build  store  traffic. 
But  slow  brick  sales  led  to  shifting 
promotion  displays  from  some  store 
entrances. 

IBM  Building  games'  information 
infrastructure.  Already  showcasing  its 
Olympics  expertise  for  clients  with 
complex,  time-sensitive  computer 
needs. 

JOHN  HANCOCK  Sponsors  pre- 
Olympic  events,  then  tries  to  sell  poli 
cies  to  participants'  families.  Using 
Olympic  getaways  as  employee  sales 
incentive. 

NATIONSBANK  Produced  expensive 
video  to  rally  employees.  Already 
using  sponsorship  in  ads. 

SENSORMATIC  Security  firm  is  using 
sponsorship  to  make  its  name  among 
prospective  clients.  Employee  sales 
program  already  in  place. 

DATA:  BUSINESSWEEK 

tinctly  spell  out  acog's  beef  with  am- 
bushers,  will  mn  within  48  hom-s  of  any 
offense.  "We've  got  a  fast-response 
mechanism  in  place,"  says  William 
McCahan,  chief  marketing  officer  for 
Atlanta  Centennial  Olympic  Properties. 

Olympic  sponsorships  have  been  con- 
troversial investments  since  1928,  when 
Coca-Cola  Co.  loaded  1,000  cases  of 
Coke  on  the  U.  S.  Olympic  team's 
freighter  to  Amsterdam.  Today,  the  fi- 
nancial stakes  are  many  times  higher, 
and  the  $40  million  top  sponsorship  fee 
is  just  a  start.  Coke  may  spend  more 


io 


Ifl 

Hi 
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than  $200  million  on  its  homet 
games.  That  includes  ai'ound  $50 
on  an  attraction  near  Olympic  Pai'k 
millions  more  on  a  pin-trading  cen 
billboards,  and  production  of  an  Olj' 
pics-related  TV  program.  Hospital 
during  the  games  could  cost  the  st 
drink  gargantua  upwards  of  $25 
lion.  TV  spots  will  nick  an  additii 
$60  million. 

Coke  expects  to  get  its  mom 
worth.  "It's  imperative  to  us  at  Cc 
Cola  to  pay  off  our  investment  in 
Olympics  before  the  opening  cerer 
nies,"  says  Stu  Cross,  Coke's  direc 
of  worldwide  sports  marketing.  "We 
trying  to  get  in  earlier  and  do  more 
cause  the  sponsorship  costs 
higher."  In  coming  weeks.  Coke  \ 
announce  major  worldwide  pror 
tions.  It  is  expected  to  ch'op  $12 
lion  or  so  to  sponsor  the  Olym 
torch  relay.  In  addition,  it  will  bl"!*"'^, 
prime  source  of  ticket  informat:    ^ ' 
-    via  leaflets  packed  in  with  Cc#«-*^ 
products. 

SMALL  FRY,  TOO.  To  be  effective  " 
sponsor's  hype  must  go  well  beyc  '^f'^l 
using  the  Olympic  rings  in  ads.  J  ^ 
tionsBank  Corp.  produced  an  ins 
rational  ode  by  filmmaker  B 
Greenspan:  It  equates  Olymf't' 
ideals  with  those  of  the  bank,  af' 
nearly  every  employee  has  seen 
IBM  hopes  to  parlay  its  expertf- 
managing  the  games'  olympian  co 
puter  systems  into  an  effective  sa 
tool.  John  Hancock  Mutual  Life 
sixrance  Co.  sponsors  pre-Olymp 
boxing,  swimming,  and  gymnast ' 
meets,  then  makes  sales  calls 
contestants'  families. 

For  smaller  fry,  an  Olympic  sp( 
sorship  offers  a  chance  to  play  re: 
ora  to  marketing's  whale  sharl*"! 
Consider  Sensormatic  Electron] 
Corp.  The  little-known  compa^^c^ 
will  handle  security  at  the  gamtW 
It's  no  coincidence  that  it  will  so 
host  a  meeting  on  security 
sponsors  at  its  headquarters 
Deerfield  Beach,  Fla.  "When 
have  them  here,  we're  obviou^kiiwle 
going  to  take  advantage  of 
showroom  on  our  pi'emises,"  sa; 
Louis  Chiera,  director  of  Olympic  m& 
keting  for  Sensormatic. 

Such  efforts  can  help  even  appare 
profligates  get  their  money's  worth  frc  'li 
a  sponsorship  buy,  if  they  move  fas™:* 
"The  Olympics  can  pay  off,"  says  Ji 
Andrews,  editorial  vice-president  of  tl 
lEG  Sponsorship  Report  newsletter.  "Tl^'- 
Atlanta  Olympics  are  the  next 
worldwide  sporting  event.  You  have 
build  up  to  it,  build  the  hype."  For  tl 
1996  Olympic  hype-building  event,  tl&ll)e; 
starting  gun  has  already  been  fu"ed. 

By  David  Greising  in  Allan. 
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(iLOBAL  WARMING: 
HE  DEBATE  HEATS  UP 

I  Q  tougher  CO2  limits  needed?  The  data  are  inconclusive 


ohn  B.  Shlaes  is  on  red  alert.  As 
executive  dii-ector  of  the  Global 
Climate  Coalition,  a  55-member 
U.  S.  business  group  that  lobbies 
iifluence  policy  on  climate  change, 
■^(■es  an  imminent  thi-eat.  In  March, 
',L':;ites  from  118  nations 
,-ct  to  meet  in  Berlin  for 
most  important  confer- 
'  I  m  global  wanning  since 
Rio  Summit  in  1992, 
■11  they  signed  a  global 
ity  to  stave  off  climate 
n,i;e.  Now,  some  nations 
i;  to  amend  the  treaty  to 
ude  steeper  cuts  in  emis- 
l^  of  carbon  dioxide  and 
IT,  more  far-reaching 
isures.  "Some  of  these 
it;s  could  get  passed," 
•ns  Shlaes.  If  so,  "they 
I  lut  the  U.  S.  at  a  com- 
itive  disadvantage." 
'he  global-waiTOing  hawks 
led  by  36  island  states  in 
South  Pacific,  Indian 
an,  and  Caribbean,  which 
lid  be  tlireatened  by  the 
ig  sea  levels  that  may  ac- 
ipany  any  warming.  The 
iii)nth-old  treaty  initially 
imI  for  industrial  nations 
lUt  emissions  of  greenhouse  gases 
mtarily  to  1990  levels  by  2000.  But 
hawks  have  proposed  that  industrial 
ntries,  which  spew  out  48%  of  the 
•id's  CO,,  reduce  emissions  an  addi- 
lal  20%  "beyond  — — 
(t  levels  by  2005. 
ler  measures  put 
! !  1  by  various 
•iipean  countries, 
K'cially  those 
ly  to  meet  their 
lis,  include  im- 
ing  formal  tar- 
s  and  timetables 
reductions  that 
end  beyond  2000 
1  setting  mterna- 
lal  standards  for 
hnology. 


The  hawks  argue  that  the  more  strin- 
gent measures  are  necessary  because 
the  current  provisions  are  inadequate. 
Last  year,  the  Intergovernmental  Panel 
on  Climate  Change  (ipcc),  the  body  that 
evaluates  global-warming  research,  an- 


nounced that  to  stabilize  the  cumula- 
tive amount  of  CO.,  in  the  atmosphere 
at  even  double  cmrent  levels,  man-made 
emissions  would  have  to  drop  below 
1990  levels.  Then  in  February,  U.  N.  of- 


STILL  LOOKING  FOR  THE  ANSWERS 

A  treaty  to  prevent  global  warming  is  just  11  months  old,  yet  some  countries 
want  stronger  action  now,  including  a  new  20%  cut  in  emissions — despite  a 
lack  of  compelling  new  scientific  evidence: 

•  Scientists  don't  know  if  recent  climate  changes,  sucii  as  warmer  tempera- 
tures, are  part  of  a  long-term  trend  or  whether  they're  natural  or  man-made 

•  Climate  models  are  becoming  more  sophisticated,  but  they  can't  yet  reliably 
predict  the  effects  of  any  global  warming,  especially  regional  variations 

•  It  is  likely  to  take  at  least  five  years  to  find  the  "smoking  gun"  that  signals 
any  global  warming 


ficials  reported  that  9  out  of  15  industri- 
al countries,  including  the  U.  S.,  which 
had  submitted  plans  to  cut  emissions 
under  the  current  treaty,  weren't  going 
to  meet  their  goals.  In  fact,  Japan  esti- 
mates that  by  2000  its  emissions  will 
be  3.1%  higher. 

Tougher  measures,  however,  even  if 
ratified,  may  have  little  immediate  im- 
pact. "Until  industrial  nations  meet  theii" 
cuiTent  goals,  more  ambitious  progTams 
are  sure  to  fail,"  says  one  Chinese  offi- 
cial. China,  India,  and  Saudi  Ai'abia  will 
be  among  the  nations  opposing  stricter 
emissions  standards.  Moreover,  since 
only  18  out  of  36  industrial  countries 
have  filed  their  plans  for  cuts,  policy- 
makers don't  have  enough  data  to  move 
forward,  say  others.  Then  there's  the 
cost:  No  one  has  studied  the  economic 
impact  of  a  20%  cut,  al- 
though a  1992  Stanford  Uni- 
versity study  did  conclude 
that  the  faster  emissions  cuts 
are  made,  the  more  expen- 
sive they  will  be. 
"FINGERPRINTS."  Even  SO, 
those  calling  foi'  stricter  stan- 
dards say  plenty  of  scientific 
evidence  indicates  a  global 
warming  may  be  under  way. 
They  cite  everything  from 
satellite-confinried  rises  in  sea 
level,  recent  increases  in  the 
frequency  of  the  tropical  El 
Nifio  chmate  systems,  a  rise 
in  global  temperatures  of 
about  0.4C  this  centui-y,  and 
record  high  temperatures  in 
the  1980s,  wliich  resumed  last 
year  after  a  three-year  cool- 
ing. The  recent  relative 
change  of  recorded  tempera- 
tures on  the  surface  and  in 
the  atmosphere  provides 
what  James  E.  Hanson,  head 
of  NASA's  Goddard  Institute  for  Space 
Studies  in  New  York,  calls  "evidence  for 
the  fingei-jjrints"  of  a  global  warming. 

Yet  Hanson  and  others  also  agree 
with  Thomas  Karl,  a  scientist  at  the 
National  Climatic 
Data  Center,  who 
says  it  is  prema- 
ture to  draw  con- 
clusions. Scientists 
need  a  longer  rec- 
ord of  data  such 
as  surface  land, 
water,  and  atmos- 
pheric tempera- 
tures, sea-level  ris- 
es, and  how  much 
sunlight  reaches 
the  atmosphere. 
That,  plus  data  on 
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historical  climate  fi'oni  coral,  ice  coi'es, 
and  tree  rings,  will  help  them  to  deter- 
mine whether  wanning  is  a  long-term 
trend — and  if  it  is,  whether  it's  caused 
by  natiu-al  forces  or  by  man-made  gases. 
"We're  learning  to  distinguish  the  natu- 
ral changes,  and  we  know  what  it  takes 
to  do  the  detection,"  says  Tim  P.  Bar- 
nett,  an  expert  in  detecting  global 
warming  at  the  Scripps  Institution  of 
Oceanogi'aphy.  "But  it's  hard  to  justify 
more  draconian  measures  based  on  the 
information  we  have." 

Scientists  are  imj^roving  climate  mod- 
els used  to  predict  changes.  Recent  re- 
seaix'h  has  led  to  a  better  understanding 
of  the  role  clouds  {)lay  in  absoi-bing  sun- 
light, how  much  CO.,  forests  and  oceans 
soak  up,  the  coohng  effect  of  pollution 
and  volcanic  eiuptions,  and  liistorical  cli- 
mate. By  plugging  such  infor-mation  into 
the  climate  models,  along  with  more  re- 
cent data  on  greenhouse  emissions,  the 
models  now  predict  lower  potential 
warmings,  about  2F  to  4F,  further  into 
the  future.  Even  so,  predictions  remain 
speculative,  especially  those  involving 
any  regional  climate  variations. 
SMOKING  GUN.  Meantime,  research  con- 
tinues to  add  new  dimensions  to  the 
global-warming  puzzle.  By  applying 
time-series  analysis  techniques  he  de- 
vised, David  J.  Thomson  of  at&t  Bell 
Laboratories  recently  found  that  in  the 
middle  of  this  centuiy,  just  as  CO.,  lev- 
els wei'e  taking  off,  the  timing  of  the 
earth's  seasons  was  disrupted — they 
started  earlier  in  some  places,  later  in 
others.  "The  data  suggest  that  the  rate 
of  drift  in  the  annual  cycle  is  unprece- 
dented and  appears  to  be  coirelated  to 
the  increase  in  carbon  dioxide,"  says 
Jeffrey  J.  Park,  associate  professor  of 
geology  and  physics  at  Yale  University. 

If  Thomson's  work  pans  out,  it  sug- 
gests that  one  effect  of  rising  CO.,  levels 
could  be  more  unpredictable  seasons. 
In  any  locale,  the  annual  cycle  of  tem- 
peratui'e  is  controlled  either  by  the  cycle 
of  sunlight  received  there  or  the  cycle  of 
heat  transported  from  elsewhere,  the 
tropics,  for  instance.  Thomson  specu- 
lates that  rising  levels  of  CO.,  may  dis- 
rupt the  balance  of  those  cycles. 

Thomson's  work  is  sui'e  to  kick  oft"  de- 
bate and  new  reseai-ch.  But  even  scien- 
tists who  believe  a  warming  is  under 
way  concede  it  wiW  be  at  least  5  to  10 
yeai-s  liefore  they  find  the  "smoking  gun" 
or  "guns"  that  signal  it — and  enough  ev- 
idence to  indicate  that  CO.,  is  the  cause. 
Absent:  that  ammunition,  global-warm- 
ing ha\\ !.  are  uiiiikely  to  muster  enough 
political  support  for  more  expensive  ac- 
tion— at  least  for  now.  But  if,  as  some 
scientists  predict,  the  mercuiy  keeps  ris- 
ing, drastic  measures  could  ciuickly  be- 
come more  politically  fashionable. 

By  Emily  T.  Smitit  in  New  York 
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A  RACE-NEUTRAL' 
HELPING  HAND? 

To  survive  in  the  '90s,  affirmative  action  may  have  to  adap 


Pacific  Gas  &  Electric  Co.  has  long 
been  a  pi-oponent  of  affirmative 
action.  But  these  days,  the  San 
Francisco-based  utility  says  down- 
sizing has  made  it  nearly  impossible  to 
meet  to  its  minority  hiring  targets. 
"We're  always  playing  catch-up,"  giipes 
Barbara  Coull  Williams,  pg&e's  human 
resoiux-es  vice-president.  That's  why  the 
federal  contractor  is  asking  Washington 
to  approve  a  pilot  program  that  would 
coimt  mentoring  and  leadersliip-develop- 
ment  seminars  as  part  of  its  affirma- 
tive action  program. 

What  a  difference  a  few  years  can 
make.  Through  the  1980s,  Big  Business 
backed  federal  antibias  niles  because 
they  provided  a  shield  from  discrimina- 
tion suits.  But  today,  the  climate  for  af- 
tinnative  action  has  changed.  It's  under 
assault  in  the  states,  Congi-ess,  and  the 
Supreme  Court.  Now, 
even  Corporate  Ameri- 
ca is  having  second 
thoughts. 

Some  companies  and 
poMcy  experts  ai-e  devis- 
ing new  ways  to  offer 
preferential  treatment. 
The  delicate  task  is  to 
assuage  the  wliite  back- 
lash without  igniting  a 
black  one.  One  option 


BEYOND  QUOTAS 


Employers  want 

credit  for 
their  diversity 
programs,  too 


oyei^  c( 
,s  to  pe 
overc( 
titages 

now  gaining  political  momentum:  brealji' 
based  on  economic  need,  not  race 
gender  "In  this  environment,  you  ms\l 
have  to  choose  between  diluting  the  coi  y 
cept  or  losing  it  altogether,"  says  Miltc  [jft  ^j, 
D.  Morris,  vice-president  of  the  Joiiurtijjj 
Center  for  Political  &  Economic  Studie  {fitjjj  5 
a  black  think  tank  in  Washington.  jftfjtj 
CONFLICTING  NUMBERS.  The  affirmativ  [„  ijjj 
action  debate  is  arousing  emotions  c  ,.|,jfj, 
all  sides.  And  it's  hard  to  cool  feehn|)|) 
down  with  hard,  cold  numbers,  sine  1 
few  exist  and  most  of  the  reseaix'h  is  h  j 
conclusive.  University  of  Chicago  econ(  g 
mist  James  J.  Heckman,  for  exampL 
has  shown  that  antibias  laws — whic'ij^jj 
don't  i-equire  efforts  beyond  nondiscrin  (jj^jj 
inatory  behavior — had  a  greater  effe(jfppj 
than  affirmative  action  in  promotinj)j,j  v 
black  employment.  But  those  studie  ij^-jj, 
only  looked  at  the  years  1964  to  1975.  jj'^j 
And,  as  usual,  ^^[(^^^ 
^.^^  statistics  are  usey^jj^i 
to  support  both  sides 
By  1992,  5.3%  of  black'tJJ|J^ 
3.2%  of  Hispanics,  an  , 
2%  of  Asian  American 
held  managerial  posi, 
tions,  compared  wit 
less  than  1%  for  eac 
gi'oup  in  1966,  says  th 
Equal  Employment  Op 
portunity  Commissior 
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"To  remain 
competitive 

intotlie 
next  century, 
read  tliis 
bool(!" 

-Peter  Lynch,  vice  Chairman, 
Fidelity  IVIanagement  and  Research  Company 


•  Dnents  view  the  jump  as  evidence 
iffirmative  action  has  helped  but  is 
leeded  to  integrate  the  workforce, 
nents  see  it  as  proof  that  racial 
rences  have  done  their  job.  Now, 
insist,  it's  time  for  new  ideas, 
eferences  based  on  economic  need 
both  sides  a  compromise  of  sorts. 
on  Administration  officials,  strug- 
to  respond  to  angry  white  male 
s,  are  now  beginning  to  examine 
lea. 

needs-based  system  is  also  gaining 
among  the  GOP 

moderate  Demo- 

,  who  want  to 

!r\'e  some  breaks 

le  disadvantaged. 

n't  want  to  throw 

laby  out  with  the 

vater,"  says  Clint 
!(|  k,  vice-president 
ti  e  libertarian  In- 
ti  e  for  Justice.  He 
,  ping  congi-ession- 
li  epublicans  draft 
>!'  ation  that  would 
r  se  a  needs-based 
y  'm  in  school  ad- 
1  ons,  federal  con- 
r;  ing,  and  employ- 
1  .  Bolick  says 
V.  oyers  could  "give 
ic  to  people  who 
£  overcome  dis- 
c  ntages  in  their 


New  Thinking 
on  Affirmative 
Action 

LIMIT  BREAKS  TO  NEEDY 

This  would  counter  claims  that 
affirmative  action  helps  well-off 
minorities.  But  minorities  fear 
being  squeezed  out  by  poor  whites. 

RESTRICT  USE  BY  NEW 
IMMIGRANTS  Supporters  argue 
that  minorities  suffering  past  dis- 
crimination deserve  benefits  more 
than  new  immigrants. 

FOSTER  DIVERSITY  Instead 
of  strict  head  counts  of  women 
and  minorities  under  affirmative 
action,  companies  prefer  diversity 
strategies  intended  to  foster  a 


years  ago,"  says  Curtis  White,  Honey- 
well's vice-president  for  corporate  di- 
versity. "But  a  plan  like  that  cannot  be 
put  in  place  indefinitely." 

The  flaws  in  affirmative  action  have 
led  some  refonners  to  call  for  its  ehmi- 
nation.  Lawi'ence  H.  Fuchs,  a  profes- 
sor at  Brandeis  University,  would  start 
by  denying  benefits  to  new  immigrants 
because  he  argues  they  haven't  suffered 
past  discrimination  in  the  U.  S.  After 
that,  "we  have  to  say  at  a  date  certain, 
all  counting  by  race  should  be  phased 
out,"  he  says. 

Charles  Kamasaki, 
policy  director  of  the 
National  Council  of  La 
Raza,  an  Hispanic  civ- 
il rights  group,  wor- 
ries about  drawing  a 
line  that  defines  who 
has  suffered  discrimi- 
nation. He  notes  that 
a  longtime  U.  S.  per- 
manent resident  may 
have  suffered  as  much 
bias  as  an  African- 
American. 

Blacks,  too,  have 
their  doubts  about  af- 
firmative action's  suc- 
cess. In  the  long  mn, 
some  think  self-help 
may  serve  them  bet- 
ter than  painful  inte- 
gi"ation  efforts.  Young 
African  Americans  are 


)ponents  say  a    flocking  to  historically 


-  based  system 

1  I  (1  still  benefit  mi- 
!C  ies,  who  are  dis- 
ii  ortionately  poor, 
ii  critics  say  an  eco- 
iG  c  test  is  no  pana- 
el  In  1993,  20.3  mil- 
(  white  households  earned  under 

2  '00,  compared  with  6.7  million  black 
r  4  million  Hispanic  households. 
^.  I'd  have  an  awful  lot  of  needy 

L's  taking  the  place  of  blacks,"  says 
L  -all  Thernstrom  of  the  conserva- 
i  Manhattan  Institute  for  Policy 
I  'arch. 

I  )FF  POINT.  Meanwhile,  companies 
r  ;ti'uggling  to  balance  the  interests  of 
r  loyees.  Instead  of  having  the  gov- 
r^  lent  set  staffing  goals,  companies 
?i :  credit  for  "diversity  strategies." 

/  aim  to  develop  all  employees  by 

■dng  workers  sensitive  to  each  oth- 

diverse  backgrounds. 

oneywell  Inc.,  for  one,  sponsors 
/I  cshops  on  employees'  cultures  and 
'  a  re\aew  process  to  identify  prom- 

•  candidates.  It  says  such  progi-ams 
'  promote  minorities  and  defuse  the 

('  backlash  against  racial  preferenc- 

•  'The  affirmative  action  process  at 
i  /ywell  was  successful  up  until  three 


BLACK  SELF-HELP  Some 
African  Americans  prefer  creating 
their  own  avenues  for  success-for 
example,  all-black  colleges-rather 
than  relying  on  affirmative  action. 

DATA:  BUSINFSS  WEEK 


black  colleges,  where 
enrollment  rose  25% 
from  1986  to  1992, 
compared  with  an 
overall  13.8%  jump  at 
all  U.  S.  colleges,  ac- 
cording to  the  United 
Negro  College  Fund.  White  colleges 
"have  not  engaged  in  the  wholesale  re- 
ciTjitment,  admission,  and  nurturing  of 
[black]  students,"  says  Walter  J.  Leo- 
nard, foiTner  president  of  Fisk  Univer- 
sity in  Nashville. 

Regardless  of  how  the  debate  goes, 
the  progress  of  minorities  and  women 
in  the  workforce  won't  come  to  a  halt, 
say  executives.  They're  an  increasing 
portion  of  the  labor  market.  And  com- 
panies need  to  reflect  their  more  di- 
verse customer  base  to  gain  a  competi- 
tive edge.  Even  if  affirmative  action 
were  repealed,  "we  would  still  need  dif- 
ferent types  of  people,"  says  Susan  K. 
Cooper,  senior  vice-president  at  Bell- 
South Corp.  The  trick  for  policymak- 
ers will  be  to  map  a  coarse  that  will 
bring  people  together,  not  split  them 
further  apart. 

Bij  Catherine  Yang  in  Washington, 
with  Maria  Mallory  in  Atlanta-  and  Al- 
ice Czineo  in  Sa7i  Francisco 


DISCIPLINE 

MARKET 
LEADERS 


Michael  Treacy 
&  Fred  Wiersema 


A  new  breed  of 
company  is  reinventing 
the  rules  of  competition  — 
dominating  its  market  by 
choosing  one,  and  only  one, 
of  three  values:  best  total  cost, 
best  product,  or  best  total  solution. 
To  see  how  this  powerful 
concept  works  at  today's  most : 

successful  companies,  read 
The  Discipline  of  Market  Leaders, 
the  book  that  sets  the  business 
agenda  for  the  next  decade. 

"It's  taken  over  a  decade  of 
struggle  in  the  telecommuni- 
cations market  wars  for  AT&T 
to  learn  what  Is  conveyed 
within  the  covers  of 
this  excellent  book." 
—Robert  E.  Allen,  ceo,  at&t 

A  ADDISON-WESLEY 


TECHIMOLOGY 
GUIDE 


Technology  continuously 
changes  the  way  we  do 
business.  To  help  main- 
tain the  competitive 
edge,  business  profes- 
sionals  are  constantly 
looking  for  new  products 
and  services.  That's 
where  the  Technology 
Guide  steps  in,  This 
advertising  directory  of 
technology  marketers 
provides  both  readers 
and  advertisers  with 
invaluable  contacts— 
instantly. 

For  fast  response,  call 
the  phone  numbers  with- 
in each  advertisement 
or  mail  in  the  reader 
response  card. 

Advertisers,  for  more 
information,  call 
1-800.217-3071. 


Special  AdverUsing  Section 


Trouble  using 
files  &  disks  between 
Macs  and  PCs? 

Obviously,  you've  never  let 
a  DataViz  product  do  it  for  you. 

Conversions  Plus® 
for  Windows 


Use  Mac  disks  in  your  Windows  PC  (or  DOS  disks  in  your  Mac). 
Easily  convert  files  between  various  Mac  &  PC  Word  Processing, 
Spreadsheet,  Graphics  &  Database  formats  while  maintaining 
formatting  like  bold,  italic,  tables,  etc. 

Convert  in  either  direction  between  many  different  programs 
like  WordPerfect  &  Word  or  Lotus  &  MS  Works  (1 ,000's  of  combosll 

Call  DataViz  now  for  more  info! 

800-671  -  1114 

jloViz,  Inc  55  CorporoleDr  ,  Trumbull,  CT  06611  Tel  (203)  268W30  Fax  (203)  268-4345 


CABLE  READY 


Imagine  being  able  to  see  all  your  real-time  plant  data 
from  every  source  across  the  company-MRP,  MES, 
SCADA,  PLCs.  MMIs-all  on  one  screen,  through  one 
familiar  interface.  Introducing  PlantTV,  a  powerful  new 
automation  solution  that  gives  you  live  access  to  the 
information  you  need  for  faster,  more  effective  deci- 
sions directly  from  your  PC.  Whatever  channel  you 
select,  PlantTV  displays  your  information  in  tables, 
charts,  bar  graphs,  and  countless  other  ways.  Call  us  at 
800-526-3486  or  fax  617-769-1990  and  get  PlantTV 
on  your  network. 


Intellutlon 


Inlellution  is  a  registered  trademark  and  f'ianlT  V  is  a  iradcniark  nl  iniclluliun  Inc  All  ^nhc 
brand  or  product  names  are  trademarks  or  registered  trademarks  ol  their  respective  holders 


'*mEBlT 

Free  Telecommuting 
&  Internet  Kit 

ow  Telebit  gives  your  business  all  the  networking 
dvantages  of  the  big  corporations.  With  the  twin  bene- 
ts  of  telecommuting  and  Internet  access,  you'll  stay 
urrent  with  e-mail;  access  the  latest  spreadsheets, 
lans  and  presentations;  or  surf  the  Internet  for  vital 
usiness  information  and  contacts.  All  available  when 
nd  where  you  choose. 

elebit,  the  pioneer  in  on-demand  networking  since 
982,  offers  a  new,  no-nonsense  information  kit  to  get 
ou  going.  And  each  kit  includes 
elebit's  exclusive  "Internet  Primer," 
omplete  with  a  handy  glossary  and 
tart-up  tips. 


.1  today's  business  climate,  staying 
1  touch  isn't  an  option-it's  a  must. 
Jnlock  the  power  of  telecommuting 
.nd  the  Internet  now;  call  1-800-TELEBIT 


Big  Business  Teclinology 
at  a  Smali  Business 
Price 

Motorola's  l\tew  Vanguard  FRAD  For  $799. 

Motorola's  new 
Vanguard'"  FRAD  cuts  the 
cost  of  high-speed,  highly 
efficient  LAN-WAN  data 
networking.  So,  now  even 
small  businesses  can 
afford  the  best  technology  available.  For  terminal-to- 
host  applications,  it  is  simply  unbeatable.  Vanguard 
saves  you  money  on  line  costs  and  lets  you  integrate 
multi-protocol  data  for  a  lot  less  than  traditional 
routers.  It  takes  up  very  little  space  and  is  easy  to  use. 
Just  plug  it  in.  Motorola's  family  of  low-cost,  high- 
quality  Vanguard  FRADs  includes  one  with  integral 
DSU.  Motorola's  Vanguard  FRAD.  A  little  something  for 
everyone.  For  more  information,  call 
1  800  426-1212,  ext.  895.  /j^ 


MOTOROLA 


Vanguard  and  Motorola  are  trademarks  of  Motorola,  Inc 
©1995  Motorola,  Inc 


Special  Advertising  Section 


QUESTIONS? 

WE  HAVE  THE  ANSWERS 

Whether  you  are  a  beginner  or  an  expert,  work  at  home  or  in 
the  offiee.  ehanees  are  you  have  unanswered  questions  about 
your  computer.  This  prevents  you  from  using  your  computer 
to  Its  fullest  potential.  That's  where  PC  Novice  comes  in  .  .  . 

Written  in  plain  English. 
PC  Novice  is  easy  to  understand 
and  includes  sections  from 
"Computing  Basics"  to  "Family 
Computing"  to  "Working  At 
Home."  PC  Novice  also  covers 
the  latest  software  and  hardware 
products,  and  teaches  you  how 
to  use  them  by  providing  "how- 
to"  instrLiclional  articles. 

Take  advantage  of  this  RISK-FREE*  offer  and  subscribe  today. 

12  issues  only  $24 

To  order,  call  1-800-472-4100  and  mention  Code  4518 


//  \,Ni  i/ic  11,11  i  iiiuph  li  h  salislicJ  with  PC  N.ivicc.  1 <■/  Vfi/r  \uhs(  nplitiii  ami 
<■<  live  nil  iiiiiiifiluilt'  niiiiul  h'l  (ill  iiiiiiiailed  i\Mif\—Nii  QiifWiinn  A^kcJ' 


Computer  Displa 


PRESENTATION  TECHNOLOGY 

Allech  a  leatjing  manufacturer  in  multimedia,  intro- 
duces a  series  of  scan-converters  whicfi  translate 
digital  PC  signals  into  analog  TV  signals,  (NTSC  or 
PAL),  therefore  converting  a  TV  screen  into  a  large 
PC  display.  PC  display  on  TV  technology  is 
extremely  cost  effective,  portable,  very  simple  to 
understand,  install  and  exceedingly  user  friendly. 

Using  one  of  the  AITech  scan-converters,  profes- 
sionals can  now  bring  their  laptop  computer  into  a 
clients  office  and  use  a  standard  TV  to  run  a  clean, 
clear,  high-impact  presentation,  at  minimal  cost, 
creating  a  lasting  impression. 

Call  (800)  882-8184  A  TTppli 

510-226-9169  (Int'l)  ^m^i^ii 

To  Order  or  for  Nearest  Retail  Location  'MuiHmedia 
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Bellcore 

Training  and  Education 

Are  you  ready  for  the  informa- 
tion superhighway?  Do  you 
need  a  personal  trainer  to  get 
technology-smart? 

Bellcore's  personal  trainers 
can  start  your  conditioning  pro- 
gram now.  Certificate  pro- 
grams, computer-based  and 
videotape  training  programs,  teletraining,  and 
hands-on  sessions  in  the  world's  largest  multivendor 
telecommunications  laboratory,  will  prepare  you  for 
the  challenges  ahead. 

Get  technology-smart  today.  Take  a  ride  on  the  infor- 
mation superhighway  and  access  www.bellcore.com 
for  a  preview  of  over  400  courses.  To  get  your  copy 
of  Bellcore's  1995-96  training  catalog,  call 
1-800-521 -CORE  or  908-699-5800 
or  fax  908-336-2559 


Logic  Works. 

The  Leader  in  Model-Based 
Client/Server  Development  Tools. 

Logic  Works  of  Princeton  l\IJ  is  the  leader  of  a  fast- 
growing  category  of  graphical  software  tools  designed 
to  speed  client/server  application  development.  Its 
database  design  tool,  ERw/n,  helps  developers  create 
client/server  database  applications  faster  and  easier, 
with  higher  levels  of  quality  and  performance.  BPwin, 
its  business  process  modeling  tool,  helps  organiza- 
tions analyze  and  refine  business  processes  for 
greater  efficiency. 

Praised  for  their  ease  of  use, 
power  and  affordability  by  cus 
tomers,  leading  analysts  and 
publications,  Logic  Works' 
graphical  tools  deliver  excep- 
tional productivity  for  thou- 
sands around  the  world. 
For  more  information  on 
Logic  Works,  call 
1-800-78-ERWIN 
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Special  Advertising  Section 


Access  Data 
Tom  Multiple 
Hosts  and 
.^rvers  in  Your 
I  iterprise»».and 
Never  Leave 
)ur  Desktop  Applications! 

YiHi  need  intormation  from  your  IBM  maintrame,  AS/400, 
\.\,  or  server.  You  need  to  access  this  data  from  your  desktop 
—now!  And  the  last  thing  you  need  is  to  have  to  exit  your 
iiiJows  applications  to  get  to  the  mformation. 
The  solution  is  RUMBA®  OFFICE— the  one  connectivity  soft- 
ire  product  that  lets  you  access  data  from  multiple  hosts/servers 
\.  lur  enterprise.  Right  from  your  desktop.  Through  the 
mdows  graphical  user  interface.  Directly  from  your  Windows 
plications.  So  you  can  work  with  the  data  as  easily  as  you  work 
til  Windows. 

Ciet  connected. .  .and  stay  connected — regardless  of  your  net- 
.rk's  architecture.  Call  1-80048-RUMBA. .  .now' 


Wall  Data  Incorporated 
\.E.  122nd  Way  •  Kirkland,  WA  98034 
1.800-48-RUMBA 

5  1W5  Will  P.iH  lnc,itp.ic,iieJ  All  riEhli  KxneJ  The  \V,II  D,,r,,  l,ic„  ,,n, 
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Tally 

High-Speed,  Page  Printers  for 
''Mission  Critical"  Printing 


Tqo^o 

^^^H  T9030D 

^^^Mr  TqoJ^od 

•  30  and  40  Pages  Per  Minute  (Duplex  Avaii) 

•  300,000  Pages  Per  Montli 

•  HP®  LaserJet®  Compatibility 

Opt:  PhoenixPage™  PostScript® 

•  Higli-Volume  Paper  Handling  Options 

•  Straight  Path  for  Heavy  Forms  &  Ixibels 

•  Low  Cost-Per-Page  for  High-Volume  Jobs 

For  Information  Call:  MANNESMANN 
1-800-843-1347  Ext  228  Tally 

All  listed  trademarks  are  registered  trademarks  of  their  respective  companies. 


he  World's  25  Largest 
idustrial  Companies  Use 

enSyiKl'S  G2  to  create  intelligent 
il-time  systems  for  — 

'rocess  optimization 
)uality  management 

)\  namic  scheduling  for  flexible  manufacturing 
iilvanced  control  with  neural  nets  and  fuzzy  logic 
'iant-wide  supervisory  control 
'rocess  re-engineering 

am  how  Gensym  can  bring  intelligent 

al-time  solutions  to  your  organization. 


Gensym 

Intelligeni  Real-Time  Sysiems 


Gensym  Corporation 
125  CambridgePark  Drive 
Cambridge,  MA  02140  USA 
Tel  617  547-2500 
Fax  617  547-1962 


Arl.inta,  GA  •  Cambridge,  MA  •  Chica{;o,  IL  •  Cincinnati,  OH  •  Dallas,  TX  ' 

Ddrtmund,  DE  •  Decroit.  Ml  •  Houston,  TX  •  Leiden,  NL  •  London,  UK 
•  I  us  Angeles,  CA  •  Munich,  DE  •  New  York,  NY  •  Osaka,  JP  •  Paris,  FR  • 
Philadelphia,  PA  •  San  Francisco.  CA  •  Seoul,  KR  •  Toronto,  ONT 
•  T.iyk.i.  JP  ♦  W.in  r:h.u,  IIK  •  Washington,  DC  • 


If  you're  starting  to  look  at 
modems,  allow  us  to  bring  you 
up  to  speed 


Introducing  Motorola's 
high-speed  Power  & 
Lifestyle  Series  desl(top 
and  cellular  modems 


Motorola's  Power  &  Lifestyle  Series  \l.34  modems  will 
help  you  unlock  your  computer's  potential  as  well  as 
provide  unsurpassed  speed,  performance,  reliability 
and  fax  capability.  These  28.8  and  14.4  modems  give 
you  the  freedom  to  access  on-line  services,  multimedia 
services,  various  networks,  bulletin  board  services 
and  other  databases.  Our  28.8  modems  are  high 
speed,  so  you  spend  less  time  waiting  and  less  money 
on-line.  Power  Series  modems  feature  downloadable 
architecture,  accessibility  for  nine  users  and  remote 
configuration.  Lifestyle  Series  modems  feature  caller 
I.D.,  on-screen  assistance  and  a  security/password 
function  for  two  users.  For  information  about 
Motorola's  desktop  and  PCMCIA  modems, 
call  1-800-766-4883.  (M) 
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BUOYING 

WOMEN  INVESTORS 


Debra  Tarleton's  first 
experience  with  a  se- 
curities broker  was 
fraught  -ftdth  frustration.  Af- 
ter giving  him  her  retirement 
savings  to  manage,  the  41- 
year-old  maternity  and  chil- 
dren's supply  retailer  from 
Charlotte,  N.C.,  didn't  hear 
from  him  for  a  year.  She  fi- 
nally prevailed  on  his  secre- 
taiy  to  send  her  a  statement 
for  the  mutual  fund  he 
dumped  her  money  into.  "It 
was  a  communications  prob- 
lem," she  says.  "I  couldn't 
get  satisfactory  answers  to 
any  questions  I  had." 


INVESTING 


Luckily,  Tarleton  didn't 
give  up.  Lorraine  Fioi'illo,  a 
Prudential  Securities  finan- 
cial planner  recommended  by 
Tarleton's  jiartner,  spent  an 
hour  going  over  the  mutual - 
fund  statements  with  her' — 
and  helped  her  set  up  an  in- 
dividual retirement  account 
and  a  self-employment  pen- 
plan  for  her  business. 
Thf.  >'st  broker  "made  me 
fte'  .lat  I  didn't  have 
euouL'.;  f  ioney  to  do  anything 
Vv'ith.'  '.  ■■!  -leton  recalls.  "Loi-- 
r.^ine  ,'-u..i't.  Her  philosophy 
\s.  y  ;-;.  I'.ave  to  start  some- 


where and  do  what  you  can." 

As  the  financial-seivices  in- 
dustry has  been  discovering, 
Tarleton's  experience  is  not 
unusual.  Surveys  show  that 
women  often  get  short  shrift 
from  brokers,  and  although 
women — like  men — come  to 
investing  with  various  levels 
of  savvy,  they  tend  to  want 
moi'e  individual  attention  and 
information  than  they  have 
traditionally  received. 
MISCONCEPTIONS.  Brokers 
and  banks  have  a  vested 
interest  in  catering  to  female 
customers.  Women  make  up 
40%  of  the  population  with 
assets  of  at  least 
I  $500,000,  according  to 
B  the  Internal  Revenue 

Service.  They're  al- 
most 50%  of  the 
workforce,  and  they 
own  30%  of  the  busi- 
nesses. Meanwhile, 
many  women  today 
are  grappling  with 
the  neecl  to  be  self- 
sufficient;  they  can 
no  longer  count  on  a 
husband's  income  or 
pension  to  see  them 
through. 

Investment  firms 
from  Smith  Barney 
to  Chase  Manhattan 
are  responding  by 
sponsoring  regular  seminars 
in  which  women  are  encour- 
aged to  e.xpress  their  con- 
cerns and  ask  financial  ques- 
tions— no  matter  how  basic. 
"Everyone  who  comes  to  us 
thinks  they  don't  have 
enough  money  for  us  to  be 
interested  in  them,"  says 
Ann  Benson,  who  runs  Mer- 
rill Lynch's  women's  invest- 
ing seminars.  "It's  up  to  me 
to  show  them  we're  listen- 
ing and  responsive."  Other 
progi'ams  offer  booklets  and 
videotapes  that  outline  how 
to  get  your  finances  orga- 


"Women  want  to 
know  that  the 
broker  is  more 
interested  in  the 
person  than  just 
the  money" 


what  the  investment 
s  are,  and  how  to  eval- 
hem. 

ditionally  men  have  re- 
l  more  training  in  mon- 
nagement  than  women, 
oth  gi'oups  have  a  lot 
irn.  A  1992  study  by 
utual-fund  firm  Oppen- 
;r  Management  found 
19%  of  the  women  sur- 
1  (vs.  69%  of  the  men) 
0  idea  what  the  level  of 
ow  Jones  industnal  av- 
I  ■  was;  77%  (vs.  65%) 
understand  the  rela- 
ip  between  interest 
ind  bonds;  and  69% 
'<)  didn't  know  that 
'  listoncally  outperform 
,  (/ertificates  of  deposit, 
iiuney-market  ftmds. 
I'stment  advisers  find 
■n  often  have  a  different 
'ach  to  finances.  "Wom- 
aiit  to  know  that  the 
■!■  is  more  interested  in 
|)L'rson  than  just  the 
■y,"    says  Alexandra 
Trong,  a  financial  plan- 
it  Armstrong,  Welch  & 
ntyre  in  Washington, 
"They  don't  Hke  being 
individual  investment 
u-ts.  They're  more  com- 
l)!e  being  asked  what 
financial  goals  and  con- 
ire  and  buying  invest- 
in  that  context." 
ley  are  also  less  likely 
A  est  on  the  basis  of  a 
tip.  "Women  want  to 
.  through  investment  de- 
ns more  carefully  and 
a  good  grasp  of  what 
're  buying,"  says  Lee 
t,  a  Prudential  broker, 
is  part  of  a  father- 
.hter  team  that  gives  in- 
ment  seminars  to  wom- 
f^ven  when  his  female 
its  are  stockpickers,  he 
,  they  tend  to  ask  more 
it  the  company, 
i  PRESSURES.'  Unfortu- 
:ly  many  brokers  don't 
i  the  time  or  inclination 
it  down  and  answer  lots 
(uestions.  And  perhaps 
luse  male  brokers  vastly 
lumber  female  brokers, 
■  routinely  solicit  male  cli- 
.  more  aggi-essively  than 
len.  A  woman  in  one  of 
■enheimer's  focus  gi'oups 
plained  that  brokers  still 


called  her  house  asking  for 
her  husband,  even  though  he 
had  been  dead  for  six  years. 

Studies  also  find  that 
women  are  more  risk-averse 
than  men.  When  asked  what 
they  would  do  with  a  $25,000 
windfall,  37%)  of  the  women 
respondents  (vs.  27%  of  the 
men)  said  they  would  put  the 
money  in  a  CD,  according  to 
SRI  International,  an  indepen- 
dent research  firm  in  Menlo 
Park,  Calif. 

Lack  of  female  experience 
with  investing  stems  from 
American  cultural  tradition. 
Older  women  typically  dele- 
gate investment  decisions  to 


offers  to  do  the  finances,  it's 
one  less  chore." 

But  the  need  for  women 
to  become  savvy  investors  is 
pressing.  They  outlive  men 
by  an  average  of  five  to  sev- 
en years,  yet  they  still  earn 
and  save  less,  drop  in  and 
out  of  the  workforce  more, 
and  suffer  more  financially 
from  divorce.  Over  70%  of 
the  elderly  poor  are  women. 

Probably  the  easiest  way 
to  get  a  grip  on  financial 
matters  is  to  find  an  adviser 
you  trust.  Ask  friends  whom 
they  use  and  seek  recom- 
mendations from  women's  or- 
ganizations and  local  broker- 


How  Advisers  Are 
Reaching  Out 

PRUDENTIAL  SECURITIES  Major  branches  offer  free 
educational  seminars  aimed  at  women,  then  follow  up 
with  a  quarterly  newsletter.  Contact  your  local  office. 

OPPENHEIMER  MANAGEMENT  Fund  company  orga- 
nizes hundreds  of  seminars  each  year  and  advises  fi- 
nancial planners  on  needs  of  women;  can  recommend 
independent  financial  planners.  For  free  brochure, 
Women  and  Investing,  call  800  892-4442. 

MERRILL  LYNCH  Up  to  30  seminars  around  the  coun- 
try feature  panels  of  Merrill  experts  on  topics  such  as 
global  investing  moderated  by  Ann  Benson,  investor  in- 
formation specialist.  Call  800  637-7455. 

CHASE  MANHATTAN  Runs  seminars  in  N.Y.C.  area 
demystifying  financial  terminology;  makes  referrals  to 
advisers  sensitive  to  women.  Call  800  272-4273. 

NATIONAL  CENTER  FOR  WOMEN  &  RETIREMENT 
RESEARCH  Sponsors  regular  nonproduct  seminars  and 
publishes  five  booklets,  including  worksheets  (about 
$12  each),  and  two  videotapes  ($20  to  $30)  on 
women  and  finances.  Call  800  426-7386. 


their  husbands,  who  earn  the 
money,  says  Vickie  Thomas, 
who  runs  focus  groups  for 
women  over  50  for  financial 
institutions.  Many  of  these 
women  face  their  financial  in- 
itiation when  they  are  most 
vulnerable — after  divorce  or 
the  death  of  a  husband. 
Younger  women  are  often 
preoccupied  juggling  job  and 
family.  "A  popular  myth  is 
career  women  are  more  in- 
volved in  finance,"  says  Alex- 
andra Armstrong.  "Particu- 
larly for  a  married  woman 
with  a  family,  if  her  husband 


ages.  If  the  person  talks 
down  to  you  or  isn't  clear  in 
answering  your  questions,  go 
to  someone  else.  Be  wary  of 
advisers  who  are  just  inter- 
ested in  selling  you  pi'oducts. 
And  be  sure  to  look  for  a 
financial  plan  that  takes 
your  individual  needs — rath- 
er than  a  boilerplate  formu- 
la— into  account. 

Another  route  is  to  start 
01-  join  an  investment  group 
with  friends  or  colleagues,  in 
which  each  of  you  researches 
companies  and  invests  small 
amounts  of  money  at  a  time. 


Clubs  such  as  The  Beards- 
town  Ladies  in  southern  Illi- 
nois, whose  members  range 
in  age  from  41  to  82,  regular- 
ly outperform  the  stock 
market.  A  good  resource  is 
the  National  Association  of 
Investors. 

Whether  you  choose  an  ad- 
viser, join  an  investment  club, 
or  simply  want  to  go  it  alone, 
it's  wise  to  study  financial- 
planning  and  investment 
books  on  your  own  time.  The 
Beardstown  Ladies'  Common 
Sense  Investment  Ouide  (Hy- 
perion, $19.95)  and  its  com- 
panion video  spell  out  the 
club's  investing  strategy  and 
how  it  was  set  up.  Joel  Lem- 
er's  Financial  Planning 
for  tlie  Utterly  Confused 
(McGraw-Hill,  $9.95)  has  a 
section  devoted  to  women. 
Other  helpful  books  are  Jane 
Bryant  Quinn's  Making  tlie 
Most  of  Your  Money  (Simon 
&  Schuster,  $27.50)  and  Bur- 
ton Malkiel's  A  Random 
Walk  Down  Wall  Street  (Nor- 
ton, $14.95). 

SOUND  STRATEGIES.  Take  ad- 
vantage of  special  programs. 
Oppenheimer  sets  up  hun- 
dreds of  investment  seminar's 
around  the  country.  Because 
the  company  educates  inde- 
pendent financial  planners 
about  working  with  women, 
its  representatives  can  also 
make  refen-als.  Merrill  Lynch 
also  sponsors  nationwide 
seminars  that  feature  panels 
of  experts  on  subjects  such 
as  global  investing.  The  Na- 
tional Center  for  Women  & 
Retirement  Research  at 
Long  Island  University  has 
numerous  tapes  and  work- 
books focusing  on  everything 
from  budgeting  to  long-term 
health  care. 

Much  of  the  matei'ial  cov- 
ers similar'  bases:  determin- 
ing your  assets  and  liabil- 
ities; figuring  out  your 
financial  goals  and  how  much 
you  will  need  to  achieve 
them;  evaluating  risk;  under- 
standing what  investment 
options  exist  and  how 
to  choose  among  them. 
They're  issues  that  lead  to 
sound  money  management — 
regardless  of  what  gender 
you  are.  Pam  Black 
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TRAVELER'S  CHECKS' 
GO  PLASTIC 


Visa  International 
wants  you  to  think 
of  it  as  a  traveler's 
check  that  looks  like 

a  credit  card.  Feed  the  new 
Ti'avelMoney  card  into  any  of 
200,000  Visa/Plus  automated 
teller  machines  worldwide 
and  get  cash  back  in  local  ciu'- 
rency.  You  say  you  can  do 
that  with  your  credit  card  or 
bank  ATM  card? 
That's  true.  But 
TravelMoney  has  some  fea- 
tui'es  other  cai'ds  lack.  Known 
as  a  "stored-value"  card,  it  is 
purchased  from  a  bank  at  a 
set  amount,  with  a  senice  fee 
of  about  2% — twice  that  for 
most  traveler's  checks.  The 
ATM  deducts  value  from  the 
cai'd  as  it  dispenses  cash,  at 


CASH  CARDS 


near-wholesale  cun-en- 
cy-translation  rates. 
WTien  the  card  is  de- 
pleted, you  throw  it  out. 

Visa  believes  vacation- 
ers who  normally  use 
traveler's  checks — pait- 
ly  as  a  way  to  budget 
a  trip  and  avoid  the 
temptation  of  credit 
cai'ds — will  prefer  the 
convenience  of  Travel- 
Money.  Ditto  for  coi-po- 
rate  travel- 
ers who  find 
cash-on-a-card  a  better  way 
to  take  a  cash  advance. 

Available  now  in  hmited 
mai'kets.  Visa  plans  a  rollout 
for  Ti-avelMoney  in  June.  The 
cai'ds  can  be  pui'chased  in  any 
amount.  The  cai*d  is  encoded 
with  a  pei^sonal  identification 
number  selected  bv  the  buver. 


and  if  lost  or  stolen,  a  toll-free 
call  will  disable  it;  \asa  prom- 
ises a  new  cai'd  with  a  new 
PIN  in  24  houi-s.  One  advan- 
tage over  traveler's 
-  checks:  You  can  buy  two 
. — .   or  more  cai'ds  with  sep- 


arate PIN'S  that  access  the 
same  prepaid  account,  so  if 
one  turns  up  missing  the  oth- 
er can  be  used  immediateh'. 

Xot  so  fast,  countei-s  Amer- 
ican Express,  which  sold  S24.9 


billion  worth  of  trave 
checks  worldwide  last  j 
up  o.o9c.  AmEx  spokesi 
Toby  Usnik  notes  that 
dispense  wads  of  mugg: 
cash,  which  can't  be  repla 
Since  many  merchants  ao 
traveler's  checks,  you  n 
cany  little  cash.  He  also  \ 
ders  what  good  a  TraveUV 
ey  cai'd  will  do  "when  yo 
on  some  island  off 

t coast  of  Sri  Lar 
with  no  ATM  in  sij 
•  Similarly,  Mas' 
Card  Intemati( 
believes  the  ma] 
is  too  limited, 
did  research 
didn't  find  suffic 
interest,"  a  spol 
woman  says. 
The  market  will 
cide  who's  right.  For  n 
Ti-avelMoney  is  available 
Fu*st  Bank  System  in  Mil 
apolis.  Bank  of  Scotland 
three  Mexican  banks,  but  "\ 
International  expects 
cai-ds  to  be  widely  availa 
bv  vearend.  Russell  Mitel 
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SMARt  MONEY 


If  you'd  like  a  profession-  ciate  editor  with  Morning- 

1^1  pvT"!  Oil?  money  manager  to  make  star  Inc. 

r  Lilj^l  15  Litj  such  decisions  for  you,  you         Here,  as  with  stocks,  di- 

I?II\TrkC  17#^D  may  w-ant  to  consider  a  flex-  versification  cuts  risk,  since 

rlilllLliJ  rLFl\  'tie  or  "strategic"  income  the  perfonnance  of  different 

¥  riTV  T^I  \  l  r  C!  fund.  This  relatively  new  sectors  usually  doesn't  cor- 

1  r  r  1    11  iVl  Li  O         class  of  funds,  usually  sold  respond.  Thiswasn't  the 

  by  brokers  with  a  sales  load,  case  in  1994  when  fixed-in- 

Plotting  3,  fiXGd-        diversifies  among  govern-  come  markets  fell  across  the 

,      ,        ^        ment,  high-yield  corporate,  board.  Flexible-fund  spon- 
mCOniG  SLra,L6gy        global,  and  other  types  of  sors  had  hoped  poitfoUo 
hclS  gOtt©!!  2L  lot         debt.  "The  basic  idea  makes  managers  would  be  able  to 
,         -1               ^  j.r^   J.     fabulous  sense,"  in  a  bond  sidestep  some  of  the  may- 
LOUg'llGr  now  1x13,1     world  divided  into  "micro-  hem  because  they  can  adjust 
we've  experienced  one  of       cuts"  such  as  short -teiTn  sector  weightings  to  react  to 
the  worst  beai-  mai'kets  for     world  income  and  adjust-  changing  markets.  But  few- 
bonds  in  histor>'.  The  jield      able-rate  mortgage  funds,  were  able  to  do  this. 
cur\'e  has  flattened,  and         says  Eileen  Makoff,  an  asso-       An  exception  is  Ron 
many  battered  sec-  s^-rA^^^^i^f^^^sf^K.^^i^K^.  ■  -^^ftv^i^i^a.           <ir^,^msn-^.,,i^  Speakei;  manager 

tors  are  cheap  so       p^j^^S  That  Pick  a  Basket  of  Bonds     f  Janus  Flexible 
you  11  w  ant  to  do  Income.  He  kept  his 

more  than  stay  in  total  return         ftmds'  loss  to  2.92% 

,     ^.  ,       ,  FUND  1994     3-YEAR  AVG,'       •     ,nr,^      i  -i  • 

short-term  bonds.  m  1994,  winle  m- 

But  how  long  BLANCHARD  FLEXIBLE  INCOME  -5^ 54%      N A      come  funds  (in- 

shouldyougo?  JANUS  FLEXIBLE  INCOME  -2.92      7.9%      eluding  those  that 

.^l.ould  you  ven-  oppYnHEIMER  STRATEGIC  INCOmV  '"Z^j""  T.^i  '  ^}^''. 

:  .  emtohigh-    dividend  stocks)  on 

V     .5  or  stick  with  PHOA^'^  M'ILTI-SEJITORFI^XEDI^^^^^^^^  average  lost  4.51-r. 

..i  .    Dip  your  toes  PUTNAM  DIVERSIFIED  INCOMe'  -5.59      7.08  Speaker's  .'^trate- 

1^:;  •    .  3ign  bonds      *as  of  12/3:/94  NA=Not  available  DATA:  MORNINGSTAR  INC      gies:  raising  cash. 

-'•>'  ■■  .  s  ■  ^ome":  shortening  maturi- 


ties, and  using  futures  to 
hedge  against  lising  rates, 

But  some  managers  mad 
things  worse  by  shifting  b€ 
tween  sectors.  Phoenix 
Multi-Sector  Fixed  Income 
wiiich  invests  in  10  sectors 
of  the  bond  mai'ket  and  has 
a  laudable  10.2*^  five-year 
average  return,  fell  6.77% 
last  yeai".  Managers  had 
bought  up  emerging-marke' 
debt  that  seemed  cheap  onl 
to  see  those  mai*kets  crash 
in  December. 

Not  all  funds  allow  as 
much  flexibility  as  Phoenix 
and  Janus.  Oppenheimer 
Strategic  Income,  Putnam 
Diversified  Income,  and 
Smith  Barney  Shearson  Di-f  ^ 
versified  Strategic  Income 
have  investment  parame- 
ters that  prevent  the  man- 
ager from  loading  up  on  an;! 
one  sector.  That  didn't  par-l 
ticulaiiy  help  them  in  1994. 
But  in  the  long  run,  having 
a  diversified  bond  portfolio 
in  one  fund  still  makes 
sense.  Amey  Ston] 
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THE  INTERNET 

YOUR  COMPETITION'S  ALREADY  THERE, 

ARE  YOU? 


■  ■  ■  ■ 


Opon  your  Windows  to 
llie>\(«i(loriutmu'(. 


TAKE  THE  INTERNET  $9  CRUISE  TEST  DRIVE. 


best  way  to  move  ahead  of  the  competition  is  to 
1  the  Internet.  And  the  best  way  to  get  on  the 
let  is  with  Internet  Chameleon. 

2rnet  Chameleon  features  over  a  dozen  easy-to-use 
ows  applications-all  the  software  you  need  to  get 
ected  and  explore  the  network  thats  linking  the 
d.  Get  on  the  Internet  to  put  your  company  closer 
ur  customers. 

tant  InternetTM  lets  you  sign  up  for  your  own 
:iet  account  in  minutes*.  WebSurferT^'  taps  you 
the  World  Wide  Web  for  news,  stock  quotes, 
jetitive  information,  the  Library  of  Congress, 
lame  it.  Electronic  Mail  lets  you  communicate 


around  the  globe.  Other  applications  include  Gopher, 
Archie,  Newsreader,  File  Transfer,  Telnet,  and  more. 

The  Internet  $9  Cruise  offers  you  an  easy,  risk-free, 
opportunity  to  try  out  the  full  product  and  hnd  out 
for  yourself  what  the  Internet  can  do  for  your 
competitive  edge. 

To  order  the  internet  $9  Cruise, 
call  1-800-558-7656,  ask  for  Dept.BI 
today.  We'll  also  send  you  a  free  white 
paper,  "How  To  Do  Business  On  The 
Internet". 


CROSOFT  '''TifiT-'-'  'm^jj^ 

9/94  9/94 


14  Dvsrak  PC  TilecomniBnlcallons  ENMllcnce  Award  Far  Outstanllag  Iniaraal  Front-End 


Networking  Your  PC  To  The  World 


u  can  choose.froni  a  selection  of  providers;  Free  trial  usage  available  up  to  30  days  depending  on  provider.  Connect  charges  and  configuration  fees  for  permanent  accounts  will  vary  by  provider. 
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A  TOAST  TO 

THE  CAL-ITAUANS' 


California's  wine  in- 
dustry was  cultivated 
mainly  by  Italian  im- 
migrant families.  Yet 

it  has  prospered  on  the 
strength  of  the  French-style 
wines  more  famihar  to  con- 
sumers— primarily  cabernets 
and  chardonnays.  The  Napa 
Valley  climate,  however,  is 
more  like  Tuscany  than  Bor- 
deaux. And  in  the  past  few 
years,  vintners  have  been  ex- 
peiimenting  with  Italian  gi'ape 
varieties  such  as  sangiovese 
and  nebbiolo.  Eai'ly  offerings 
were  uneven  and 
sometimes  over- 
priced. But  suddenly,  the  cat- 
egory of  "Cal-Itahans"  is 
bursting  with  high-quality 
new  wines  and  refinements  on 
eai'lier  vintages  from  respect- 
ed producers. 

Many  well-known  vine- 
yards are  embracing  the  Cal- 
Italians,  including  Atlas  Peak 
CalifoiTiia  Wine,  Bonny  Doon, 
Fen-ari-Coi-ono,  Robert  Pepi, 
Swanson,  and  Viansa.  Wine 
buffs  are  eagerly  anticipating 
the  May  launch  of  La  Fami- 
glia,  a  new  line  from  Napa's 
esteemed  Robert  Mondavi.  In 
unique  sculptural  bottles  with 


WORTH  NOTING 


B  SELF-EMPLOYMENT. 

Learn  about  a  range  of 
entrepreneurial  opportu- 
nities— from  candy  shops 
to  weight  loss  centers — 
in  the  1!)95  Directory  of 
FraMchitsing  Organiza- 
tions. The  80-page  pa- 
perback lists  more  than 
750  companies,  with  ad- 
dresses, descriptions, 
and  approximate  invest- 
m.ents  required.  Order 
from  Pilot  Books,  103 
Cooper  St.,  Babvlon, 
N.  Y.  11702,  for  $5.95, 
plus  $}  for  postage  and 
iiandlinff. 


POTABLES 


elegant  foil  labels,  Mondavi's 
fii'st  release  will  be  collector- 
edition  quantities  available 
only  at  the  wineiy.  The  Mon- 
davi offerings  will  cost  $11  to 
.$20  and  include  sangiovese, 
barbera,  malvasia  bianca,  and 
tocai  friulano.  Look 
for  La  Famiglia  in 
fine  wine  shops  / 
around  the  countiy 
starting  in  '96. 

This  trend  coin- 
cides with  Ameri- 
cans' growing  love 
of  northern  Italian 
cuisine,  which  fea- 
tures grilled  meats, 
fish,  and 
lighter 
sauces,  according  to 
Napa-based  Ron 
Wiegand,  editor  of 
Restaurant  Wine. 
Even  the  red  wines 
common  to  northern 
Italian  regions,  such 
as  Chianti,  are  spic>' 
and  flavorful  but 
lighter  than  cabei-- 
net  sauvignons  and 
so  complement  the 
region's  foods.  Wie- 
gand estimates  that 
one  in  eight  Califor- 
nia wineries  now 
has  an  Italian-style 
wine  or  soon  plans 
to  produce  them 


Several  recent  Cal-Italian 
sangioveses  priced  above  $20 
are  highly  regarded,  howev- 
er, including  Swanson  and 
Atlas  Peak  Reserve. 

Good  midpriced  Cal-Ital- 
ians  are  appearing,  too.  In 
an  informal  BUSINESS  week 
tasting,  Pellegi-ini's  1993  Bai- 
bera  (which  sells  for  about 
$9  in  California)  won  raves 
for  being  soft  and  full-bod- 
ied. Characteristic  of  that 
grape,  it  tends  to  "finish" 


Italian  Grapes  On 
California  Labels 

SANGIOVESE  Lighter  than  cabernets,  but 
spicy.  Primary  grape  of  Chianti. 

NEBBIOLO  Creates  complex,  smooth  reds. 


FAST  FINISH 

usual  in  the  wine 
world,  the  names 
can  cause  confusion. 
Chianti  is  a  region 
in  Italy,  but  the  pri- 
mary grapes  that 
go  into  Chianti-style 
wines  are  sangio- 
vese. Wines  dubbed 
"California  chiantis"  have  ap- 
peared over  the  years,  but 
they  were  of  varying  quality 
and  not  necessarily  made 
from  sangiovese  grapes.  Also, 
some  California  sangiovese 
offerings  in  recent  years 
have  retailed  for  $20  to  $30 
yet  had  no  advantage  over 
$10  true  Italian  Chiantis. 


In  Italy,  the  foundation  of  Barolo  wine.  ^  rj  ^J^g 


dry  white  wine  wth  a  s' 
tacular  bouquet  of  fruit 
fresh  flowers  that  sells 
about  $8.  Bonny  Doon  is 
ter    known    for  its 
Rhone-style  wines,  but 
malvasia  is  from  its  Ca' 
Solo  line,  which  also  inch 
a  Chianti-style  wine  ca 
"II  fiasco" — its  label  shov 
waiter  nearly  upsetting 
tray.  Mondavi's  new  ma 
sia,  on  the  other  hand,  h; 
sweet  finish  and  refresl 
citrus  flavors. 
ROOT  LOUSE.  U 
recently,  veiy  lim 
quantities  of  th 
wines  were  av 
able,  sometimes 
sale  only  at  the 
eries.  You  may 
need  to  call  to 
out  where  you 
buy  the  wines  lo 
ly — or  in  limited 
stances,  order  tl 
by  mail.  But  lat 
volumes  ai-e  incn 
ing  and  distribul 
is  expanding  for 
interesting  reas 
CalifoiTiia  vineya 
have  been  plagi 
with  phylloxera 
root-infecting  loi 
"Phylloxera  has  s] 
up"  the  replanting 
more  Italian  varif 
grapes,  says  G 
Salva,  vice-presidi 
at  Atlas  Peak, 
cording  to  the  W 
Institute,  the  volu 
of  sangiovese  gra] 
hai^vested  gTew  fr 
in  1987 


TE( 


MAI 


BARBERA  Until  recently,  used  mainly  in 
California  to  augment  jug  wines.  Quality  is 
improving  with  full-bodied  reds. 

PINOT  GRIGIO  Produces  simple,  clean  white 
wines.  Identical  to  the  French  Pinot  Gris. 

MALVASIA  BIANCA  Makes  fragrant,  low- 
acid  white  wines.  They  may  be  sweet  or  dry. 

quickly  on  the  tongue — re- 
inforcing its  lighter  profile. 
More  values  for  around  $10: 
nebbiolos  from  Martin  Broth- 
ers and  barberas  from  Louis 
M.  Martini,  which  has  made 
Italian-style  wines  for 
decades. 

Bonny  Boon's  malvasia  bi- 
anca  is   a   bright,  lively. 


more  than  500  t( 
in  1992. 

Some  winer 
are   even  expe 
menting  with  an 
Italian  techniq 
called  "field  blei 
ing,"  in  which  < 
ferent  varieties 
grapes  are  planted  in  a  s 
gle  vineyard,  then  harve 
ed  together  to  produce  a 
ble  wine.  Variety  is  one 
the  great  joys  of  wine — £ 
these  rediscovered  traditic 
are  invigorating  Califori 
producers  while  giving  wi 
buffs    something  new 
savor.  Joan  Hamilt 
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The  technical  crown  jewels:  the 
enabling  resources  that  can  make 
the  world's  corporate  technology  leaders 
great  companies.  Businesses  of  all  types 
recognize  that  better  management  en- 
forces and  accelerates  the  technology 
payoff.  However,  demand  for  better 
products  delivered  faster,  the  pace  of 
technological  change,  global  compe- 
tition, and  other  factors  are  placing 
unprecedented  demands  upon  techno- 
logy managers.  They  are  asked  to  deliv- 
er more  and  being  given  less  to  work 
with.  In  short,  technology  management 
is  under  siege.  That  is  why  BUSINESS 
WEEK  and  SRI  International  created  a 
Technology  Management  Symposium  — 
a  forum  for  business  and  technology 
executives  from  major  corporations 
worldwide.  Made  possible  in  part  by 
Sun  Microsystems,  Inc.,  the  meeting 
focused  on  the  strategic  and  organi- 
zational challenges  brought  by  techno- 
logy in  companies  today,  and  the  un- 
derstanding of  the  relationship  between 
technology  and  competitiveness  that  is 
required  to  deal  with  them. 

Seeking  Seamlessness 

Seamlessness  is  the  smooth  delivery  of 
technology  from  multiple  providers  to 
internal  and  external  customers;  achiev- 
ing it  means  breaking  down  internal 
walls  and  creating  a  more  fluid  organi- 
zation. "The  task,"  says  SRI  Technology 
Management  Practice  Director,  Ken 
Colmen,  "is  to  build  and  link  structure, 
systems,  and  people  across  the  organi- 
zation so  they  will  accept  change  in 
the  company's  situation  and  direction." 

"Our  challenge  is  how  to  meet  long- 
term  technology  needs  while  providing 
the  quarterly  results  shareholders  de- 
mand," says  Jay  Hassan,  vice  president 
for  Strategic  Business  at  AMP  Corpora- 
tion. "Technology  management  must 
anticipate  change.  The  Chief  Technology 
Officer  must  spearhead  new  ways  of 
thinking.  That's  changing  people,  and 
that's  never  easy." 


Technology  Strategy: 
Competitive  Weapon 

Technology  is  a  major  factor  that  gives 
the  technology  dependent  firm  stra- 
tegic advantages. .  or  disadvantages. 
"Today's  technology  strategy  sees  many 
leading  firms  focusing  resources  to  build 
stronger  positions  in  their  core  technolo- 
gies and  on  the  critical  enabling  tech- 
nologies of  their  products  and  services," 
says  Bill  Sommers,  president  and  CEO 
of  SRI  International.  "To  be  competitive, 
firms  must  seek  greater  return  on  tech- 
nology dollars,  and  companies  today 
employ  a  variety  of  sophisticated 
approaches  to  link  business  and  technol- 
ogy, balancing  risk  and  reward  across 
a  number  of  dimensions." 

The  difficulty  in  developing  techno- 
logy strategy  was  highlighted  by  Eric 
Schmidt,  chief  technology  officer  of 
Sun  Microsystems.  "Choosing  technology 
strategies  is  akin  to  taking  a  quantum 
leap.  You're  standing  on  the  precipice. 
If  you  don't  jump  you'll  be  left  behind. 
If  you  do  jump,  you  have  to  have  faith 
and  you  have  to  be  right.  You  have  no 
choice  but  to  anticipate  change  and 
make  your  bets.  You'd  better  have  back- 
up strategies."  Senior  technology  man- 
agers polled  at  the  Symposium  recog- 


in 

K  -^J  WKt  "1 

iRIC  SCHMIDT 

CHIEF  TECHNOLOGY  OFFICER, 
SUN  MICROSYSTEMS 

"Choosing  technology  strategies 
is  akin  to  taking  a  quantum 
leap.  You  're  standing  on 
the  precipice.  If  you  don't  jump, 
you  '11  be  left  beh  ind. . .  " 

nized  the  difficulty  —  only  40%  of  them 
defined  their  own  company's  technology 
management  as  "good"  or  better. 

"Virtual""  Technology 
Management 


"The  model  for  external  technology 
sourcing  .  the  "virtual"  concept. ..is  a 
loose  grouping  of  players  who  support 
the  company's  technology  needs/'  ex- 
plains Tom  Boyce,  principal  consultant  in 
SRI's  Technology  Management  Practice. 
"Technology  delivery  is  coordinated  ac- 
ross the  network  of  internal  and  external 
sources,  including  suppliers  of  compo- 
nent and  enabling  technologies,  contrac- 
tors, universities,  national  labs,  and  ven- 
tures with  customers  and  competitors." 

"It  certainly  isn't  easy  to  do,"  says 
Gerry  Meiling,  vice  president  and  direc- 
tor of  research  at  Corning.  "It  requires  a 
constant  effort  over  an  extended  period, 
a  lot  of  communications,  and  a  lot  of  trust. 
The  key  is  to  carefully  define  leadership 
responsibilities  in  the  joint  project,  de- 
velop a  clearly  understood  business  plan, 
and  anticipate  and  avoid  conflict.  We 
have  a  motto  for  partnerships  at  Corning; 
"Imagine  what  we  can  do  together." 
Both  parties  try  to  keep  that  thought  in 
mind  throughout  the  partnership." 

One  World  of  Technology 

Like  the  "virtual"  concept,  global  acqui- 
sition of  technology  is  also  surging. 
Companies  with  technology  development 
activities  in  multiple  countries  may  focus 
foreigr:  technology  sourcing  on  support 
of  the  manufacturing  and  marketing  they 
happen  to  be  doing  in  the  foreign  region 
concerned.  Others  go  beyond  such 
"multidomestK  ity"  and  create  integrated 
technology  0|  erations  that  serve  the 
company  on  a  worldwide  basis.  These 
Gct  vitie:-  will  have  their  own  joint  ven- 
'  !r.  J,  consortia,  and  linkages  to  the 
technology  marketplace. 

But  v/ifh  the  fading  of  borders  comes 
probiem'  associated  with  the  cultural 


biases  and  stereotypes  that  govern  the 
perceptions  of  most  people.  Dr.  In-Ku 
Kang,  executive  vice  president  of  Korea's 
GoldStar  stresses  "the  human  side"  of 
international  technology  management. 
"The  flow  of  technology  should  be  ac- 
companied by  a  complementary  flow  of 
engineers  as  well  as  between  the  CEOs, 
executives,  and  managers."  In  agreement, 
John  Morgridge,  president  and  CEO 
of  Cisco  Systems  says  he  spends  "25%  of 
my  time  partnering  on  a  global  basis." 

Breaking  the  Siege 

A  diversity  of  tools  and  approaches  are 
part  of  the  formula  for  making  big 
improvements  in  technology's  contribu- 
tion. Norman  McEachron,  SRI  senior 
consultant  in  Technology  Management, 
points  out  that  while  important  results 
have  been  achieved,  companies  typically 
undertake  change  from  multiple  per- 
spectives without  a  proper  framework 
for  integrating  all  of  their  technology- 
delivery  activities.  In  most  companies, 
comprehensive  frameworks  for  manag- 
ing technical  contributions  to  corporate 
success  are  at  best  in  a  gestation  stage. 
How  can  companies  best  leverage  their 
technology  resources? 

Stan  Morris,  vice  president,  techno- 
logy and  business  development  at  Air 
Products  and  Chemicals,  says  he  has 
applied  a  number  of  tools.  "The  ques- 
tion," says  Morris,  "was  how  to  put  them 
into  a  cohesive  framework."  Morris 
describes  a  diagnosis  the  company  has 
completed  with  the  help  of  SRI  in  which 
issues  for  improving  technology  delivery 
are  addressed  in  an  integrated  frame- 
work of  "levers  for  change."  The  next 
step  is  to  choose  the  corresponding  tools 
and  approaches  to  make  the  many 
changes  happen  as  one. 

Raychem  founder  and  Chairman, 
Paul  Cook,  who  was  recently  named 
chairman  of  SRI,  says  "Technology 
management  was  just  as  difficult  when 
I  started  Raychem  in  the  1950s  as  it  is 
today.  The  difference  is  in  the  nature  of 


using  technology  for  competitive  a 
tage.  Under  the  old  paradigm,  tec 
capability  gave  you  competitive  a 
tage.  Today,  technological  moxie 
enough.  The  winners  will  be  those 
manage  their  technical  abilities 
That  means,  managing  in  way: 
enable  them  to  anticipate  and 
action  on  threats  and  opportu 
faster  and  better  than  competitors." 


Text  by  Daniel  Brousseau,  senior  consulta  itc 
International 

In-hall  polling  provided  by  Quick  Tally  lnt( 
Systems  of  Beverly  Hills,  California 
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MARK  YOUR  CALENDAR!  M 

SRr.s  1995  conference  on  tec"!551 
no  logy  management,  Technolo 
Horizons:  Managing  Technology 
Fuel  Growth  and  Drive  Change,  w 
be  held  June  12&:13,  1995 
SRI's  David  Sarnoff  Researt 
Center  in  Princeton,  NJ.  In  t 
one-and-one-half  day  gatherin 
senior  managers,  technolo| 

management  specialists,  acaden-— 

...          ,  .Mill 
cians,  and  policy  makers  wi;  

deliberate  the  technology  que 

tions  for  business  competitio 

into  the  next  century.  Critic 

issues  such  as  the  changing  rol^j"^ 

of  technology,  how  to  compel- 

for  the  technology  future  toda'-(e  {*. 

and  ways  to  manage  across  inte; 

nal  and  external  boundaries 

serve  as  departure  points.  I 

addition  to  expert  presentation ^ 

and  panel  sessions,  conferencwleitt 

participants  and  speakers  wi 

enjoy  many  opportimities  to  meet; 

informally  and  share  ideas.  Thi 

conference  is  made  possible,  i; 

part,  by  the  law  firm  of  Brobeclfiistratio 

Phleger  &:  Harrison.  Please  coi 

tact  SRI  by  phone  (415)  859-228 

or  by  fax  (415)  859-4325  for  ref 

istration  or  co-sponsorship  infoi, 

mation. 
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UCTION  AND  LEADING  INDEXES 


PRODUCTION  INDICATORS 


ige  from  last  week;  0,7% 
ge  from  last  year:  8.2% 


PRODUCTION  INDEX 

Feb.  4=123.2 
1992=1 


LEADING  INDEX- 

Feb.  4=257.7 
1967=100 
 230 


■t'b.  May 
i94  1994 
jre  4-week  moving  averages 


Sept. 
1994 


Jan. 
1995 


oduction  index  rose  for  the  vireek  ended  Feb.  4,  but  before  calculation 
I'jur-vtfeek  moving  average,  the  index  slid  to  124.3,  from  125.3.  For 

the  monthly  index  increased  to  122.8,  from  121  m  December. 

ing  index  also  rose  for  the  latest  vi/eek,  and  the  unaveraged  index 

-'58.6,  up  from  a  revised  257.6.  For  the  month  of  January,  the  lead- 
increased  sharply  to  256.8.  from  December's  253.3. 

r.  index  copyright  1994  by  McGraw-Hill  Inc  leading  index  copyright  1994  by  CIBCR 


LATEST 

WEEK 

YEARLY 

WEEK 

AGO 

%CHG 

STEEL  (2/11)  thous.  of  net  tons 

1,956 

2,040# 

7.9 

AUTOS  (2/11)  units 

143,356 

138,043r# 

3.2 

TRUCKS  (2/11)  units 

117,469 

119,615r# 

1.0 

ELECTRIC  POWER  (2/11)  millions  of  kilowatt-hrs 

NA 

61,394# 

NA 

CRUDE-OIL  REFINING  (2/11)  thous.  of  bbi./day 

13,413 

13,438# 

0.0 

COAL  (2/4)  thous.  of  net  tons 

22,049# 

21,269 

8.4 

PAPERBOARD  (2/4)  thous.  of  tons 

929.7# 

932.0r 

7.5 

PAPER  (2/4)  thous.  of  tons 

836.0# 

835.0r 

^.7 

LUMBER  (2/4)  millions  of  ft. 

452.0# 

476.6 

-7.4 

RAIL  FREIGHT  (2/4)  billions  of  ton-miles 

24.4# 

24.0 

10.9 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  [ 
Institute,  Annencan  Petroleum  Institute.  Energy  Dept..  American  Forest  &  Paper 
Association.  WWPA^  SFPA'^.  Association  of  American  Railroads 


ING  INDICATORS 


PRICES 


K  PRICES  (2/10)  s&p  500 

LATEST 
WEEK 

480.96 

WEEK 
AGO 

472.15 

YEARLY 
%CHG 

2.1 

GOLD  (2/15)  $/troy  oz. 

LATEST 
WEEK 

376.600 

WEEK 
AGO 

374.600 

YEARLY 
%CHG 

-1.7 

ORATE  BOND  YIELD.  Aaa  (2/iO) 

8.28% 

8.33% 

17.8 

STEEL  SCRAP  (2/14)  #1  heavy,  $/ton 

144.00 

144.50 

3.2 

;TRIAL  MATERIALS  PRICES  (2/i0) 

112.8 

114. 3r 

NA* 

COPPER  (2/11)  e/ib. 

136.7 

140.0 

50.4 

(ESS  FAILURES  (2/3) 

276 

302 

-14.6 

ALUMINUM  (2/11)  £/ib 

95.5 

101.5 

55.3 

ESTATE  LOANS  (2/1)  biiii< 


$414.0     $411.8r  11.1 


COTTON  (2/11)  strict  low  middling  1-1/16  in.,  e/lb.  87.86      89.50  22.1 


Y  SUPPLY.  M2(i/30)  b  ill 


$3,589.1  $3,594.2r  1.5 


OIL  (2/14)  $/bbl. 


18.42  18.43 


32.0 


IL  CLAIMS,  UNEMPLOYMENT  (1/28)  thous 


326 


325 


-21.1 


es:  Center  for  International  Business  Cycle  Research  (CIBCR),  Standard  & 

Moody's,  Journal  of  Commerce  (index:  1990=100),  Dun  &  Bradstreet  (failures 
e  companies).  Federal  Reserve.  Labor  Dept.  CIBCR  seasonally  adjusts  data  on 
is  failures  and  real  estate  loans   ^Historical  data  available  from  CIBCR. 


Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals  Week,  Memphis 
market,  NYMEX 


FOREIGN  EXCHANGE 


LATEST 

WEEK 

YEAR 

ERESTRATES  . 

JAPANESE  YEN  (2/15) 

WEEK 

AGO 

AGO 

LATEST 
WEEK 

WEEK 
AGO 

YEAR 
AGO 

98.43 

98.92 

104.55 

GERMAN  MARK  (2/15) 

1.51 

1.53 

1.72 

RAL  FUNDS  (2/14) 

5.82% 

5.94% 

3.25% 

BRITISH  POUND  (2/15) 

1.56 

1.56 

1.48 

|1  lERCIAL  PAPER  (2/14)  3-month 

6.19 

6.14 

3.54 

FRENCH  FRANC  (2/15) 

5.24 

5.30 

5.84 

1 IFICATES  OF  DEPOSIT  (2/15)  3  month 

6.14 

6.15 

3.47 

ITALIAN  LIRA  (2/15) 

1606.6 

1617.0 

1673.5 

1  1  MORTGAGE  (2/10)  30-year 

9.04 

9.15 

7.29 

CANADIAN  DOLLAR  (2/15) 

1.40 

1.40 

1.34 

1  STABLE  MORTGAGE  (2/1 0)  one  year 

6.73 

6.76 

4.32 

MEXICAN  PESO  (2/1 5)^ 

5.945 

5.325 

3.106 

9.00 


9.00 


6.00 


es:   Federal  Reserve,  HSH  Associates,  Reuters  Holdings  PLC 


Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per  U.S.  dollar, 
except  tor  British  pound  in  dollars 


data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
lent.   l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


HE  WEEK  AHEAD 


lAL  BUDGET 

?sday,  Feb.  22  ►The  U.  S.  Treasury 
ected  to  post  a  surplus  of  $13.5  bil- 
I  January,  according  to  the  median 
st  of  economists  surveyed  by  mms 
ational,  a  division  of  McGraw-Hill  Inc. 
ngton  recorded  a  $15.2  billion  sur- 
n  January,  1994.  Strong  economic 
1  is  lifting  tax  receipts.  The  Clinton 
listration  forecasts  that  the  deficit  for 
1995,  which  began  in  October,  will 
fl92.5  billion. 

PAL  SPENDING  PLANS 

day,  Feb.  23,  8:30  a.m.  ►  The  Com- 

Dept.'s  survey  of  plant  and  equip- 
spending  for  1995  will  probably  show 


that  all  industries  are  set  to  lift  capital 
budgets  by  about  7%.  That  would  be  only 
slightly  below  the  8.8%  increase  planned 
for  1994.  Beginning  this  year.  Commerce 
Will  conduct  its  spending  survey  only  twice 
a  year,  replacing  its  quarterly  report.  The 
revamping  was  done  to  be  consistent  with 
the  department's  Annual  Capital  Expendi- 
tures Survey.  The  latest  spending  plans  will 
be  significant  because  business  investment 
IS  expected  to  be  a  growth  leader  this  year. 

DURABLE  GOODS  ORDERS 

Friday,  Feb.  24,  8:30  a.m.  ►  New  orders 
taken  by  durable-goods  manufacturers 
probably  fell  by  0.5%  in  January,  says  the 
MMS  survey.  Orders  rose  3.4%  in  November 


and  1.5%  in  December.  A  big  increase  in 
demand  for  military  hardware  boosted  the 
December  figure,  however,  and  those  orders 
likely  were  not  repeated  in  January.  The 
projected  decline  in  new  bookings  indicates 
that  the  backlog  of  unfilled  orders  fell  last 
month  after  increasing  slightly  for  four  con- 
secutive months. 

EXISTING  HOME  SALES 

Friday,  Feb.  24,  8:45  a.m.  ►  Sales  of 
existing  homes  probably  fell  to  an  annual 
rate  of  3.75  million  in  January.  Sales  have 
zigzagged  since  last  summer,  thanks  to 
higher  mortgage  rates.  In  December,  they 
rose  1.8%,  to  a  3.89  million  pace,  after 
slipping  2.3%  in  November. 
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EARN  MATCmSG  MJLBS- 

EVERY  TIME  YOU  FLY. 
ENROLL  TODAY  AND  GET 

2500  BONUS  MILES. 

OVER  300  TRAVEL  AGENOES  A>tD 

51  BILLION  SAIES  VOIUME, 
CAIL  SCrVr'  TO  REACH  YO'Ufl  LOCAL 
TRA'.'EL  NETWORK  AGENCY: 

1  (800)222-2220 


OWN  YOUR  OWN 
TRAVEL  AGENCY 
FRANCHISE 


COMPLETE  TURN-KEY 
5  WEEK  TRAINING  PROGRAM 
BUYING  POWER  AND  CLOUT 
BACKED  BY  A  J6  BILLION 
TRAVEL  C0yS0a+  UNFTS 
NO  ^  ROYALTY 

CALL  1-800-669-9000 


Plant  Trees  for  America 


f 


T!.n  frt-t.  Colorado  Blue  Spruces, 
"ill  he  given  lo  each  person 
who  ;oin^  The  NationaJ  Arbor  I>ay 
Foundation.  To  become  a  member 
and  receive  ><iur  free  tree*,  send  a 
>  1(1  member-hip  contribution  lo 
Ten  Blut  Spruces.  National  .\rbor 
V,:i\  Fo-indaiion.  100  Arbor 
\'.   "ue.  Nebra.ska  C  itv  .  VE  6S410. 

.i  n  t^>day.  and  plant  your  Trees 
for  .\mcric.i! 

^The  N  ational 
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vestment  Figures  of  the  Week 


iTARY 

no  cigar-.  The  Dow  Jones 
average  nearly  hit  4000 
but  profit  taking  set  in. 
)ow  closed  at  3986, 
its  the  previous  record 
i78  set  in  early  1994. 
norate  profits,  good  news 
(1,  and  a  rally  in  the  bond 
iibined  to  bolster  stocks, 
ihe  Dow  will  take  another 
-  millennial  mark.  One 
jroblem  is  the  further  de- 
1  south  of  the  border:  The 
an  additional  10%,  and 
itocks  lost  over  7%. 


STOCKS 

Feb.  Aug. 


Feb. 9-15 


BONDS 

Feb.  Aug. 


Feb.    Feb.  9-15 


THE  DOLLAR 

Feb.      Aug.      Feb.    Feb.  8-15 


484.M 


1-week  change 

+0.7% 


470  1250 


XT.  T" 


52-week  change 

-10.7% 


1-week  change 

+0.6% 


52-week  change 

-4.6% 


1  -week  change 

-0./l% 


T  ANALYSIS 


%  change 


i.J  >CKS 

Latest 

Week 

52-week 

FUNDAMENTALS 

Latest 

Week  ago 

Year  ago 

.w]  ES  INDUSTRIALS 

3986.2 

1.3 

1.2 

90-DAY  TREASURY  BILL  YIELD 

5.88% 

5.89% 

3.34% 

COMPANIES  (S&P  MidCap  Index) 

178.8 

0.9 

-1.3 

30-YEAR  TREASURY  BOND  YIELD 

7.56% 

7.64% 

6.46% 

M  )MPANIES  (Russell  2000) 

257.5 

1.5 

-3.2 

S&P  500  DIVIDEND  YIELD 

2.68% 

2.69% 

2.52% 

(  PANIES  (Russell  3000) 

mn 

0.8 

1.5 

S&P  500  PRICE/EARNINGS  RATIO 

16.2 

16.4 

21.7 

Ri  N  STOCKS 

Latest 

%  change  (local  currency) 

t — 1 .        r  1  1, 

TECHNICAL  INDICATORS 

Latest 

Week  ago 

Reading 

S&P  500  200-day  moving  average 
Stocks  above  200-day  moving  average 
Speculative  sentiment:  Put/call  ratio 
Insider  sentiment:  Vickers  sell/buy  ratio 

460.5 

52.0% 

0.60 

0.76 

459.8 
51.0%r 
0.59  r 
0.84 

Positive 
Neutral 
Neutral 
Positive 

110  (FINANCIAL  TIMES  100) 
(Y'  IIKKEI  INDEX) 
i)t|  1  (TSE  COMPOSITE) 

3074.9 
17,991.0 
4125.2 

0.1 
-1.6 
0.5 

-10.0 
-5.6 
-6.8 

BLOOMBERG  FINANCIAL  MARKETS 

IfJSfRY  GROUPS 

ju|  /eek  leaders 

4-week 

change 

52-week 

Strongest  stock  in  group 

%  change 
4-week  52-week 

Price 

-1  

Ri  AURANTS 

13.8 

8.3 

McOONALO'S 

15.8 

11.3 

33^8 

Tl 

11.4 

4.7 

HASBRO 

13.1 

-6.2 

32^/8 

e:  rtainment 

10.3 

8.0 

WALT  DISNEY 

12.6 

14.4 

52 '4 

Di  NSE  ELECTRONICS 

8.6 

-2.8 

LORAL 

11.2 

4.7 

42% 

M{  JFACTURED  HOUSING 

8.5 

-15.2 

FLEETWOOD  ENTERPRISES 

10.8 

-13.2 

20V2 

U  VEEK  LAGGARDS 

%  change 
4-week  S2-week 

Weakest  stock  in  group 

%  change 
4-week  52-week 

Price 

S  L 

-9.9 

-13.5 

INLAND  STEEL  INDUSTRIES 

-14.0 

-15.0 

29^8 

ft  IMOBILES 

-8.0 

-27.5 

CHRYSLER 

-13.1 

-22.5 

453/4 

H  'Y-DUTY  TRUCKS 

-7.5 

-23.3 

EATON 

-10.8 

-21.6 

46^4 

G  )  MINING 

-6.8 

-22.5 

SANTA  FE  PACIFIC  GOLD 

-13.7 

NA 

IOV4 

\  mm 

-6.6 

5.6 

ALCOA 

-9.3 

3.5 

80% 

'UAL  FUNDS 


MORNINGSTAR  INC 


RS 

eek  total  return 


LAGGARDS 
Fourweek  total  return 


4NESS  FLIGHT  CHINA  &  HONG  KONG 

10.9 

WRIGHT  EQUIFUND-MEXICO  NATL.  FID.  EQTY. 

-13.8 

KINS  OPPORTUNITY 

9.5 

MORGAN  STANLEY  LATIN  AMERICAN  A 

-13.8 

:LITY  SELECT  BIOTECHNOLOGY 

8.9 

BT  INVESTMENT  LATIN  AMERICAN  EQUITY 

-13.7 

ek  total  return 

% 

52-week  total  return 

% 

IGMAN  COMMUNICATIONS  &  INFORM.  A 

31.9 

MONITREND  GOLD 

-53.0 

ETT  SMALLER  COMPANIES 

28.8 

TCW/DW  LATIN  AMERICAN  GROWTH 

-45.1 

ELITY  SELECT  HEALTH  CARE 

28.4 

FIDELITY  LATIN  AMERICA 

-44.6 

■^H  S&P  SCO  Average  fund 

4-week  total  return  52  week  total  return 
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.TIVE  PORTFOLIOS 


amounts  represent  the 
It  value  of  $10,000 
ed  one  year  ago 
h  portfolio 

ntages  indicate 
ay  total  returns 


U.S.  stocks 

$10,509 

-(-0.36% 


nil 


Money  market  fund 

$10,497 

+0.25% 


m 

Foreign  stocks 

$10,486 

-0.43% 


Gold 

$9,896 

-^0.40% 


ORI/McGRAW-HILL 
J. 

Treasury  bonds 
$9,187 

-0.15% 


\  on  this  page  are  as  of  market  close  Wednesday.  Feb-  15,  1995,  unless  otfierwise  indicat- 
ustry  groups  include  S&P  500  companies  only;  performance  and  share  prices  are  as  of  mar- 


ket close  Feb.  14.  Mutual  fund  returns  are  as  of  Feb.  10.  Relative  portfolios  are  valued  as  of  Feb, 
14.  A  more  detailed  explanation  of  this  page  is  available  on  request.  r=revised  NA=Not  available 
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PUTTING  THE  PESO  ON  A  SHORT  LEASH 


The  time  has  come  foi-  Mexico  to  consider  adopting  a  cur- 
rency board.  Despite  an  unprecedented  $53  bilhon  fi- 
nancial aid  package,  the  monetary  credibility  of  the  govern- 
ment continues  to  erode.  The  big  victory  of  the  conservative 
National  Action  Party  (pan)  in  Jahsco  Province  and  the  fail- 
ure to  capture  the  leader  of  the  Chiapas  rebellion  are  raising 
doubts  about  the  political  as  well  as  economic  leadership  of 
President  Ernesto  Zedillo  Ponce  de  Leon.  His  ability  to  en- 
force hai-sh  anti-inflation  policies  on  a  restive  public  in  the  face 
of  a  sharp  40%  devaluation  is  now  being  sharply  questioned 
by  the  markets.  The  peso  is  weakening  again,  short-term 
interest  rates  on  tesobonos  are  moving  higher,  and  the  bolsa 
is  sinking.  Weeks  after  the  bailout  was  announced,  the  confi- 
dence necessary  to  revitalize  private  capital  flows  to  Mexico 
isn't  being  restored.  A  dramatic  new  gesture  is  needed. 

Enter  the  cuiTency  board.  Ai-gentina,  Estonia,  and  Hong 
Kong  have  used  currency  boards  to  successfully  establish 
effective  monetaiy  anchors  to  force  hard  domestic  political  de- 
cisions on  economic  policy  and  revive  foreign  investor  confi- 
dence. Mexico  should  follow  suit.  Its  central  bank  has  zero 
credibility  in  world  financial  markets  following  disclosures 
that  it  hid  the  decline  of  reserves  and  the  expansion  of  bank 
credit  in  the  months  before  the  peso  devaluation. 

How  would  a  currency  board  work?  The  peso  would  be 
fixed  and  made  fully  convertible  to  the  dollar  at,  say,  5M  to  1. 
The  monetary  base  (bank  reserves  and  currency)  would,  in 
turn,  be  backed  100%  by  hard  foreign  currencies,  mostly 
dollars.  This  would  take  about  $10  bilKon.  Money  could  then 


I 


be  created  only  by  increasing  these  resei'ves.  For  every  ej 
dollar  generated  through  net  exports  or  capital  inflows, 
and  a  quarter  new  pesos  could  be  generated.  If  Mexico  adi 
ed  this  kind  of  cuiTency  board,  it  would,  in  effect,  be  tying] 
inflation  rate  and  interest  rates  to  the  U.  S.  The  Me: 
government  and  the  central  bank  would  give  up  all  discreti 
ary  power  to  pump  up  the  money  supply  or  to  act  as  leni 
of  last  resort. 

A  Mexican  currency  boai"d  would  broaden  the  economic 
tegration  that  began  with  the  North  American  Free  Tr;  t 
Agi'eement  to  include  monetary  policy.  While  the  value  of 
peso  would  be  guai'anteed  vis-a-vis  the  dollar;  intenial  pri 
would  fluctuate.  The  pacto,  the  annual  agreement  on  wai 
and  prices,  would  have  to  be  abolished.  And  state-owmed 
sets  would  have  to  be  sold  off  to  the  private  sector  to  sop 
excess  pesos. 

If  all  that  sounds  a  bit  like  currency  integi-ation  for  M( 
CO,  Canada,  and  the  U.  S.,  so  be  it.  The  North  Amerii 
Three  flirted  briefly  with  this  idea  dm-iiig  nafta  discussi( 
but  dismissed  it  as  politically  unfeasible.  A  currency  board 
Mexico  may  be  the  next  best  thing.  A  hai'd-money.  de 
tionary  bias  would  be  automatically  built  into  Mexican  e 
nomic  policy.  That  would  restore  monetary  credibility,  i 
courage  capital  inflows,  lower  interest  rates,  and  bo 
economic  growth.  Mexico  has  to  act  fast  to  prevent  its  Uqd 
ity  crisis  ft'om  becoming  a  solvency  crisis  for  its  banks  a 
corporations.  A  cun-ency  boai'd  is  an  option  of  last  resort, 
without  confidence,  even  $53  billion  will  go  pretty  quickly 


MANAGED  CARE  BEATS  MEDICARE  ANY  DAY 


Let's  hear  it  for  markets!  Health-care  costs  for  U.  S.  busi- 
ness actually  fell  last  year  for  the  fii'st  time  in  two 
decades.  For  the  naysayers  who  said  it  could  never  be  done 
without  heavy  government  intervention,  the  1.1%  decline  is 
proof  that  competition  can  work  miracles,  even  in  the  field  of 
medicine.  Congi'ess  should  take  note  of  Corporate  America's 
bold  medical-care  overhaul  and  quit  trying  to  just  tinker 
with  Medicare  and  Medicaid,  government  health-care  pro- 
grams for  the  elderly  and  poor 

A  dramatic  shift  away  from  fee-for-service  to  managed 
cai-e  by  employees  of  America's  largest  companies  is  behind 
the  di'op  in  medical-care  costs.  In  1994,  a  21%  jump  in  enroll- 
ment for  health  maintenance  organizations  and  preferred 
provider  organizations  resulted  in  nearly  two-thirds  of  all 
eligible  employees  signing  on  to  managed-care  plans.  Just 
five  yeai's  ago,  health-care  increases  were  running  at  nearly 
20'7'r  for  m;);  y  big  companies.  Last  year,  for  corpoi'ations  em- 
ploying .500  or  more  people,  costs  actually  dropped  1.9%. 

The  same  can't  be  said  for  smaller  businesses.  Companies 
with  10  to  500  employees  saw  their  health  costs  rise  6.5%  last 


year — and  very  small  businesses  undoubtedly  fared  evi 
woi-se.  Cleaiiy,  small-business  owners  lack  the  market  clout* 
their  big-business  brethren  to  demand  lower  costs  for  mjliiete 
aged  care.  The  No.  1  priority  for  the  National  Federation 
Independent  Business  should  be  figuiing  out  a  way  to  p( 
health  care  for  its  members. 

But  even  6.5%  pales  in  comparison  to  the  9%-plus  anni 
spending  hikes  attributed  to  Medicare  and  Medicaid.  Rig 
now,  both  programs  offer  the  most  extensive — and  expe 
sive — fee-for-service  options  available  anywhere  in  the  ecu 
try.  Simply  shifting  people  in  Medicare  to  managed  ca 
could  save  as  much  as  $250  billion  over  the  next  seven  yeai:; 
Doing  the  same  for  Medicaid  saves  up  to  $150  biUion,  for  a  t 
tal  of  $400  biUion.  That  goes  a  long  way  toward  balancing  tJsffiCU 
budget. 

Both  the  Republicans  and  Democrats  should  screw  x 
their  political  guts  and  tell  those  on  Medicare  and  Medica 
that  they  can  no  longer  have  a  medical  system  that  is  mo, 
luxurious  than  that  of  most  other  taxpayers.  Choice  is  narrow 
ing  for  everyone,  including  the  elderly. 


tcirjie 
lirt-im 


136  BUSINESS  W["EK  /  FEBRUARY  27,  1995 


ouVe  been  waiting  for  the  right  moment 
buy  a  plain  paper  tax,  this  is  it.  Now,  for 
lited  time, '''the  fax  options  you  want 
r  are  free. 

What's  more.  Canon  LASER  CLASS"" 
Tiachines  continue  to  save  you 
.ey.  That's  because 
najor  cost  of 
ing  a  fax 

hine  isn't  buying  "■"^^^ 
's  using  It.  And  Canon 
ER  CLASS  fax  machines 
.'  features  that  reduce  kibor 
iine-time  costs  so  much  thc\ 
:he  least  expensive  plain 


paper  fax  machines  you  can  own.  No  wonder 
Canon  received  an  Editor's  Choice  award  from 

What  to  Buy 
for  Business. 
And  there's 
one  more 
money-saving 
offer.  It's  the 
free  Fax 
Decision 
Maker's  Kit  to 
help  you  decide 
which  fax 
machine  will 
save  vou  the  most  monev. 


For  your  copy  and  more  information, 
call  1-800-OK- CANON.  At  Canon, 
saving  money  isn't  optional.  It's  built  in. 


<I)IT»K'S 
<  liOICI^ 


(( 1  ASS  IN  a  rcKistcrd  trademark  ot  (  anun  liu.  'lh\  otk-r.  whith  runs  trum  lihruarv  I  in  M.n  i  I,  I^JMS,  appln-,  tci  llit  1  ASH*  1 1  ASS  idllll,  iilKI,  and 
,nd  rnthf  FAX-l  777  and  FAX-1  791).  Offer  vanes  based  on  nitHJcl  purehastd.  Available  nnlv  in  fhe  tl  S,  1  is.j|  dealer  priees  niav  van 
U.S.A.  diies  ncit  warrant  iir  endorse  tbird-partv  sdfrware.  0 1 495  (  aniin  U.S.A.,  Ine. 


ASER  CLASS. 

H  M      f  A  P  e  n  FJkCSIMiLE 


Canon 


1^    Monastery   of   R  o  u  s  s  a  n  o  u  ,  M  e  t  e  o  y  a  .  Greece 


